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AUDITOR  GENERAL  OF  CANADA  VERIFICATEUR  GENERAL  DU  CANADA 

Ottawa,  Ontario 
K1A  OG6 


To  the  Honourable  the  Members  of  the  House  of  Commons 


My  Report  to  the  House  of  Commons  for  the  fiscal  year  ended  March  31, 
1978,  has  been  tabled  by  the  Speaker  of  the  House.  This  100th  annual  Report  of  the 
Auditor  General  is  the  first  to  contain  observations  reported  under  the  provisions  of  the 
Auditor  General  Act,  1976-77,  c.  34,  which  came  into  force  August  1,  1977.  The  Report 
is  published  in  two  volumes,  one  in  English  (746  pages)  and  one  in  French  (806  pages). 

Because  Members  of  Parliament  have  heavy  demands  on  their  time,  I  have 
prepared  this  Conspectus  to  summarize  the  Report's  contents  and  to  help  you  identify 
sections  in  which  you  may  be  particularly  interested. 

The  Conspectus  does  not  cover  every  detail  of  the  Report.  For  your 
convenience,  references  to  the  various  chapters  of  the  Report  appear  beside  the  headings 
in  this  Conspectus  which  also  contains  a  detailed  table  of  contents  for  the  Report. 

Although  the  Conspectus  is  intended  to  provide  a  balanced  digest  of  my 
Report,  there  is  one  subject  -  comprehensive  auditing  -  to  which  I  attach  such 
importance  that  I  have  taken  the  somewhat  unusual  step  of  reproducing  the  complete 
text  of  the  two  Report  chapters  on  this  subject  as  Appendix  A.  It  seemed  entirely 
appropriate  that  in  this,  our  Centennial  Year,  my  Office  should  devote  particular 
attention  to  the  vital  and  twin  aspects  of  auditing  for  Parliament  and  internal  auditing  in 
departments  and  agencies  of  the  government.  I  believe  we  are  breaking  new  ground 
which  will  set  the  directions  and  challenges  for  our  second  century. 

My  staff  has  reviewed  the  findings,  observations  and  recommendations 
contained  in  the  Report  with  the  appropriate  government  officials  and  I  have  discussed 
the  key  issues  of  government-wide  significance  with  the  President  of  the  Treasury  Board, 
the  Comptroller  General  and  the  Secretary  of  the  Treasury  Board.  Reproduced  on  the 
following  pages  is  the  complete  text  of  a  letter  dated  October  13,  1978,  from  the 
President  of  the  Treasury  Board,  the  Honourable  Robert  Andras,  P.C.,  M.P.,  in  which  he 
provides  a  formal  response  to  the  key  government-wide  issues.  My  reply  to  Mr.  Andras 
dated  October  17,  1978,  is  reproduced  following  his  letter. 

The  Conspectus  has  been  prepared  primarily  for  the  use  of  Members  of 
Parliament,  but  I  hope  that  it  will  also  serve  as  a  convenient  guide  to  the  Report  for 
others  in  the  public  and  private  sectors  who  may  find  it  of  interest. 
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As  we  begin  the  second  century  of  service  to  Parliament  and  to  Canadians,  it 
is  a  pleasure  to  report,  on  behalf  of  all  my  colleagues  in  the  Audit  Office,  that  we  do  so 
with  vigour  and  enthusiasm  and  with  a  high  sense  of  dedication  and  purpose  to  carry  out 
effectively  the  mandate  entrusted  to  us  by  Parliament. 


November,  1978. 
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President  of  The  Treasury  Board      Le  President  du  Conseil  du  Tresor 


October  13,  1978 


Mr.  J.J.  Macdonell, 
Auditor  General  of  Canada, 
240  Sparks  Street, 
Ottawa,  Ontario. 
K1A  0G6 

Dear  Mr.  Macdonell: 

I  would  like  to  summarize,  for  publication  in  your  1978  Report 
to  Parliament,  my  formal  response  to  the  information  which  you  have 
imparted  to  my  senior  officials  and  myself  concerning  your  forthcoming 
audit  findings  and  observations. 

Primarily,  our  discussions  have  centered  on  the  opinions  which 
you  have  formed  as  a  direct  result  of  the  "Study  of  Procedures  in  Cost 
Effectiveness"  (SPICE),  which  your  Office  conducted  over  the  past  two 
years  in  Departments  and  Agencies  of  the  federal  public  service.   There 
have  also  been  discussions  of  your  views  on  the  future  quality  and 
coverage  of  the  internal  audit  function  in  Departments  and  Agencies. 

In  view  of  the  likely  significance  of  your  observations  to 
Parliament,  I  welcome  this  opportunity  to  outline  some  of  the  major 
initiatives  relevant  to  your  findings  which  have  already  been  taken  by 
both  the  Treasury  Board  Secretariat  and  the  new  Office  of  the  Comptroller 
General. 

With  the  full  support  and  approval  of  the  Treasury  Board  Ministers 
the  Comptroller  General,  in  close  cooperation  with  the  heads  of  major 
Departments  and  Agencies,  has  commenced  a  comprehensive  review  of  their 
financial  administrative  and  control  activities.  The  twenty  Departments 
which  have  been  selected  for  the  initial  review,  utilize  the  major 
portion  (70%)  of  current  budgetary  expenditures.   The  second  phase  of 
this  review  will  cover  the  balance  of  the  organizations  which  form  the 
Government  of  Canada's  accounting  entity. 

The  scope  of  this  review  has  been  extended  to  include  the 
operational  planning  and  control  activities  which  I  know  you  agree  are  so 
basic  to  the  exercise  of  good  financial  control.   In  this  connection,  a 
careful  examination  will  be  made  of  the  extent  and  quality  of  performance 
measurement  and  program  evaluation  activities  carried  out  by  Departments 
and  Agencies  in  response  to  Treasury  Board  directives  and  guidelines  issued 
in  1976  and  1977. 


The  purpose  of  these  reviews  is  to  establish  agreement,  with  each 
Department,  on  the  specific  actions  which  are  considered  appropriate  to 
accomplish  improvements  across  the  spectrum  of  financial  administrative  and 
related  operational  planning  and  control  practices,  wherever  the  need  for 
such  improvements  is  identified.   Such  agreements  on  actions  will  then  be 
reflected  in  appropriate  plans  and  timetables  for  the  execution  of  the 
necessary  work. 

In  the  area  of  the  practices  and  procedures  used  for  the  measurement 
of  efficiency  and  effectiveness,  which  has  been  a  major  focus  of  the  SPICE 
Study  conducted  by  your  Office,  the  reviews  will  result  in  the  establishment 
of  plans  with  each  Department  that  will  provide  a  detailed  understanding  for 
the  ultimate  extension  of  such  procedures  to  all  those  operations  and 
programs  of  Government  where  they  may  appropriately  and  reasonably  be 
applied.  The  priorities  for  this  work  will  be  established  by  application 
of  the  following  four  criteria: 

(1)  importance  in  terms  of  departmental  or  ministerial 
priorities; 

(2)  the  relative  ease  of  conducting  the  evaluations,  -  the 
easiest  programs  will  be  evaluated  first; 

(3)  the  size  of  the  program,  -  larger  value  ones  will  be 
considered  first;  and 

(4)  the  expected  cost  of  the  evaluation  in  relation  to  the 
size  of  the  program. 

These  plans  and  their  timetables,  when  completed,  will  be  made 
available  to  you,  and  thus  to  Parliament,  as  evidence  of  actions  that  are 
responsive  to  the  type  of  problems  in  economy,  efficiency  and  effectiveness 
evaluations  that  will  be  identified  in  your  Report.   In  accordance  with 
the  Comptroller  General's  mandate  and  responsibility  for  the  further 
development  and  maintenance  of  existing  Treasury  Board  policies  and  directives 
in  this  complex  area,  his  Office  will  also  use  these  plans  and  timetables  to 
monitor  the  improvements  that  will  be  accomplished  by  Departments  and 
Agencies  over  time. 

These  reviews  will  also  enable  the  Treasury  Board  to  approve  plans 
established  within  each  Department  for  the  development  of  their  internal  audit 
capabilities.  This  planning  process  will  begin  in  the  1979-80  fiscal 
year.  Such  plans  will  not  be  restricted  solely  to  the  development  of 
internal  financial  audit  capability,  but  will  also  include  the  internal 
audit  coverage  of  other  equally  important  management  functions  such  as 
"operational"  or  "managerial"  audit  activities  and  of  course,  departmental 
adherence  to  all  Treasury  Board  policies  and  guidelines.  The  adequacy  of 
the  total  internal  audit  function  will  be  assessed  in  terms  of  its  scope, 
the  appropriateness  of  skills  and  staff  resources  available,  the  professional 
conduct  of  such  staff,  the  independence  of  the  audit  function  and  the 
priorities  established  in  internal  audit  work  programs  by  Departments. 
Such  plans  will  be  made  available  to  your  Office,  in  the  knowledge  that 
they  will  be  of  assistance  to  you  in  the  future  planning  and  scheduling 
of  your  audit  activities. 
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On  the  particular  issue  of  the  planning  of  capital  acquisitions, 
which  is  another  aspect  of  the  SPICE  examination,  in  July  1978  the 
Treasury  Board  issued  a  new  policy  and  guidelines  on  the  management  of 
major  crown  projects.   The  essence  of  this  important  document  will  be 
reiterated  in  a  forthcoming  Treasury  Board  Circular  covering  the  approval 
of  all  capital  projects.   1  have  also  instructed  the  Treasury  Board 
Secretariat  to  prepare  guidelines  on  the  selection  and  remuneration  of 
qualified  project  leaders  for  major  crown  projects  for  further  consideration 
by  Treasury  Board. 

I  have  noted  carefully  your  comments  concerning  the  desirability 
of  establishing  "departmental  comptrollers".  As  you  know,  I  have  supported 
this  concept  in  the  past.  The  task  now  is  to  evolve  towards  such  an 
organizational  form  and  to  develop  it,  so  that  it  may  accommodate  the 
particular  needs  of  individual  Departments  and  Agencies. 

Your  discussions  have  covered  a  variety  of  other  topics  which 
will  be  the  subject  of  observations  in  your  forthcoming  Report.   I  would 
like  to  comment  briefly  on  the  important  government-wide  issues  of  the 
future  form  of  the  Estimates,  and  your  comments  on  the  desirability  of 
charging  Departments  for  the  accommodation  that  they  occupy. 

With  respect  to  the  future  form  of  the  Estimates,  we  have 
discussed  the  major  study  of  this  matter  that  has  been  undertaken  by  the 
Treasury  Board  Secretariat.  The  first  objective  of  this  study  is  to  provide 
an  improved  communication  to  Parliament  of  government  expenditure  plans  and 
the  necessary  parliamentary  authorities  needed  for  their  execution.  The 
second  objective  is  to  improve  the  linkage  between  the  Estimates  and  the 
operational  plans  of  program  managers.  To  achieve  both  objectives 
satisfactorily  is  clearly  a  complex  task.   Because  of  this,  the  study 
team  has  been  instructed  to  conduct  a  comprehensive  review  of  the  issue 
taking  into  account  the  views  and  advice  of  all  major  users  of  the  Estimates. 
The  work  which  has  been  undertaken  by  your  Office  and  the  reactions  of  the 
parliamentarians  to  the  options  which  you  will  display  to  them  will 
therefore  be  of  great  assistance  to  both  the  study  team  and  the  Government 
in  the  formulation  of  its  proposals  to  Parliament  on  this  important  issue. 

The  question  of  accommodation  charges  was  the  subject  of  intense 
study  by  the  Executive  during  1974  and  1975  and  a  decision  was  taken  at 
that  time  not  to  implement  any  internal  charging  system  for  accommodation 
occupied  by  Departments  and  Agencies.   Instead,  it  was  decided  that  an 
improved  display  of  accommodation  costs  in  the  Estimates  and  accounts  of 
both  the  Department  of  Public  Works  and  user  Departments  would  improve  the 
control  and  accountability  for  accommodation  services.  Your  current  comments 
however,  taken  in  conjunction  with  those  of  the  Standing  Committee  on  National 
Finance  have  led  me  to  request  a  review  of  the  basis  for  that  decision. 

In  conclusion,  I  trust  that  you  will  agree  that  these  plans  which  I 
have  briefly  summarized  are  the  most  suitable  way  to  effect  improvements  in 
the  financial  and  related  operational  control  practices  of  the  federal  public 
service,  an  objective  which  I  can  assure  you  is  fully  supported  by  both  the 
Executive  and  the  operating  Departments  and  Agencies  which  serve  it . 


Yours  sincerely, 


Robert  Andras. 
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AUDITOR  GENERAL  OF  CANADA 


VERIFICATEUR  GENERAL  DU  CANADA 

240  Sparks  Street, 
Ottawa,    Ontario. 
K1A  0G6 


October  17,    1978 


The  Honourable  Robert  Andras,    P.C.,   M.P., 
President  of   the  Treasury  Board, 
House  of  Commons, 
Ottawa,   Ontario. 

Dear  Mr.   Andras, 

Your  letter  of  October  13  is  a  constructive  and  welcome 
response  to  the  government-wide  observations  and  recommendations  that  my 
current  annual  Report  brings  to  the  attention  of  Parliament. 

As  you  and  your  officials  know,  the  main  thrust  of  most  of 
the  government-wide  and  departmental  observations  and  recommendations  in  my 
1978  Report  is  to  promote  a  greater  sense  of  awareness  and  accountability 
for  the  economical,  efficient  and  effective  use  and  management  of  public 
funds  and  resources.   In  your  letter,  you  refer  particularly  to  our  Study  of 
Procedures  in  Cost  Effectiveness  which  has  become  known  by  the  acronym  SPICE. 
Through  this  government-wide  study,  which  has  generated  a  remarkable  degree 
of  interest  on  the  part  of  many  officials,'  my  Office  has  introduced  systematic 
value-f or -money  (VFM)  auditing  of  government  expenditures  on  behalf  of 
Parliament  as  required  by  the  new  Auditor  General  Act  proclaimed  last  year. 
As  the  results  of  our  early  SPICE  studies  began  to  accumulate  and  give  added 
weight  to  findings  arising  from  our  regular  audit  programs  and  our  other 
special  government-wide  studies  conducted  during  the  last  several  years,  I 
became  more  and  more  concerned  -  and  troubled  -  by  the  mounting  evidence  of  a 
widespread  lack  of  due  regard  to  economy  and  efficiency  and  of  insufficient 
attention  to  systematic,  well-founded  evaluations  of  program  effectiveness. 

It  was  clear  that  in  many  departments  the  functional  and 
technical  support  given  to  deputy  heads  and  program  managers  was  inadequate 
for  enabling  them  to  discharge  satisfactorily  their  resource  management 
responsibilities.   It  was  equally  apparent  that  most  deputy  heads  were  not 
really  aware  of  this  serious  situation  and  that  they  saw  effective  resource 
management  as  having  much  lower  priority  than  their  other  key  responsibilities. 
The  programs  described  in  your  letter  address  these  fundamental  issues  directly. 
They  should  ultimately  redress  the  situation  if  pursued  with  vigour  and 
appropriate  resources  and  if  given  continued,  demonstrable  support  by  the 
Government  and  a  supportive  and  cooperative  response  by  senior  officials  and 
managers  at  all  levels. 


Vlll 


I  am  confident  that  such  responses  will  be  forthcoming 
in  good  measure,  based  on  the  keenly  interested  and  constructive  attitude 
displayed  in  a  series  of  meetings  that  I  held  in  May  1978  with  groups  of 
deputy  heads  to  acquaint  them  firsthand  with  the  results  of  our  value-for- 
money  audits  and  other  special  examinations  this  year,  including  our  analysis 
of  internal  audit/evaluation/review  capabilities.   Most  of  the  discussions 
centred  around  our  more  important  recommendations  and  the  actions  that  deputy 
heads  could  initiate  reasonably  promptly  to  remedy  the  deficiencies  our 
studies  revealed.   It  was  clear  that  our  findings  were  of  concern  to  these  top 
officials  and  particularly  so  at  a  time  of  economic  stress  when  significant 
reductions  in  government  expenditures  were  in  prospect.   Their  concerned  and 
supportive  attitude  has  already  been  demonstrated  in  a  number  of  instances  by 
significant  actions  to  strengthen  resource  management. 

In  my  1975  Report,  I  was  highly  critical  of  the  quality  of 
internal  financial  auditing  throughout  government.   Because  little  had  been 
done  in  most  departments  to  improve  the  situation,  this  year  we  conducted  a 
government-wide  review  of  internal  auditing  -  both  financial  and  operational  - 
to  find  out  whether  good  value  was  being  obtained  for  the  money  expended. 
Preliminary  results  confirmed  that  a  multiplicity  of  audits  and  evaluations 
were  being  conducted  for  various  purposes  by  various  agencies  and  that  they  were 
largely  uncoordinated  and  in  many  cases  ineffective.   Many  departmental  managers 
felt  that  little  or  no  apparent  benefit  resulted  from  these  audits  and  begrudged 
the  substantial  amounts  of  their  time  spent  coping  with  inquiries  from  a 
plethora  of  auditors.   Clearly  the  total  government  audit/evaluation/review 
effort  could  not  be  really  cost  effective  or  supportive  of  management  until  it 
was  properly  integrated,  coordinated  and  upgraded. 

I  conveyed  these  findings  (described  in  Chapter  12  of  my  Report 
entitled  Comprehensive  Internal  Auditing  Within  Government  -  A  Recommended 
Approach)  to  the  deputy  heads  at  our  meetings  in  May  and  stressed  that  this 
major  recommended  reform  to  improve  resource  management  could  be  implemented 
within  their  own  authority  and  largely  within  their  own  resources.   The  results 
to  date  have  been  encouraging.   For  example,  some  departments  have  established 
audit  committees  under  the  chairmanship  of  the  deputy  head  and  have  consolidated 
the  departmental  internal  audit/evaluation/review  activities  under  one  senior 
official  responsible  directly  to  the  deputy  head.   As  you  know,  the  Secretary  of 
the  Treasury  Board  and  the  Comptroller  General  have  taken  similar  steps  to 
integrate  and  coordinate  audit  and  evaluation  activities  conducted  by  the 
Treasury  Board. 

I  have  cited  the  foregoing  in  some  detail  because  our 
recommendations  on  internal  audit/evaluation/review  can  be  implemented  reasonably 
quickly  and,  in  quite  a  few  cases,  without  a  need  for  any  significant  additional 
resources.   Your  indicated  support  of  departmental  initiatives  to  enhance 
resource  management  effectiveness,  and  the  approval  of  the  Treasury  Board  of 
plans  to  implement  them,  will  add  momentum  to  the  overall  reform  program  to 
which  your  letter  refers. 
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A  start  has  already  been  made  on  another  important  aspect  of 
the  overall  program  -  the  designation  of  appropriately  qualified  Departmental 
Comptrollers  -  to  which  you  initially  gave  your  support  in  the  House  of 
Commons  on  December  9,  1976.   As  stated  in  your  letter,  the  task  now  is  to 
evolve  towards  such  an  organizational  form  and  to  develop  it  to  accommodate 
the  particular  needs  of  individual  departments  and  agencies.   The  recognition 
of  this  function  and  its  staffing  by  highly  qualified  and  experienced  persons 
is  a  key  element  in  the  continued  progress  towards  an  effective  financial 
management  and  control  system  to  which  you  and  your  ministerial  colleagues  are 
dedicated. 

Other  more  complex  aspects  of  the  reform  program  admittedly 
will  require  time  to  accomplish.   These  include  the  comprehensive  review  of 
the  financial  administrative  and  control  activities  of  departments  and  agencies 
which  has  been  launched  by  the  Comptroller  General,  the  development  of  more 
meaningful  financial  information  for  Parliament,  the  improvement  of  the  linkage 
between  the  Estimates  and  the  operational  plans  of  program  managers,  and  other 
substantive  matters  in  my  1978  Report  and  referred  to  in  your  letter  of 
October  13.   But  the  support  of  the  Government  and  Parliament  to  the  objectives 
of  these  reforms  and  to  improvements  in  financial  and  related  operational 
control  practices  of  the  federal  public  service  should  ensure  their  ultimate 
attainment. 

Following  the  established  practice  of  the  past  several  years 
and  in  response  to  the  stated  request  of  the  Standing  Committee  on  Public 
Accounts,  I  shall  continue  to  follow  closely  the  various  aspects  of  the  programs 
to  implement  recommended  changes  which  have  been  agreed  on  and  will  be  reporting 
on  their  progress  in  future  reports  to  the  House  of  Commons.   In  this  connection, 
your  letter  of  October  13  setting  out  the  Government's  position  and  plans  with 
regard  to  the  more  significant  recommendations  will  be  particularly  helpful.   I 
appreciate  very  much  your  precedent-setting  action  in  making  it  available  to  me 
for  inclusion  in  the  Centennial  Annual  Report  of  the  Auditor  General  to  the 
House  of  Commons. 

Yours  sincerely, 


TABLE  OF  CONTENTS 

Parti 

GOVERNMENT  OF  CANADA 

Page 

Letter  of  Transmittal  iii 

Letter  from  the  President  of  the  Treasury  Board  to  the 

Auditor  General  -  October  13,  1978  v 

Letter  from  the  Auditor  General  to  the  President  of  the 

Treasury  Board  -  October  17,  1978  viii 

INTRODUCTION  3 

STUDY  OF  PROCEDURES  IN  COST  EFFECTIVENESS 

Introduction  5 

An  Overview  5 

Planning  Capital  Acquisition  Projects  6 

Measuring  and  Increasing  Efficiency  8 

Evaluating  Effectiveness  10 

Organization  and  Background  of  the  SPICE  Project  12 

RESOURCE  MANAGEMENT 

Some  Underlying  Causes  of  Existing  Deficiencies  14 

Three  Pillars  for  Improved  Resource  Management  17 

SPECIAL  STUDIES 

Charging  for  Accommodation  Services  23 

Contracting  Procedures  26 

Computer-based  Financial  Systems  28 

COMPREHENSIVE  AUDITING  FOR  PARLIAMENT 

A  New  Cyclical  Approach  30 

Advanced  Studies  in  Comprehensive  Auditing  Methodology  32 


XI 


Part  2 
DEPARTMENTS,  AGENCIES  AND  CROWN  CORPORATIONS 

COMPREHENSIVE  DEPARTMENTAL  AUDITS 


Page 


Introduction  37 

Canada  Employment  and  Immigration  Commission  37 

Department  of  Communications  41 

Department  of  Industry,  Trade  and  Commerce  44 

Department  of  National  Health  and  Welfare  48 

Department  of  National  Revenue  -  Customs  and  Excise  51 

Department  of  Transport  55 

OTHER  AUDIT  OBSERVATIONS 

Opinion  and  Observations  on  the  Financial  Statements  of 

the  Government  of  Canada  60 

— ^"Observations  on  Crown  Corporations  and  Other  Entities  61 

Observations  Reported  under  Section  7  of  the  Auditor 

General  Act  63 

Matters  Dealt  With  in  Previous  Reports  66 

ORGANIZATION  AND  ACTIVITIES  OF  THE  AUDIT  OFFICE 

Principal  Activities  70 

Organization  and  Professional  Resources  71 

APPENDICES 

A  -      Comprehensive  Auditing 

Comprehensive  Auditing  for  Parliament 

-  A  New  Cyclical  Approach  77 
Comprehensive  Internal  Auditing  Within  Government 

-   A  Recommended  Approach  84 

B  -      Table  of  Contents  of  the  1978  Report  of  the  Auditor  General  99 


xu 


\ 


Part  1 
GOVERNMENT  OF  CANADA 


INTRODUCTION 


As  the  seventh  Auditor  General  of  Canada  since  the  office  was  established  in 
1878,  I  am  privileged  to  present  this  Conspectus  of  the  100th  annual  Report  to  the 
House  of  Commons. 

Recent  Reports  presented  the  results  of  the  Financial  Management  and  Control 
Study  (1974-76)  and  the  Computer  and  Information  Systems  Evaluation  (1976-77), 
which  together  produced  more  than  60  significant  recommendations  of  a 
government-wide  nature  and  hundreds  of  recommendations  at  the  level  of 
departments  and  Crown  corporations.  The  most  important  of  these  recommenda- 
tions was  implemented  on  April  2,  1978,  by  the  appointment  of  the  Comptroller 
General  of  Canada. 

From  the  standpoint  of  the  accountability  of  public  servants  to  the  Government 
and  of  the  Government  to  Parliament,  however,  I  consider  that  the  findings  and 
recommendations  of  the  Study  of  Procedures  in  Cost  Effectiveness  (SPICE) 
conducted  during  the  last  18  months  are  as  important  as  any  I  have  reported  to 
Parliament  during  my  term  of  office  and  may  well  be  as  important  as  any  reported 
to  Parliament  since  the  Audit  Office  was  established  one  hundred  years  ago.  This 
first  reporting  on  value-for-money  auditing  is  contained  in  the  centennial  Report 
which  also: 

•  introduces  a  plan  for  cyclically  programmed  comprehensive  auditing  on 
behalf  of  Parliament; 

•  offers  a  key  recommendation  that  the  Government  introduce  compre- 
hensive internal  auditing  incorporating  economy,  efficiency  and  pro- 
gram effectiveness  evaluations  in  all  departments; 

•  illustrates  ways  in  which  better  financial  information  can  be  presented 
to  Parliament;  and 

■  presents  observations  and  recommendations  arising  from  other  special 
reviews  and  regular  audit  examinations. 

I  am  concerned  and  troubled  by  the  cumulative  effect  of  what  my  staff  has 
observed  in  regular  audit  programs  and  in  the  special  major  government-wide 
studies  during  the  last  several  years,  capped  by  the  SPICE  project,  which  causes 
me  to  report  to  Parliament  in  accordance  with  the  requirements  of  the  new 
Auditor  General  Act  that: 

There  is,  in  my  opinion,  widespread  lack  of  due  regard  for  economy  and 
efficiency  in  the  operations  of  the  Government,  and  inadequate 
attention  to  determining  whether  programs  costing  many  millions  of 
dollars  are  accomplishing  what  Parliament  intended. 
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It  may  seem  somewhat  venturesome  to  provide  Parliament  with  an  opinion  on  an 
organization  as  large  and  complex  as  the  Government  of  Canada  based  on 
departmental  studies,  however  carefully  conducted,  many  of  which  involved 
essentially  new  methodology  for  the  Audit  Office.  However,  the  findings 
described  in  Parts  1  and  2  of  my  Report,  resulting  from  the  work  of  our  regular 
audit  staff  and  of  the  team  of  more  than  50  senior  and  experienced  representa- 
tives of  the  Office  drawn  from  inside  and  outside  the  public  service  who  carried 
out  our  first  organized  and  systematic  value-for-money  audits  during  some  18 
months,  lead  clearly  to  this  opinion.  It  is  in  line  with  the  observations  derived 
from  our  general  audit  work  and  special  studies  throughout  the  Government  during 
the  last  several  years. 
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Introduction 

The  Study  of  Procedures  in  Cost  Effectiveness  (SPICE),  begun  in  1976,  reflects  the 
evolution  of  auditing  from  a  mainly  accounting  focus  to  a  broader  mandate 
encompassing  questions  of  "value  for  money".  Under  Section  7(2)  of  the  Auditor 
General  Act,  the  Auditor  General  is  required  to  report  to  Parliament  cases  where 
he  has  observed  that: 

"(d)      money    has    been    expended   without    due   regard   to   economy   or 
efficiency;  or 

(e)  satisfactory  procedures  have  not  been  established  to  measure  and 
report  the  effectiveness  of  programs,  where  such  procedures  could 
appropriately  and  reasonably  be  implemented." 

We  addressed  these  responsibilities  through  SPICE,  a  special  project  organized 
within  the  Office  to  develop  methodology  and  prepare  the  first  report  under  the 
value-for-money  mandate. 

In  each  of  23  departments,  SPICE  teams  raised  questions  about  management's 
attention  to  economy,  efficiency  and  effectiveness.  As  a  result  of  our  first 
departmental  examinations,  we  identified  several  general  areas  of  management 
control  for  further  study.  We  investigated  three  of  these  general  areas  in  some 
detail  and  have  included  the  significant  issues  in  Chapters  3  to  5  of  my  Report. 
Investigations  of  other  management  areas  are  proceeding.  As  further  significant 
issues  emerge,  we  shall  include  them  in  future  annual  Reports. 


An  Overview 

Based  on  35  studies  of  selected  aspects  of  management  in  23  departments,  our 
audits  disclosed  significant  weaknesses  in  the  development  and  use  of  information 
needed  to  achieve  economy,  efficiency  and  effectiveness  in  federal  public 
administration. 

The  studies  which  form  the  basis  for  this  conclusion  have  been  summarized  in 
interim  reports  and  discussed  at  length  with  departmental  program  managers  and 
deputy  heads.  For  the  most  part,  they  responded  promptly,  positively  and 
constructively.  They  initiated  many  improvements,  in  some  cases  almost  at  once 
and  in  others  after  we  completed  our  audit. 

Three  aspects  of  management  have  been  investigated  in  sufficient  detail  to  report 
government-wide  findings  —  planning  capital  acquisition  projects,  measuring  and 
increasing  efficiency  and  evaluating  effectiveness.  As  with  any  audit,  our  value- 
for-money  examinations  lead  to  conclusions  based  on  a  comparison  of  the  facts 
observed  in   any   given   situation   with   a  set  of  generally  accepted  management 
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practices  or  criteria.  In  each  of  the  three  topics  reported  on  a  government-wide 
basis,  we  have  stated  our  audit  criteria.  Our  government-wide  conclusions  and 
recommendations  should  be  viewed  in  the  light  of  these  criteria  by  which  the 
individual  operations  we  examined  were  also  judged. 


Planning  Capital  Acquisition  Projects  (Chapter  3) 

Within  the  broad  scope  of  "planning",  we  concentrated  on  projects  involving  the 
acquisition  of  capital  assets  such  as  airport  terminals,  office  buildings  and  major 
items  of  equipment.  The  SPICE  project  examined  a  series  of  capital  projects  with 
final  costs  estimated  at  about  $700  million.  By  comparison,  total  approved  capital 
cost    for  all  projects  under  way  in  1977-78  is  estimated  at  $10,000  million. 

We  applied  the  following  criteria  to  our  audits  of  the  capital  asset  acquisition 
process: 

Responsibility     and    accountability     should     be    clearly    defined    and 
communicated. 

Requests   for   funds   should   be    supported   by    accurate   and   complete 
documentation. 

Final  approval  should  be  based  on  full  information. 

Project  implementation  should  be  properly  controlled. 

Completed  projects  should  be  reviewed. 

Chapter  3  summarizes  our  findings  and  opinions  on  the  following  capital  projects: 


Environment 

Indian  Affairs  and  Northern 
Development 

National  Defence 

Post  Office 

Public  Works 

Transport 


Flood  Control 
Schools 

Base  Development  Planning 

Mechanized  Letter  Sorting  System 

General  Purpose  Accommodation 
CD.  Howe  Building 

Calgary  International  Airport 
Toronto  (Malton)  International  Airport 

Additions 
"R"  Class  Icebreakers 
Lightstation  Automation 
Motor  Vehicle  Test  Centre 
Transport  Canada  Training  Institute 
West  Coast  Vessel  Traffic  Management 

System 
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Based  on  13  SPICE  audits  completed  to  date,  the  capital  acquisition  process  does 
not  come  up  to  a  reasonable  standard  of  "due  regard  for  economy."  The  process 
suffers  from  a  number  of  shortcomings  which  in  total  indicate  that  resources  of  an 
appropriate  quality  were  not  acquired  at  a  minimum  cost. 

Our  findings  are  not  uniform  across  all  projects  examined.  Deficiencies  that 
affected  one  project  may  not  have  appeared  in  another.  Two  of  the  13  projects 
demonstrated  reasonable  regard  for  economy. 

Our  audits  indicate  that  by  and  large  a  reasonable  process  was  not  followed  in 
planning  and  carrying  out  capital  projects.  In  previous  Reports,  I  commented  on 
the  natural  tendency  for  a  program  manager  to  advocate  proposals  for  new 
initiatives  in  response  to  incentives  that  encourage  larger  and  more  costly 
projects  and  programs.  Under  these  circumstances  it  is  not  surprising  that  there 
have  been  major  expenditures  on  capital  projects  that  might  not  have  been 
authorized  or  might  have  been  authorized  only  on  a  reduced  scale  had  a  reasonable 
planning  process  been  followed.  The  absence  of  appropriate  controls  calls  in 
question  not  only  the  $10,000  million  capital  cost  of  current  projects  but  also 
operating  and  maintenance  commitments  that  stretch  decades  into  the  future. 
The  Treasury  Board's  recently  issued  Policy  and  Guidelines  on  the  Management  of 
Major  Crown  Projects  is  a  partial  response  that  should  be  strengthened.  More 
important,  however,  is  the  need  for  a  change  of  attitudes.  Ministers  should  always 
be  presented  with  a  balanced  assessment  of  reasonable  alternatives,  never  with  a 
brief  advocating  one  course  of  action. 

In  view  of  these  findings  and  conclusions,  we  recommend  that: 

Departments  and  agencies  should  implement  the  new  Treasury  Board 
Policy  and  Guidelines  on  the  Management  of  Major  Crown  Projects  and 
should  adopt  the  additional  procedures  necessary  to  ensure  that,  for  all 
capital  projects: 

•  Responsibility  and  accountability  are  clearly  defined. 

•  Requests  for  funds  are  supported  by  accurate  and  complete 
documentation  including: 

a  proper  analysis  of  needs; 

a  clear  statement  of  objectives  and  intended  effects; 

an  impartial  assessment  of  alternatives; 

realistic  capital  cost  estimates;  and 

an  analysis  of  life-cycle  costs. 

•  Final  approval  is  based  on  full  information. 

•  Project  implementation  is  properly  controlled. 


Study  of  Procedures  in  Cost  Effectiveness 


•        Completed  projects  are  reviewed. 

There  should  be  an  independent  review  within  the  sponsoring  depart- 
ment of  all  major  project  proposals  to  ensure  that  requests  for  funds 
are  supported  by  accurate  and  complete  documentation  before  their 
submission  for  approval  by  the  Treasury  Board. 


Measuring  and  Increasing  Efficiency  (Chapter  4) 

The  review  of  the  quality  and  usefulness  of  performance  measurement  systems  has 
concentrated  on  the  productivity  of  people  in  labour-intensive  operations.  We 
reviewed  controls  over  efficiency  in  each  program  examined  and  some  audits  have 
concentrated  primarily  on  this  question. 

We  adopted  the  following  audit  criteria  based  on  generally  accepted  standards  of 
good  management  in  efficiency  and  performance  measurement: 

Measures  of  performance  should  be  relevant  and  accurate. 

Performance  should  be  adequate  in  comparison  to  a  standard. 

Reports  should  be  tailored  to  management  needs. 

Performance  data  should  be  used  to  achieve  productivity  improvement. 

Productivity  measures  and  reports  should  be  kept  current. 

Chapter  4  summarizes  our  findings  and  opinions  on  the  following  performance 
measurement  systems: 


Communications 
Employment  and  Immigration  - 


External  Affairs 

Indian  Affairs  and  Northern     - 
Development 

National  Defence 

National  Health  and  Welfare   - 

National  Revenue,  Customs     - 
and  Excise 

National  Revenue,  Taxation    - 


Radio  Frequency  Spectrum  Program 

Immigration  and  Demographic  Policy 
Benefit  Programs 
Central  Index 
Labour  Market  Policy 

Passport  Office 

National  Parks 

Facilities  Maintenance 

Income  Security 
Commercial  Operations 

Enforcement  Activity 
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•  Post  Office  -  Mail  Processing 

•  Royal  Canadian  Mounted  -  Training  Program 
Police 

•  Secretary  of  State  of  Canada  -  Translation  Bureau 

•  Veterans  Affairs  -  Treatment  Services 

The  Treasury  Board  Secretariat  has  provided  leadership  in  defining  the  issues 
surrounding  performance  measurement.  Through  its  directives  and  compliance 
reviews,  the  Treasury  Board  has  indicated  the  importance  it  attaches  to  this  basic 
management  responsibility. 

Our  examination  of  16  performance  measurement  systems  covering  about  100,000 
man-years  in  12  departments  revealed  only  two  systems  that  were  considered 
satisfactory.  Most  of  the  performance  measurement  systems  reviewed  did  not 
play  an  important  part  in  the  program  management  process.  They  generally  did 
not  satisfy  the  information  needs  of  the  operating  manager  who  must  make  the 
day-to-day  decisions  required  to  control  productivity. 

In  most  operations  we  audited,  management  did  not  know  the  actual  level  of 
efficiency  or  how  much  it  might  be  increased.  In  most  labour-intensive  situations, 
there  was  insufficient  effort  to  increase  productivity. 

I  am  impressed  by  the  Treasury  Board's  evident  concern  since  1970  for  the  issues 
involved  in  performance  measurement.  The  Board  issued  two  major  directives  on 
this  matter.  As  a  result,  thousands  of  valuable  man-hours  of  highly  skilled  people 
have  been  invested  in  systems  to  monitor  performance.  By  and  large,  these 
systems  are  not  used.  Management  apparently  is  not  sufficiently  concerned  to 
ensure  appropriate  design  and  update  of  systems  as  circumstances  change.  Where 
reasonable  information  has  been  available,  it  generally  has  not  contributed  to  the 
management  process. 

This  situation  represents  waste  of  major  proportions,  first  in  the  investment  of 
scarce  specialized  resources  in  developing  systems,  and  second  in  the  cost  of 
operating  systems  that  are  not  useful  or  not  used.  Neither  operating  management 
nor  the  staff  of  my  Office  know  the  actual  level  of  productivity  or  even  whether 
productivity  is  improving  or  deteriorating.  Also  of  concern  to  me  is  the  evidence 
that  the  intentions  of  the  Treasury  Board  have  been  blunted.  The  response  to  its 
initiatives,  rather  than  increasing  productivity,  may  have  led  to  a  net  waste  of 
resources. 

On  the  basis  of  these  findings,  we  recommend  that: 

Departments  and  agencies  should  have  performance  measurement 
systems  in  place  which  meet  the  needs  of  departmental  managers  for 
controlling  their  operations.  Measures  of  performance  should  be  used 
to  help  managers  to  plan  more  cost-effective  means  of  delivering  their 
programs.  Where  feasible,  the  measures  should  also  be  used  to  support 
resource  requests  in  Program  Forecasts  and  Estimates. 
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Managers  of  labour-intensive,  process-type  operations  should  make 
greater  use  of  recognized  productivity  improvement  techniques.  These 
include  organization  and  methods  analysis  and  work  measurement. 

Evaluating  Effectiveness  (Chapter  5) 

Evaluation  of  the  extent  to  which  a  program  achieves  its  objectives  --  the 
effectiveness  question  ~  is  receiving  increasing  emphasis  in  public  sector 
management.  A  period  of  budgetary  restraint  calls  for  thorough  application  of 
evaluative  procedures.  It  becomes  even  more  urgent  when  one  considers  the 
propensity  of  public  programs  to  become  self-perpetuating. 

In  devising  the  initial  set  of  criteria  for  effectiveness  evaluation,  set  out  below, 
we  drew  on  our  studies  and  on  work  being  done  in  other  relevant  jurisdictions: 

•  Program    objectives   and  effects  should   be   specified   as   precisely   as 
possible. 

•  Program    objectives    and   effects   which   can   be   measured   should   be 
identified. 

•  Procedures  to  measure  program  effectiveness  should  reflect  the  state 
of  the  art  and  be  cost-justified. 

•  The  results  of  effectiveness  measurement  should  be  reported. 

•  Evaluations  should  be  used  to  increase  program  effectiveness. 

Chapter  5  summarizes  the  following  cases  that  illustrate  the  findings  and  opinions 
arising  from  our  audits  of  procedures  used  to  measure  and  report  the  effectiveness 
of  programs: 

•  Agriculture  -         Agricultural  Stabilization  and 

Agricultural  Products  Boards 

•  Consumer  and  Corporate  -         Consumer  Affairs  Program:   Regulatory 
Affairs  Activities 

•  Employment  and  Immigration-  Canada  Manpower  Training  Program 

Local  Initiatives  Program 

•  Indian  Affairs  and  Northern     -  Education  Activity 
Development 

•  Industry,  Trade  and  -  Machinery  Branch 
Commerce 

•  Labour  -  Research  and  Program  Development 
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National  Revenue,  Customs     -  Examination  and  Control  of  Commercial 

and  Excise  Operations 

National  Revenue,  Taxation     -  Enforcement  Activity 

Regional  Economic  -  Regional  Development  Incentives 

Expansion  Act 

Secretary  of  State  of  Canada  -  Bilingualism  Development  Program 

Solicitor  General  -  Federal  Parole  System 

Veterans  Affairs  -  Veterans  Services  and  Treatment 

Services  Programs 

A  review  of  23  programs  in  18  departments  has  disclosed  few  successful  attempts 
to  evaluate  the  effectiveness  of  programs.  The  scope  and  quality  of  effectiveness 
evaluation  will  have  to  be  increased  significantly  before  management,  the 
Government  and  Parliament,  each  with  its  respective  interests,  can  be  reasonably 
informed  on  the  achievements  of  public  programs. 

I  have  observed  a  mystique  that  surrounds  the  question  of  evaluating  program 
outcomes.  Many  see  program  evaluation  as  complex,  esoteric  and  difficult,  if  not 
impossible.  In  plain  language,  we  are  talking  about  the  information  managers 
should  have  at  their  fingertips  concerning  the  accomplishments  of  government 
programs.  By  and  large,  the  Government  does  not  have  this  information,  even 
though  it  is  basic  to  the  concept  of  accountability. 

There  is  an  understandable  temptation  to  avoid  any  attempts  to  evaluate 
effectiveness  because  the  evaluation  may  reveal  findings  unfavourable  to  a 
program.  Any  attempt  to  evaluate  effectiveness  in  the  government  environment 
is  an  act  of  courage.  Those  who  have  made  the  attempt  should  be  applauded. 
Unfortunately,  not  all  attempts  to  measure  program  effectiveness  have  been 
successful.  My  staff  has  identified  weaknesses  in  some  of  the  studies  which  have 
been  undertaken.  Nevertheless,  these  criticisms  are  minor  in  comparison  to  those 
that  should  be  levelled  at  managers  who  have  made  no  serious  attempt  to  measure 
the  effectiveness  of  their  programs. 

On  the  basis  of  the  findings  of  our  audits,  we  recommend  that: 

Information  on  program  effectiveness  should  be  forwarded  to  decision 
makers  in  a  manner  and  frequency  consistent  with  the  recipient's 
decision-making  responsibilities. 

Departments  and  agencies  should  clearly  specify  program  objectives 
and  effects,  identify  evaluable  outcomes  and  measure  these  evaluable 
outcomes  as  precisely  as  possible. 

Effectiveness  evaluation  procedures  should  reflect  the  state  of  the  art 
in  Canada  and  elsewhere  and  their  use  should  be  cost-justified. 
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Organization  and  Background  of  the  SPICE  Project 

Since  January  1977,  when  value-for-money  audits  began,  more  than  100,000 
professional  hours  have  been  devoted  to  the  SPICE  project  under  the  direction  of 
Kenneth  G.  Belbeck,  President  of  the  Canadian  management  consulting  firm  of 
Stevenson  &.  Kellogg,  whose  services  were  made  available  to  my  Office  for  a 
period  of  two  years  under  the  Executive  Interchange  Program  of  the  Public 
Service  Commission.  Assisting  him  in  directing  the  study  have  been  a  senior 
associate  from  his  firm  also  on  loan  under  a  two-year  Executive  Interchange 
agreement,  an  Assistant  Auditor  General,  three  principal^  of  our  Office  and  a 
number  of  partners  of  management  consulting  and  public  accounting  firms.  For 
over  two  years  Rh6al  Chatelain,  Deputy  Auditor  General,  and  I  have  devoted  a 
considerable  amount  of  our  time  to  this  project  and  have  reviewed  carefully  the 
findings,  conclusions  and  recommendations.  We  have  also  benefited  from 
consultation  with  an  Advisory  Committee  comprising  the  managing  partners  of 
four  other  leading  Canadian  management  consulting  firms  under  the  chairmanship 
of  Mr.  Belbeck.  In  short,  the  findings,  conclusions  and  recommendations  of  the 
SPICE  project  are  firmly  based. 

In  one  sense,  value-for-money  auditing  is  not  new  to  the  Audit  Office.  Auditors 
General  in  Canada,  in  the  United  Kingdom  and  elsewhere  have  long  recognized 
that  their  responsibilities  to  the  legislative  bodies  to  which  they  report  extend 
beyond  attesting  to  the  precise,  letter-of-the-law  compliance  with  financial 
authority.  They  have  often  reported  examples  of  waste,  extravagance,  and  abuse 
of  trust  in  the  handling  of  public  funds  which  came  to  their  attention  during 
financial  authority  compliance  audits. 

Formal  recognition  of  the  need  for  value-for-money  auditing  in  Canada  resulted 
from  the  work  of  the  Independent  Review  Committee  on  the  Office  of  the  Auditor 
General  of  Canada  appointed  in  October  1973.  The  Committee,  chaired  by  the 
late  J.R.M.  Wilson,  F.C.A.,  inquired  into  the  responsibilities  of  the  Office  of  the 
Auditor  General,  its  relationships  with  government  departments  and  agencies  and 
its  reporting  procedures.  It  considered  the  "statutory  and  other  requirements  to 
ensure  that  he  can  meet  such  responsibilities  with  the  necessary  degree  of 
independence".  The  Committee  drew  on  its  own  experience,  on  its  investigations 
in  Canada  and  on  experience  in  other  countries.  Focusing  on  the  relationship 
between  the  fundamental  concepts  of  accountability  and  audit,  the  Committee 
noted  in  its  report  of  March  27,  1975,  that  government  auditors  should  advise 
legislatures  whether  funds  they  grant  to  the  administrative  arms  of  government 
have  been  properly  used.  It  construed  this  audit  responsibility  broadly,  proposing  a 
place  in  it  for  value-for-money  auditing  as  part  of  a  far-ranging  set  of 
recommendations  on  the  work  of  the  Audit  Office. 

In  the  summer  of  1976,  I  was  informed  of  the  Government's  intention  to  introduce 
a  Bill,  based  on  the  recommendations  of  the  Wilson  Committee,  to  broaden  the 
audit  scope  and  strengthen  the  independence  of  my  Office.  The  Bill  would  include 
the  responsibility  of  reporting  to  Parliament  on  economy,  efficiency  and 
effectiveness.  I  immediately  began  the  development  of  resources  to  prepare  the 
Office  for  these  new  responsibilities.  In  January  1977  we  launched  the  Study  of 
Procedures  in  Cost  Effectiveness  with  the  following  objectives: 
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•  to  compile  information  on  the  "state  of  the  art"  of  management 
control  systems  in  the  public  sector,  in  terms  of  economy, 
efficiency  and  effectiveness; 

•  to  assess  and  report  on  existing  procedures  for  planning, 
measuring  and  controlling  activities  in  Canada's  public  service  (in 
the  interests  of  economy,  efficiency  and  effectiveness);  and 

•  to  recommend  to  the  Office  of  the  Auditor  General  how  this  new 
mandate  should  be  exercised  in  the  future. 

By  August  31,  1978,  we  had  launched  52  value-for-money  audit  projects  in  30 
departments.  Thirty-five  had  been  completed  and  interim  reports  released  to 
departments  for  verification  of  factual  accuracy,  for  comment  and  for  response. 
Work  on  the  remaining  17  projects  is  being  integrated  with  our  continuing  audits 
of  government  departments.  As  noted  earlier,  more  than  100,000  professional 
hours  have  been  applied  to  the  SPICE  project.  The  SPICE  team  devoted  a 
significant  portion  of  this  time  to  developing  the  methodology  by  which  the  Office 
can  continue  this  type  of  auditing  as  part  of  its  regular  audit  programs.  With  its 
original  purposes  having  been  served,  the  SPICE  project  as  such  has  now  been 
completed. 
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Some  Underlying  Causes  of  Existing  Deficiencies 

The  most  basic  issue  emerging  from  the  SPICE  project  and  value-for-money 
auditing  is  a  deceptively  simple  but  nonetheless  vital  question:  why  do  serious 
managerial  weaknesses  continue  to  persist  even  after  years  of  conscientious  effort 
to  overcome  them?  It  may  be  impossible  to  identify  with  certainty  all  the 
underlying  causes  of  the  serious  deficiencies  in  the  quality  of  management  of 
public  funds  giving  rise  to  the  opinion  in  the  introduction  to  this  Conspectus.  But, 
if  the  lack  of  adequate  attention  to  economy,  efficiency  and  program  effective- 
ness which  has  characterized  the  recent  past  is  to  be  avoided  in  future,  some 
observations  as  to  possible  causes  may  be  useful. 

Impact  of  the  growth  in  government  expenditures  on  management.  When      the 

(Glassco)  Royal  Commission  on  Government  Organization  reported  in  1962-63, 
budgetary  expenditures  of  the  Federal  Government  amounted  to  $7,304  million. 
For  the  fiscal  year  1977-78,  government  expenditures  totalled  $42,882  million,  an 
increase  of  487%  since  Glassco.  Exhibit  1  shows  the  trend  in  levels  of  government 
expenditures  since  Glassco. 

The  Glassco  Commission  recommended  a  substantial  decentralization  to  depart- 
ments of  responsibility  for  financial  management  and  control.  But  it  also  called 
for  a  concurrent  strengthening  of  the  Treasury  Board  and  its  Secretariat  to 
develop  and  implement  policy  and  procedural  guidelines  for  financial  administra- 
tion and  effective  procedures  for  monitoring  and  ensuring  compliance.  The 
decentralization  was  implemented  fully,  culminating  in  1969  with  the  abolition  of 
the  Office  of  Comptroller  of  the  Treasury.  The  recommended  counterbalancing 
controls  in  the  Treasury  Board  were  not  implemented  effectively,  as  my  annual 
Reports  in  1975  and  1976  clearly  stated. 

Even  if  they  had  been  implemented,  it  is  somewhat  doubtful  that  the  strengthened 
organization  and  procedures  would  have  been  able  to  cope  adequately  with  the 
rapid  and  continuous  rise  in  the  level  of  government  expenditures.  In  any  event, 
control  of  the  public  purse  had  eroded  dangerously  by  the  time  I  so  reported  to  the 
House  of  Commons  in  1976. 

The  Glassco  Commission  observed  that  "funds  are  appropriated  by  Parliament  to 
the  Executive,  but  departments  generally  assume  that  it  is  'their'  money,  once  a 
sum  is  voted".  Over  the  years  since  Glassco,  a  generation  of  managers  came  into 
positions  of  responsibility  during  a  period  of  general  economic  buoyancy  where 
emphasis  was  largely  on  conceiving  and  developing  new  programs,  on  broadening 
existing  ones,  particularly  in  the  field  of  social  welfare,  and  on  the  delivery  of 
programs.  It  was  probably  inevitable  that  a  set  of  values  would  develop  among 
managers  in  which  these  aspects  of  their  responsibilities  took  on  paramount 
importance  while  close  attention  to  the  economical  and  efficient  management  of 
human  and  financial  resources  was  significantly  less  important  to  them. 
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Government  Budgetary  Expenditures 
1963  to  1978 


Exhibit  1 


%  Increase 

%  Increase 

Fiscal 
Year 

( 

Expenditures* 
in  millions  of  dollars) 

over 
Previous  Year 

over 
1962-63 

1962-63 

7,304 

1963-6* 

7,680 

5 

5 

1964-65 

8,103 

6 

11 

1965-66 

8,662 

7 

19 

1966-67 

9,871 

14 

35 

1967-68 

11,259 

14 

54 

1968-69 

12,308 

9 

69 

1969-70 

13,662 

11 

87 

1970-71 

15,089 

10 

107 

1971-72 

17,046 

13 

133 

1972-73 

18,645 

9 

155 

1973-74 

22,839 

22 

213 

1974-75 

29,245 

28 

300 

1975-76 

33,978 

16 

365 

1976-77 

39,011 

15 

433 

1977-78 

42,882 

10 

487 

*     Amendments  to  the  Old  Age  Security  Act  which  came  into  effect  in  June  1975  made  benefits 
paid  under  the  Act  budgetary  expenditures.     Reported  figures  for   1976  and  prior  years  have  been 
adjusted  to  include  benefit  payments  previously  charged  to  the  Old  Age  Security  Fund  and  to  exclude 
budgetary  appropriations  credited  to  the  Fund  in  1974,  1975  and  1976. 
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It  is  probably  not  surprising  that  managers  at  all  levels,  lacking  an  effective 
financial  management  and  control  system,  both  centrally  and  departmentally,  and 
most  likely  overwhelmed  by  the  steep  rate  of  growth  in  the  size  of  government, 
had  little  time  to  be  concerned  about  value-for-money  considerations  in  making 
expenditures  of  public  funds.  In  short,  a  sense  of  personal  accountability  for  the 
economical,  efficient  and  effective  management  of  public  funds  and  resources 
does  not  seem  to  have  been  a  key  characteristic  of  managerial  responsibility  in 
the  public  service  of  Canada.  On  the  contrary,  during  the  period  of  rapid 
expansion  in  the  Federal  Government,  it  appears  that  the  public  purse  was 
gradually  deemed  virtually  bottomless  and  that  access  to  it  was  not  unduly 
restricted  for  the  ingenious. 

I  must  state  emphatically  that  our  findings  should  not  be  taken  as  an  indictment  of 
public  servants  for  ineffective  management  of  public  funds  and  resources.  In  this 
aspect  of  their  responsibilities,  their  mandate  was  unclear  and  their  training 
inadequate.  If  our  findings  are  an  indictment  of  anything,  it  is  of  the  system 
which  apparently  puts  more  emphasis  on  developing  policy  initiatives  and  new 
programs  than  on  the  principles  and  well-established  practices  of  economical, 
efficient  and  effective  resource  management. 

Lack  of  incentives  for  effective  management  of  human  resources.  To  date  we 

have  undertaken  only  preliminary  studies  of  the  efficiency  and  economy  of  the 
salary  and  payroll  costs  component  of  departmental  and  agency  programs.  Our 
work  in  the  area  of  measuring  efficiency,  described  in  Chapter  4,  was  a  first  step. 
In  the  coming  year,  more  resources  will  be  applied  to  the  audit  of  other  aspects  of 
government-wide  payroll  expenditures.  However,  already  it  is  apparent  that 
certain  elements  of  the  personnel  system  are  not  conducive  either  to  economy  or 
to  efficiency. 

As  the  Public  Service  Commissioners  recently  remarked  in  a  public  statement, 
part  of  the  management  problems  of  today  "is  due  to  the  lesser  incentives  towards 
good  management  that  generally  characterizes  public  services,  relative  to  the 
private  sector".  The  present  system  of  personnel  management  seems  to  offer  few 
rewards  and  incentives  ~  tangible  or  intangible  ~  for  economies  in  using  human 
resources.  In  fact,  the  system  appears  to  provide  actual  disincentives  for 
managers  to  promote  the  economical  and  efficient  use  of  resources  —human  and 
financial. 

These  matters  are  already  under  study  by  the  Royal  Commission  on  Financial 
Management  and  Accountability,  by  the  Special  Committee  on  the  Review  of 
Personnel  Management  and  the  Merit  Principle  in  the  Public  Service,  by  the 
Treasury  Board  and  by  the  Public  Service  Commission.  No  doubt  these  bodies  will 
have  remedies  to  propose.  In  the  meantime,  we  shall  carry  on  with  our  audit 
examinations  of  payroll  and  salary  costs  from  the  standpoint  of  whether  such 
expenditures  are  being  made  with  due  regard  for  economy  and  efficiency. 

Financial  management  and  control  systems.  The  gross  inadequacy  of  financial 
management  and  control  systems  in  departments,  agencies  and  Crown  corpora- 
tions and  at  the  government-wide  level,  which  was  one  of  the  principal  subjects  of 
my  1975  and  1976  Reports  and  on  which  significant  action  has  been  taken  by 
Government  as  reported  in  my  1977  Report,  has  undoubtedly  contributed  seriously 
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to  deficiencies  in  resource  management.  With  many  government  entities  lacking 
both  a  meaningful  financial  information  system  and  a  properly  qualified 
Comptroller  on  the  top  management  team,  it  is  not  surprising  that  economy, 
efficiency  and  program  effectiveness  did  not  receive  the  attention  required  and 
deserved. 

Fortunately,  the  Government  has  begun  to  redress  the  critically  serious 
inadequacies  in  its  financial  management  and  control  systems  by  establishing  the 
position  of  Comptroller  General  and  appointing  to  it  a  person  with  excellent 
qualifications.  But  the  Comptroller  General  cannot  discharge  his  important 
responsibilities  with  maximum  effectiveness  unless  the  Government  ~  and 
Parliament  itself  --  supports  him  by  giving  the  clearest  possible  direction  to  the 
public  service  that  all  expenditures  of  public  funds  not  only  must  be  subject  to 
fully  adequate  financial  control  procedures  but  also  must  be  made  with  the  most 
careful,  demonstrable  attention  to  economy,  efficiency  and  effectiveness. 

Inadequate  internal  audit.  In  my  1975  annual  Report,  I  sharply  criticized  the 
quality  of  internal  financial  audit  throughout  the  Government.  A  government- 
wide  follow-up  study  in  1978  made  it  quite  apparent  that,  until  very  recently, 
virtually  nothing  had  been  done  to  improve  this  serious  situation.  Furthermore,  in 
most  cases  any  operational  or  management  auditing  was  sporadic  and  divorced 
from  internal  financial  audit.  Under  such  circumstances,  department  heads  and 
their  top  management  teams  lacked  an  important  —  indeed  an  essential  -- 
management  tool  to  keep  them  continuously  informed  on  the  effectiveness  of 
programs  and  on  the  economy  and  efficiency  with  which  they  were  being 
delivered.  The  lack  of  an  effective  internal  audit  function  in  many  departments 
reflects  both  a  lack  of  priority  attention  to  this  matter  by  the  departments 
concerned  and  presumably  a  lack  of  understanding  on  the  part  of  management  as 
to  what  is  needed. 

Accountability.  The  common  theme  running  through  each  of  these  observations  is 
the  obvious  absence  of  an  overriding  philosophy  and  of  a  clear-cut  system  of 
accountability  for  the  effective  management  of  financial  resources  entrusted  by 
Parliament  to  the  Government  and  by  the  Government  to  managers.  The  financial 
information  system  on  which  Parliament  itself  must  rely,  consisting  mainly  of  the 
annual  Estimates  and  Public  Accounts,  is  inadequate  for  promoting  economy, 
efficiency  and  program  effectiveness  and  for  holding  both  the  Government  and 
program  managers  accountable  for  results. 


Three  Pillars  for  Improved  Resource  Management 

The  underlying  causes  of  deficiencies  in  resource  management  described  above 
largely  suggest  the  nature  of  the  reforms  required.  In  a  recent  address,  the  Prime 
Minister  himself  suggested  the  attitudinal  change  required  when  he  said  that  the 
new  axiom  of  the  Government  would  be  "more  for  less".  Many  within  the  public 
service  have  interpreted  the  theme  of  the  Glassco  Commission's  recommendations 
as  "Let  the  managers  manage".  Some  have  suggested  that  the  theme  for  today,  in 
the  present  climate  of  economic  restraint,  should  be  "Make  the  managers 
manage".     I  prefer  the  theme  "Help  the  managers  manage"  and  suggest  that,  to 
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expedite  improvements  in  the  management  of  government  resources  and  to  obtain 
"more  for  less",  attention  and  action  be  focused  on  what  might  be  described  as 
three  of  the  more  important  pillars  supporting  economical,  efficient  and  effective 
management: 

•  an  appropriate  financial  management  organization  structure  and  team 
led  by  thoroughly  competent  Comptrollers; 

•  properly-designed,  reliable,  timely  and  responsive  financial  informa- 
tion systems  serving  as  the  core  of  the  total  management  information 
systems  incorporating  both  financial  and  non-financial  data;  and 

•  a  comprehensive,  integrated,  and  co-ordinated  internal  auditing  func- 
tion, incorporating  economy,  efficiency  and  program  effectiveness 
evaluation  and  led  by  a  thoroughly  competent  professional  in  each 
department  responsible  directly  to  the  Deputy  Head. 

Financial  management  organization  structure  (Chapter  8).  By  accepting  in  1977 
my  key  1976  recommendation  to  establish  the  position  of  Comptroller  General  of 
Canada  and  by  appointing  Harry  G.  Rogers  as  the  first  Comptroller  General  in 
1978,  the  Government  took  a  positive  and  constructive  step  toward  creating  an 
effective  financial  management  organization  structure  at  the  central  agency 
level.  A  further  step  that  should  be  taken  is  to  recognize  similarly  at 
departmental  and  agency  levels  and  in  Crown  corporations  the  need  for  properly 
qualified  Comptrollers  with  responsibilities  commensurate  with  the  new  and 
demanding  requirements  for  the  more  effective  management  of  human  and 
financial  resources. 

In  1975,  I  first  recommended  in  my  annual  Report  that  the  duties,  responsibilities 
and  qualifications  of  the  senior  financial  officer  in  each  department  should  be 
broadened  and  strengthened,  and  that  this  officer  should  become  a  member  of  the 
top  management  team  (however  described,  usually  as  the  Management  Commit- 
tee). Preferably,  such  an  officer  should  have  the  designation  of  Comptroller  in 
combination  as  appropriate  with  another  designation  such  as  Assistant  Deputy 
Minister.  However,  notwithstanding  the  announcement  in  December  1976  by  the 
President  of  the  Treasury  Board  in  the  House  of  Commons  that  the  Government 
supported  this  recommendation,  which  was  subsequently  endorsed  by  the  Public 
Accounts  Committee,  a  number  of  departments  have  still  to  act.  In  some  cases, 
appointments  to  these  key  positions  have  been  deferred  to  permit  consultation 
with  the  Comptroller  General,  a  highly  desirable  course  of  action.  Now  that  this 
senior  officer  has  been  appointed,  departments  which  deferred  appointments 
should  consult  him  on  further  action  on  this  key  step. 

To  help  clarify  this  important  matter,  Chapter  8  of  my  Report  sets  out  in  detail 
the  proposed  responsibilities,  qualifications  and  reporting  relationships  of  Depart- 
mental Comptrollers. 

Improved  financial  information  systems  (Chapter  6).  In  each  of  my  last  three 
annual  Reports,  I  strongly  recommended  that  the  Treasury  Board  Secretariat  study 
the  way  the  Government  submits  financial  information  to  Parliament  in  the  form 
of  the  annual  Estimates.    No  action  on  this  recommendation  was  taken  until  quite 
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recently  when  a  task  force  was  established  for  this  purpose  in  the  Secretariat's 
Program  Branch.  The  basic  objective  is  to  make  the  information  more  meaningful 
to  parliamentarians  in  general  and  in  particular  to  members  of  the  various 
standing  committees  responsible  for  reviewing  the  Estimates.  What  is  required  is 
a  clearer  description  of  program  goals,  the  means  by  which  they  are  to  be 
achieved,  how  the  responsibility  for  achieving  them  is  to  be  assigned  and  how 
program  results  are  to  be  measured.  With  the  growth  in  the  size  of  Government 
during  the  last  10  years  or  longer,  an  attempt  has  been  made  to  present  the 
Estimates  in  a  uniform  format  to  keep  them  within  one  volume.  It  seems  clear 
that  this  approach  is  not  working  properly  and  new  approaches  should  be 
considered. 

Because  of  the  importance  of  this  matter,  which  bears  directly  on  both  the 
Estimates  and  the  Public  Accounts  and  is  a  key  factor  in  the  ultimate  financial 
accountability  of  the  Government  to  Parliament  for  the  expenditures  of  public 
funds,  Chapter  6  and  Appendix  D  of  my  Report  illustrate  alternative  ways  in 
which  information  already  existing  within  departments  could  be  presented  to 
Parliament  in  the  Estimates. 

The  main  issue  arising  from  our  study  of  the  Estimates  is  the  need  for  improved 
accountability.  This  demands  more  effective  monitoring  of  government  depart- 
ments and  agencies  by  Parliament  and  involves: 

•  greater  disclosure  to  Parliament  by  departments  of  what  they  seek  to 
achieve  in  the  current  year,  how  they  plan  to  do  it,  who  will  be 
responsible  for  doing  it  and  how  they  plan  to  measure  success; 

•  greater  emphasis  on  the  reliability  of  information  in  the  Estimates  and 
comparable  information  in  the  Public  Accounts; 

•  identification  by  the  Treasury  Board  Secretariat  and  the  Office  of 
Comptroller  General,  on  behalf  of  the  Government,  of  the  information 
to  be  provided  in  both  the  Estimates  and  Public  Accounts  and  action  to 
ensure  its  integrity  and  comparability;  and 

•  greater  clarity  concerning  the  nature  of  expenditures  that  appropria- 
tions are  intended  to  cover,  so  my  Office  can  discharge  the 
responsibility  assigned  to  the  Auditor  General  of  calling  attention  to 
every  case  where  an  appropriation  was  exceeded  or  was  applied  to  a 
purpose  or  in  a  manner  not  authorized  by  Parliament. 

From  management's  viewpoint,  the  Estimates  should  be  the  tip  of  the  iceberg,  the 
small  visible  part  of  the  whole  that  rests  on  the  detailed  plans  of  managers 
throughout  the  Government.  Ideally,  they  should  constitute  a  relatively  concise 
summary  of  plans  managers  make  to  attain  the  Government's  objectives  within  the 
resources  made  available. 

In  summary,  improving  the  Estimates  would  be  an  important  step  toward  improved 
financial  management  in  government.  Better  and  more  detailed  Estimates  will 
lead  to  improved  financial  and  operational  planning  at  all  levels  of  management. 
Improved  planning,  in  turn,  will  lead  to  better  expenditure  control,  financial 
reporting  and  exercise  of  all  other  controls  at  every  level. 
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Any  improvements  in  the  Estimates  will  automatically  improve  the  Public 
Accounts,  especially  Volume  II  since  it  reports  the  degree  of  compliance  with  the 
spending  plans  contained  in  the  Estimates.  Action  to  improve  the  Estimates  might 
well  begin  by  improving  the  Public  Accounts  since  this  would  ensure  that  reliable 
information  can  be  provided  before  it  is  introduced  in  the  Estimates. 

In  the  coming  year  my  Office  will  focus  attention  on  Volume  II  of  the  Public 
Accounts  to  determine  whether  information  Parliament  receives  on  actual 
expenditures  can  be  improved  beyond  that  available  in  the  Estimates  on 
prospective  expenditures.  We  shall  review  in  detail  the  financial  and  other 
information  available  to  departmental  management  to  determine  what  portion 
might  be  useful  to  Parliament.  The  Public  Accounts  now  mirror  the  Estimates, 
providing  expenditure  data  in  comparable  form  but  containing  little  additional 
information.  The  information  on  prospective  expenditures  that  can  be  provided  in 
the  Estimates  is  obviously  limited.  However,  Parliament  can  be  much  better 
informed  retrospectively  on  actual  expenditures,  as  well  as  on  the  results  they 
achieve. 

Particular  attention  will  be  paid  to  the  non-financial  data  necessary  to  assess 
whether  expenditures  are  made  with  due  regard  to  value  obtained.  Such 
information,  when  now  provided  to  Parliament,  is  rarely  tied  to  financial  data 
obtained  from  the  books  of  account.  The  natural  tendency  of  departments  to 
submit  information  that  will  portray  them  in  the  most  favourable  light  needs  to  be 
restrained  by  tying  financial  figures  to  the  official  accounts  and  by  ensuring  the 
integrity  of  non-financial  data. 

Comprehensive  internal  auditing  (Chapter  12).  In  my  1975  annual  Report,  I 
criticized  the  quality  of  internal  financial  audit,  pointed  out  that  my  Office  was 
unable  to  place  an  appropriate  degree  of  reliance  on  most  such  programs  and 
recommended  that  the  Treasury  Board  take  action  to  introduce  audit  standards 
and  appropriate  methodology  throughout  the  Government.  The  Treasury  Board 
began  a  study  and,  during  1978,  the  Office  of  the  Comptroller  General  issued  a 
booklet  entitled  Standards  for  Internal  Financial  Audit  in  the  Government  of 
Canada  which  substantially  expands  on  the  direction  previously  given  in  the 
Board's  Guide  on  Financial  Administration. 

In  my  1977  Report,  I  stated  that  my  Office  intended  to  re-examine  the  current 
status  of  auditing,  both  financial  and  operational,  within  the  Federal  Government 
to  ensure,  as  far  as  possible,  that  there  was  due  regard  for  economy  and  efficiency 
in  the  conduct  of  this  function  both  in  the  Government  and  in  my  Office. 

In  conducting  our  reviews  in  departments,  we  established  the  following  audit 
criteria  or  standards  against  which  we  assessed  the  performance  of  internal  audit 
groups: 

•  Internal  audit  should  provide  senior  management  with  a  continual, 
independent  appraisal  of  all  aspects  of  a  department's  activities. 

•  Audit  planning  should  ensure  that  all  activities  of  the  department  are 
identified,  potential  audit  areas  ranked  in  order  of  priority  and 
appropriate  audit  objectives  determined  for  each  area  selected  for 
audit. 
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•  The  internal  audit  group  should  have  an  organizational  status  that  will 
permit  it  to  report  objectively  and  effectively  on  any  operation  or 
activity  of  the  department.  Its  responsibilities  should  be  clearly 
communicated  in  a  mandate  from  the  deputy  head  that  demonstrates 
visibly  his  support. 

•  The  internal  audit  group  should  be  professionally  competent  and  have 
enough  resources  to  carry  out  its  responsibilities. 

•  Appropriate  standards  of  performance  must  be  defined  and  followed  in 
each  audit  assignment. 

•  The  results  of  the  audit  should  be  documented  in  a  formal  report  to 
provide  a  constructive  vehicle  for  change,  be  discussed  with  the 
managers  affected  and  be  presented  on  a  timely  basis  to  the  deputy 
head  and  his  audit  committee. 

•  Audit  groups  should  have  the  leadership  and  support  of  an  audit 
committee  composed  of  senior  management  and  suitably  qualified 
persons  from  outside  the  department  to  provide  additional  objectivity. 
Preferably,  the  deputy  head  or  a  person  of  equivalent  stature  from 
inside  or  outside  the  public  service  should  chair  the  audit  committee. 

Our  examinations  revealed  that  internal  financial  audit  within  departments 
generally  still  falls  short  of  an  acceptable  standard  on  which  this  Office  can  place 
appropriate  reliance  in  conducting  its  examinations.  But,  even  more  importantly, 
our  examinations  revealed  clearly  that  there  was  at  this  time  an  overriding  need 
for  integrating  and  co-ordinating  much  more  closely  all  audit  and  evaluation 
activities  throughout  the  Government.  It  was  evident  that,  if  positive  action  was 
taken  both  in  our  Office  and  by  the  Government  to  integrate  audit  and  evaluation 
activities  to  the  maximum  extent  practical  and  feasible,  both  Parliament  and  the 
Government  would  be  served  much  more  effectively  and  much  more  economically 
and  efficiently. 

In  January  1978,  these  preliminary  opinions  were  conveyed  to  the  Secretary  of  the 
Treasury  Board  with  the  suggestion  that  similar  action  to  that  taken  by  my  Office 
in  introducing  comprehensive  auditing  on  a  cyclical  basis  (described  later  in  this 
Part)  be  initiated  as  soon  as  possible  under  the  sponsorship  of  the  Treasury  Board 
itself.  In  view  of  the  imminent  appointment  at  that  time  of  the  Comptroller 
General,  it  was  agreed  that  action  on  this  recommendation  should  be  deferred 
until  he  took  up  his  duties  at  the  beginning  of  April.  Promptly  after  that,  a 
further  discussion  took  place  with  the  Secretary  of  the  Treasury  Board  and  the 
Comptroller  General  to  communicate  our  findings,  observations  and  recommenda- 
tions for  a  much  closer  integration  of  audit  and  evaluation  activities  and  for  much 
more  effective  co-ordination  with  our  own  work.  The  Comptroller  General 
responded  affirmatively  to  these  proposals  and  constructive  action  already  is 
under  way. 
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In  addition  to  the  obvious  economies  and  efficiency  in  auditing  activities  expected 
to  result  from  introducing  and  operating  the  above  plans,  a  comprehensive  internal 
audit  along  the  lines  discussed  in  Chapter  12  of  my  Report,  which  is  reproduced  in 
Appendix  A  of  this  Conspectus,  is  designed  to  provide  the  deputy  minister  and 
departmental  managers  at  other  levels  throughout  each  department  with  the 
means  of  identifying  opportunities  for  more  effective  resource  management.  It 
will  also  provide  these  managers  with  the  information  they  require,  but  often  do 
not  now  have,  on  whether  expenditures  of  public  money  under  their  jurisdiction 
are  being  made  with  due  regard  for  economy  and  efficiency  and  whether 
procedures  are  in  force  to  assess  the  effectiveness  of  programs  wherever 
appropriate. 

It  is  important  to  recognize  that  what  we  strongly  recommend  here  is  a  totally 
new  concept  of  the  internal  audit  and  evaluation  function.  Until  now  it  has  been 
largely  a  fragmented  function  operating  at  relatively  low  levels  without  much 
recognition  by  senior  management.  But  when  properly  organized,  co-ordinated 
and  led,  it  can  be  one  of  the  sharpest  and  most  effective  tools  available  to 
management  to  ensure  that  it  manages  the  resources  for  which  it  is  accountable 
economically,  efficiently  and  effectively.  To  discharge  its  important  mandate 
with  full  effectiveness,  it  is  vital  that  this  function  be  headed  by  a  professionally 
qualified  executive  with  direct  line  responsibility  to  the  Deputy  Head  who  usually 
should  be  the  Chairman  of  the  Audit  Committee. 

Conclusion.  Although  indispensable  to  good  management  of  human  and  financial 
resources,  effective  financial  management  and  control  and  evaluation  systems  are 
not  in  themselves  a  universal  panacea  or  a  substitute  for  applying  soundly-based 
management  principles  and  practices,  good  managerial  judgment  and  plain 
common  sense.  Furthermore,  at  a  time  when  cut-backs  and  retrenchments  are 
required,  there  is  always  the  risk  that  the  economical,  efficient  and  effective  will 
receive  the  same  treatment  as  the  wasteful,  inefficient  and  ineffective.  Some  of 
this  is  probably  inevitable.  However,  the  sooner  each  department  can  be  satisfied 
that  it  has  a  soundly-based  financial  management  and  control  system 

•  headed  by  a  competent  Comptroller  as  a  key  member  of  the 
management  team; 

•  reinforced  by  a  reliable  and  meaningful  management  information 
system;  and 

•  audited  by  a  fully-integrated  comprehensive  audit  and  evaluation  group 
led  by  a  thoroughly  competent  professional  responsible  to  the  deputy 
head; 

the  quicker  the  Government  of  the  day  —  and  Parliament  ~  can  receive  the 
necessary  assurances  that  it  is  indeed  obtaining  "more  for  less". 
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Charging  for  Accommodation  Services  (Chapter  7) 

Common  services  to  government  departments  and  agencies  are  supplied  primarily 
by  two  departments:  Supply  and  Services  providing  procurement  services  and 
Public  Works  providing  accommodation.  In  the  former  case,  the  Supply 
Administration  operates  on  a  full  cost-recovery  basis,  charging  users  for  services 
provided;  in  the  latter,  Public  Works  is  funded  for  accommodation  that  users 
occupy  free  of  charge.  The  problem  with  present  arrangements  is  that  the  cost  of 
accommodation  services  reguested  and  used  by  individual  departments  is  not 
identifiable  in  the  financial  information  submitted  to  Parliament.  Adequate 
accountability  on  the  part  of  those  who  provide  and  those  who  use  these  services 
requires  that  Parliament  should  be  informed  of: 

•  the  cost  of  buildings  constructed,  bought  or  leased; 

•  the  operating  and  maintenance  costs  of  space  occupied  in  carrying  out 
government  programs;  and 

•  the  efficiency  and  effectiveness  of  the  Department  of  Public  Works  as 
the  central  agency  responsible  for  acquiring  and  providing  accommoda- 
tion services. 

To  overcome  weaknesses  in  financial  accountability,  it  is  proposed  that  user 
departments  be  charged  for  accommodation  services.  This  practice  would 
indicate  to  Parliament  the  impact  of  accommodation  costs  of  programs.  It  would 
also  provide  a  means  of  assessing  both  the  efficiency  of  the  Department  of  Public 
Works,  by  relating  full  costs  to  revenues  based  on  fair  market  values,  and  the 
effectiveness  of  the  Department  in  providing  accommodation  services,  through 
comparison  with  private  sector  organizations.  Disclosure  of  accommodation  costs 
is  of  major  importance  to  improved  accountability  and  management.  Conse- 
quently we  give  primary  attention  to  the  methodology  that  should  be  followed. 

Public  Works  would  continue  to  be  primarily  responsible  for  acquiring  and 
managing  accommodation  services  required  by  other  departments.  Specifically,  it 
would: 

•  manage  existing  available  accommodation; 

■  acquire  additional  accommodation,  as  necessary,  through  construc- 
tion, purchase  or  lease;  and 

•  provide  associated  professional  and  technical  services,  as  well  as  those 
services  required  by  departments  and  agencies  having  specialized 
buildings  under  their  own  management. 
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Financing  of  accommodation  services  should  be  provided  by: 

•  establishing  a  Building  Operations  Revolving  Fund  to  cover  operating 
costs  of  accommodation  occupied  by  departments; 

•  continuing  to  finance  new  accommodation  acquired  through  construc- 
tion, purchase  or  lease  by  annual  parliamentary  appropriations;  and 

•  establishing  an  Accommodation  Management  and  Professional  Services 
Revolving  Fund  to  cover  professional,  technical  and  other  services 
provided  by  Public  Works. 

The  Building  Operations  Revolving  Fund.  To  permit  comparison  of  Public  Works 
realty  management  with  that  of  private  sector  organizations,  the  Building 
Operations  Revolving  Fund  must: 

•  be  charged  all  costs  that  would  be  borne  by  a  landlord  in  the  private 
sector,  including  recognition  of  the  capital  cost  of  accommodation; 
and 

•  be  credited  with  the  same  rents  that  user  departments  would  pay  for 
similar  accommodation  in  the  private  sector. 

In  the  case  of  the  Department  of  Public  Works  itself,  a  management  fee  should  be 
charged  to  the  Fund,  rather  than  actual  costs.  This  fee  should  be  based  on  that 
which  would  be  charged  in  the  private  sector  for  comparable  services,  and  it 
should  be  credited  to  the  Accommodation  Management  and  Professional  Services 
Revolving  Fund,  thus  providing  a  yardstick  for  assessing  Public  Works'  perform- 
ance. 

User  departments  would  naturally  be  vitally  concerned  with  the  methods  used  to 
determine  rental  rates.  The  forces  of  the  market  place,  which  determine  rates  in 
the  private  sector,  should  also  operate  here  to  the  maximum  extent  possible;  that 
is,  rental  rates  for  government  accommodation  should  be  set  in  accordance  with 
current  rates  for  comparable  space  in  the  private  sector. 

Provided  that  rental  rates  are  based  on  comparable  private  sector  charges,  the 
rents  paid  by  departments  should  generate  enough  revenue  to  cover  all  operating 
costs  so  that  any  residual  amount  will  be  equivalent  to  profits  before  taxes  in  the 
private  sector. 

Appropriations  for  acquiring  new  accommodation.  At  present,  Parliament  grants 
separate  capital  appropriations  to  finance  the  construction  or  purchase  of  new 
accommodation  for  programs  in  which  the  total  value  of  accommodation  exceeds 
five  million  dollars.  Accommodation  acquired  through  lease  agreements  is 
financed  through  operating  votes.  In  both  cases,  current  reporting  arrangements 
understate  the  actual  cost  of  new  accommodation;  consequently,  it  is  difficult  to 
make  valid  comparisons  of  the  relative  merits  of  construction,  purchase  and 
leasing  alternatives. 
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The  full  reported  cost  of  constructing  or  purchasing  new  accommodation  should 
include  (in  addition  to  the  costs  now  shown): 

•  direct  project  support  and  administrative  costs  (these  costs  are 
currently  financed  out  of  either  Public  Works  appropriations  or  the 
operating  votes  of  other  departments); 

•  costs  of  grants  in  lieu  of  taxes  and  interest  on  borrowed  funds  during 
construction  (now  financed  by  other  appropriations);  and 

•  costs  of  insurance  (not  now  paid  by  the  government). 

The  most  significant  item  of  the  three  is  the  first  one.  It  is  recommended  that 
direct  project  support  and  administrative  costs  should  be  determined  by  applying 
appropriate  fee  schedules  established  by  the  provincial  associations  of  professional 
architects  and  engineers.  To  further  facilitate  comparison  with  private  sector 
projects,  cost  estimates  should  also  include  costs  that  the  Department  of  Public 
Works  will  not  be  required  to  pay,  such  as  interest,  municipal  taxes  and  insurance 
during  construction.  These  amounts  should  be  based  on  government  borrowing 
rates,  current  rates  for  grants  in  lieu  of  municipal  taxes  and  prevailing 
commercial  insurance  rates. 

In  the  case  of  leasing,  a  distinction  should  be  made  between  simple  rental 
agreements  and  lease-purchase  arrangements.  To  recognize  the  property- 
acquisition  feature  of  the  latter,  lease-purchase  arrangements  should  be  financed 
through  the  capital  appropriations  of  the  Department  of  Public  Works. 

Accommodation  Management  and  Professional  Services  Revolving  Fund.        If     the 

system  we  are  suggesting  is  accepted,  the  Department  of  Public  Works  will 
receive  income  from  two  sources: 

•  professional  fees  charged  to  the  capital  votes  of  the  Department  or  of 
user  departments;  and 

•  realty  management  fees  charged  to  the  Building  Operations  Revolving 
Fund. 

If  these  revenues  were  placed  in  an  Accommodation  Management  and  Professional 
Services  Revolving  Fund,  the  Department  could  use  them  to  meet  all  depart- 
mental overhead  costs.  This  would  not  include  payments  to  third  parties  for 
individual  buildings  (which  would  be  charged  directly  to  the  Building  Operations 
Revolving  Fund). 

In  addition,  the  costs  of  advisory  services  should  be  charged  to  users,  who  would 
pay  such  fees  out  of  their  capital  votes.  Rates  for  advisory  services  should  be 
based  on  professional  fee  schedules. 

The  efficiency  of  the  Department  of  Public  Works  could  be  assessed  at  any  time 
by  examining  the  current  status  of  the  Accommodation  Management  and 
Professional  Services  Revolving  Fund.  Any  excess  of  income  over  costs  at  year- 
end  should  be  paid  into  the  Consolidated  Revenue  Fund. 
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Conclusion.  Although  there  will  undoubtedly  be  objections  to  a  system  of  direct 
charging  for  accommodation,  we  are  not  convinced  that  there  is  an  alternative 
method  which  will  ensure  that  accommodation  costs  are  fully  disclosed  to 
Parliament  and  that  those  who  provide  and  those  who  use  accommodation  services 
can  be  held  accountable  for  their  decisions.  The  proposals  we  have  advanced  are 
designed  to  give  Parliament  a  better  understanding  of  the  full  costs  of  all 
departmental  programs,  as  well  as  a  reliable  means  of  assessing  the  efficiency  and 
effectiveness  of  Public  Works  in  providing  common  services. 

Contracting  Procedures  (Chapter  9) 

In  1976,  the  Audit  Office  initiated  a  special  study  of  government  procedures  in  the 
negotiation  and  administration  of  contracts.  The  objective  was  to  determine 
whether  contracting  arrangements  are  made  under  proper  authority  and  with  due 
regard  for  economy,  and  also  are  consistently  and  properly  administered. 
Examinations  were  carried  out  in  eight  departments  and  one  Crown  corporation, 
namely: 

Department  of  Communications 

Department  of  Consumer  and  Corporate  Affairs 

Department  of  the  Environment 

Department  of  National  Defence 

Post  Office  Department 

Department  of  Public  Works 

Department  of  the  Secretary  of  State  of  Canada 

Department  of  Supply  and  Services 

Defence  Construction  (1951)  Limited 

The  review  identified  a  number  of  issues  of  government-wide  significance,  which 
were  observed  to  recur  in  most  or  all  of  the  entities  studied.  These  issues  are 
summarized  in  the  pages  that  follow.  For  a  detailed  report  of  findings  in  the 
individual  departments  and  the  Crown  corporation,  the  reader  should  refer  to 
Chapter  9. 

Competitive  tendering.  Government  regulations  require  that  tenders  be  invited 
before  contracts  are  entered  into,  except  in  unusual  circumstances,  which  are 
clearly  specified.  Our  review  indicated  that,  for  most  types  of  government 
procurement,  the  value  of  contracts  awarded  on  an  exception  basis  is  greater  than 
that  of  contracts  awarded  competitively.  It  may  be  concluded  that  the 
opportunity  for  formal  competition  does  not  exist  for  a  significant  portion 
of  government  contracting  and  there  is  not  always  adequate  justification  for 
exceptions. 
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Pricing  and  payment  terms.  In  setting  the  terms  and  conditions  of  contracts, 
departments  are  responsible  for  ensuring  that  the  Crown's  interests  are  adequately 
protected;  that  the  method  of  pricing  employed  is  the  one  most  appropriate  to 
ensure  best  value  and  effective  cost  control;  and  that  contract  terms  and 
conditions  are  consistent  with  all  applicable  statutes  and  regulations.  Problems 
frequently  arise  in  price  setting  where  fixed-time  rates  and  cost-plus  pricing 
methods  are  used.  Not  only  are  there  inadequate  controls  over  total  costs,  but 
contractors  may  actually  be  presented  with  an  incentive  to  spend  the  maximum 
amount  of  time  on  a  project  or  to  incur  unnecessary  costs.  A  number  of  measures 
can  be  taken  to  ensure  adequate  cost  control,  but  these  are  frequently  lacking  or 
not  suitably  applied. 

In  the  case  of  contracts  requiring  Treasury  Board  approval,  the  Treasury  Board  is 
not  usually  informed  of  details  in  the  proposed  contract  and  so  may  not  become 
aware  of  deficiencies  in  the  terms  and  conditions. 

Approval  authority.  Government  regulations  require  that  for  contracts  exceeding 
a  specified  dollar  amount,  Treasury  Board  approval  must  be  obtained  before  the 
contractor  proceeds  with  the  work.  Instances  were  noted  in  the  course  of  our 
audit  where,  because  of  a  perceived  urgency,  contractors  were  instructed  to 
begin  their  work  before  Treasury  Board  approval  was  received.  In  cases  where 
only  department  or  agency  approval  was  required,  work  was  sometimes  started,  or 
even  completed,  before  proper  approval  was  obtained  and  a  contract  signed. 

Departmental  delegations  of  authority.  The  Treasury  Board's  Guide  on  Financial 
Administration  sets  out  guidelines  and  directives  for  the  delegation  of  financial 
signing  authorities  by  departments.  Our  review  disclosed  significant  deficiencies 
in  some  departmental  systems  for  the  delegation  and  documentation  of  signing 
authorities.  In  one  department  contracts  were  amended  without  proper  authority, 
or  the  exercise  of  authority  was  not  documented;  in  another,  signing  authority  was 
improperly  redelegated  to  subordinates. 

Commitment  authority.  The  Financial  Administration  Act  states  that  no  contract 
may  be  entered  into  or  have  any  force  or  effect  unless  there  is  specific 
certification  of  the  availability  of  funds.  In  addition,  a  record  must  be  kept  of  all 
commitments. 

A  number  of  instances  were  noted  in  which  contracts  were  entered  into  or 
amended  without  prior  certification  of  the  availability  of  funds.  Moreover,  in 
cases  where  contract  payments  were  to  be  made  over  more  than  one  fiscal  year, 
the  certifications  did  not  always  distinguish  between  the  amount  available  from 
current  year  appropriations  and  the  amount  to  be  provided  in  subsequent  years.  In 
some  cases,  certifications  were  given  without  reference  to  a  stated  dollar  value  or 
any  financial  limitation. 

Payment  of  contractors'  accounts.  The  Financial  Administration  Act  sets  out 
specific  requirements  respecting  certification  of  accounts  for  payment  and  the 
exercise  of  spending  authority.  In  all  departments  examined,  weaknesses  were 
observed  in  payment  systems.  As  a  result  of  these  weaknesses,  payments  were 
made: 
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for  which  all  requisite  authorities  were  not  obtained; 

that  did  not  conform  to  the  terms  of  the  contract; 

that  exceeded  the  financial  limitations  of  the  contract; 

for  which  there  was  inadequate  evidence  of  the  receipt  of  goods  and 
services  or  the  performance  of  work; 

for  which  essential  documentation  of  items  charged   was  not  obtained; 

that  resulted  in  duplicate  payment  or  overpayment; 

that  were  not  properly  certified;  and 

that  were  not  properly  verified. 

Recommendations  to  correct  these  and  other  weaknesses  identified  during  the 
study  have  been  included  in  reports  to  the  departments  concerned.  We  understand 
that,  in  most  cases,  corrective  action  has  been  taken  or  is  being  implemented. 

Computer-based  Financial  Systems  (Chapter  10) 

In  August  1976,  the  Audit  Office  initiated  a  government-wide  study,  Computer 
and  Information  Systems  Evaluation  (CAI5E),  aimed  at  reviewing  and  evaluating 
electronic  data  processing  (EDP)  controls.  My  1977  annual  Report  contained  the 
findings  of  the  study  and  a  series  of  recommendations  for  improved  systems  and 
procedures.  This  year's  Report  identifies  the  recommendations  not  yet  fully 
implemented. 


Report  by  the  Standing  Committee  on  Public  Accounts.  The  Standing  Committee 
on  Public  Accounts  held  six  meetings  on  the  CAI5E  Study  findings  and  reported  on 
those  meetings  in  its  Third  Report  to  the  House  of  Commons  dated  June  29,  1978. 
The  Committee  concurred  with  our  findings  and  recommendations. 

Management  control  of  EDP  resources.  We  have  recommended  that  the  Treasury 
Board  Secretariat  should  monitor  and  evaluate  all  major  EDP  development 
projects.  In  our  view,  the  Secretariat's  Information  Systems  Division  lacks  the 
resources  needed  to  carry  out  such  monitoring  effectively. 

EDP  security.  Policy  and  directives  concerning  the  classification  of  "sensitive" 
information  are  currently  being  developed.  In  addition,  security  standards  are 
being  drafted,  and  interim  guidelines  for  the  procurement  of  EDP  services  from 
the  private  sector  have  recently  been  made  available. 

Financial  information  processed  by  computers.  The  Treasury  Board  Guide  on  Fin- 
ancial Administration  is  being  revised,  and  it  will  address  the  roles  and 
responsibilities  of  departmental  financial  officers  with  respect  to  computer-based 
systems  which    process      financial  information.     The  Office  of  the  Comptroller 
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General  is  investigating  the  training  requirements  for  such  personnel,  but  no  firm 
steps  can  be  taken  until  their  roles  and  responsibilities  have  been  established.  The 
Guide  will  also  include  recommended  control  standards  and  procedures  for  all 
financial  information  processed  by  computer  systems. 

Internal  audit  capability.  The  Office  of  the  Comptroller  General  is  assessing 
internal  auditing  in  the  government,  including  computer  auditing,  with  a  view  to 
developing  departmental  action  plans,  which  will  outline  recruitment  and  training 
requirements  as  appropriate.  The  Comptroller  General  also  has  commenced 
monitoring  internal  financial  audits  and  has  taken  steps  to  establish  and  publish 
related  standards  and  procedures,  including  those  pertaining  to  internal  audits  of 
computer-based  systems  processing  financial  information. 

Financial  controls  in  major  computer-based  systems.  As  part  of  the  CAISE  Study, 
controls  over  the  processing  of  financial  information  in  nine  major  computer- 
based  systems  were  reviewed  in  detail.  The  seven  departments  and  systems  where 
recommendations  have  not  been  fully  implemented  are: 


Department   of   the  Secretary  of  State  of  Canada 
Loans  System 


Canada  Student 


Department  of  Finance  -  Provincial  Revenue  Equalization  Payments 
System 

Department  of  National  Defence  -  Central  Computational  Pay  System 

Department  of  National  Revenue,  Taxation  -  T-l  Processing  Stream 

Post  Office  Department  -  Cash  Receipts  and  Money  Order  Systems 

Department    of    Supply    and    Services    -    Central    and    Regional    Pay 
Systems 


Canada    Employment    and    Immigration  Commission 
Overpayment  System 


Benefit     and 


In  general,  our  recommendations  have  been  well  received  by  the  Treasury  Board 
Secretariat,  the  Office  of  the  Comptroller  General  and  the  departments 
concerned.  Progress  in  implementation  has  been  slow  due  to  the  complex  and 
time-consuming  nature  of  the  task.  The  details  of  the  follow-up  on  the  CAISE 
Study  are  contained  in  Chapter  10. 
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A  New  Cyclical  Approach  (Chapter  11) 

In  my  1977  Report  to  the  House  of  Commons  I  stated  that  we  had  begun  to 
examine  our  auditing  procedures  as  well  as  those  of  internal  audit  groups  located 
either  in  a  central  agency  or  in  the  various  departments.  This  examination  had 
several  purposes: 

•  to  determine  whether  our  own  auditing  activities  were  being  conducted 
with  due  regard  for  economy  and  efficiency; 

•  to  ascertain  the  extent  to  which  the  methodology  developed  during  the 
three  major  special  studies  since  1973  ~  the  Financial  Management 
and  Control  Study,  the  Computer  and  Information  Systems  Evaluation 
and  the  Study  of  Procedures  in  Cost  Effectiveness  —  could  appro- 
priately be  incorporated  in  the  audit  programs  of  the  Audit  Office; 

•  to  assess  the  nature  and  quality  of  internal  auditing  and  evaluation 
within  the  Government  and  determine  the  extent  to  which  reliance  can 
be  placed  on  such  work  by  our  Office,  with  a  view  to  avoiding 
duplication  and  eliminating  unnecessary  work;  and 

•  to  identify  desirable  changes  in  the  way  we  report  the  results  of  our 
examinations  to  Parliament. 

On  the  basis  of  this  study,  it  was  decided  by  our  Management  Committee  to 
implement  what  we  have  termed  a  comprehensive  auditing  plan  embodying 
cyclical  examinations  and  reports  and  comprising  the  following  five  separate  but 
closely  inter-related  components  for  which  the  acronym  FRAME  is  used: 

Financial  Controls 

Reporting  to  Parliament 

Attest  and  Authority 

Management  Controls 

EDP  Controls 

Two  of  these  components,  Attest  and  Authority  and  Reporting  to  Parliament,  have 
been  fundamental  to  the  Audit  Office  since  its  inception  100  years  ago.  Two 
others,  Financial  Controls  and  EDP  Controls,  are  new  in  that  they  reflect 
contemporary  audit  practices  which  are  being  incorporated  in  the  regular  audit 
programs  of  the  Office.  The  fifth  component,  Management  Controls,  is  very  new 
in  Canada.  It  represents  the  methodology  the  Audit  Office  is  developing  to 
conduct  value-for-money  auditing. 
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The  Financial  Controls  component  is  essentially  the  follow-through  of  the 
Financial  Management  and  Control  Study  (1974-76)  which  introduced  system-based 
auditing  to  the  Office.  The  EDP  Controls  component,  encompassing  rather 
specialized  and  sophisticated  methodology  for  computer  audits,  was  developed  for 
the  Office  during  the  Computer  and  Information  Systems  Evaluation  Study  (1976- 
77).  The  Management  Controls  component  embodies  the  types  of  examinations  in 
the  areas  of  economy,  efficiency  and  program  effectiveness  which  we  developed 
through  the  Study  of  Procedures  in  Cost  Effectiveness  (1976-78)  and  which  we 
shall  continue  to  develop  as  further  experience  is  gained. 

By  tradition,  and  under  the  requirements  of  the  Canada  Business  Corporations 
Act,  corporations  are  geared  to  an  annual  business  cycle.  Corporate  auditors  are 
required  to  express  an  opinion  on  the  fairness  of  the  financial  statements 
presented  annually  to  shareholders.  Government  accounting  also  is  geared  to  an 
annual  cycle  based  on  the  annual  presentation  to  Parliament  of  the  Estimates,  the 
voting  of  supply,  and  the  compilation  and  presentation  of  annual  Public  Accounts. 
The  Auditor  General  Act  requires  Parliament's  auditor,  like  the  corporate  auditor 
in  the  private  sector,  to  express  an  opinion  on  the  annual  financial  statements 
presented  to  Parliament.  It  also  requires  him  to  bring  to  the  attention  of 
Parliament  certain  matters  that  he  has  observed  during  the  course  of  his  annual 
examinations.  Compliance  with  these  requirements  has  been  and  remains  the 
legal  foundation  of  the  Auditor  General's  mandate  from  Parliament. 

But  the  adequacy  of  the  financial  management  and  control  systems,  including 
those  parts  involving  computerized  data  processing,  is  not  related  directly  to  an 
annual  cycle.  Neither  is  the  new  mandate  to  examine  expenditures  from  the 
standpoint  of  economy  and  efficiency  and  to  ascertain  the  adequacy  of  procedures 
for  the  evaluation  of  program  effectiveness.  To  attempt  to  carry  out  these 
essential  parts  of  the  audit  examination  on  an  annual  basis  for  all  the  entities  we 
audit  would  be  impractical  and  prohibitively  expensive.  Furthermore,  adherence 
to  an  annual  cycle  for  these  newer  components  of  the  audit  examination  would 
likely  result  in  an  indigestibly  large  Report  to  the  House  of  Commons  which  the 
Standing  Committee  on  Public  Accounts  would  find  difficult,  if  not  impossible,  to 
deal  with  effectively  in  the  year  following  its  submission. 

Accordingly,  the  most  practical  and  economical  approach  appears  to  be  a  cyclical 
plan  of  comprehensive  auditing.  Under  the  plan,  Parliament  will  continue  to  be 
provided  annually  with  the  information  on  the  official  financial  statements  of  the 
Government  and  of  those  entities  requiring  an  annual  attest  and  compliance  audit, 
fully  in  accordance  with  existing  legislation.  The  findings  and  observations  arising 
from  other  components  of  the  audit  examinations,  essentially  those  relating  to 
financial  controls  and  value  for  money,  will  be  presented  to  Parliament  annually, 
based  on  a  four-year  cycle.  This  four-year  period  coincides  with  the  average 
life  of  a  Parliament.  From  the  standpoint  of  Parliament,  and  more  particularly 
the  Public  Accounts  Committee,  we  intend  to  include  in  our  annual  Reports  to  the 
House  of  Commons  at  least  once  in  each  four-year  period  summaries  of  the  results 
of  our  comprehensive  audit  examinations  in  each  major  entity  that  we  audit.  This 
will  provide  the  opportunity  to  make  Parliament  aware  of  our  findings  and 
observations,  both  positive  and  negative,  on  the  quality  and  appropriateness  of  the 
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financial  control,  reporting  and  administrative  systems  in  operation  in  each  entity. 
Where  we  note  deficiencies  and  shortcomings,  we  shall  place  appropriate 
recommendations  on  record  together  with  responses  obtained  from  management. 

The  implications  of  this  plan,  described  in  greater  detail  in  Appendix  A,  are 
important  and  far-reaching.  We  developed  and  are  implementing  it  in  an  effort  to 
serve  Parliament  more  effectively  and  with  due  regard  for  economy  and 
efficiency.  The  centennial  Report  introduces  examples  of  comprehensive  auditing 
conducted  on  a  cyclical  basis.  As  will  be  observed  in  the  Table  of  Contents,  Part 
1  includes  matters  of  a  government-wide  nature  mainly  affecting  central  agencies 
including  the  Office  of  the  Comptroller  General,  the  Treasury  Board  Secretariat 
and  government-wide  service  agencies,  such  as  the  Department  of  Public  Works. 
Part  2  contains  matters  relating  primarily  to  departments,  both  those  identified 
with  our  first  comprehensive-style  audits  and  those  other  matters  observed  during 
our  annual  examinations  that  we  consider  must  be  brought  to  the  attention  of 
Parliament  at  the  time  they  are  identified. 

Our  annual  Reports,  containing  summaries  of  the  comprehensive  audits  of  selected 
departments,  agencies  and  Crown  corporations  presented  usually  at  four-year 
intervals  for  each  entity,  or  more  frequently  if  justified  by  unusual  circumstances, 
will  permit  Parliament  to: 

•  assess  the  quality  of  financial  administrative  management; 

•  receive  the  necessary  assurances  that  public  funds  and  resources  are 
under  adequate  control  and  are  being  managed  with  due  regard  for 
economy,  efficiency  and  effectiveness;  and 

•  initiate  actions  to  remedy  unsatisfactory  situations  or  sub-standard 
procedures. 


Advanced  Studies  in  Comprehensive  Auditing  Methodology 

In  this  centennial  year  of  the  Audit  Office,  we  organized  and  launched  an 
intensive  internal  program  to  commit  to  writing  the  methodology  that  we  have 
been  developing  during  the  last  five  years  through  our  major  government-wide 
special  studies  (FMCS,  CAISE  and  SPICE).  We  are  preparing  a  revised  audit 
manual,  an  instruction  course  and  a  Guide  to  Comprehensive  Auditing  Method- 
ology as  Developed  and  Applied  in  the  Office  of  the  Auditor  General  of  Canada. 
These  aids  to  our  professional  activities  are  essential  to  ensure  the  application  of 
consistent  audit  standards,  procedures  and  practices  throughout  all  of  our  work  in 
departments,  agencies  and  Crown  corporations. 

The  five  basic  components  of  the  program  for  which  the  acronym  FRAME  is  used 
are  as  described  earlier:  F  -  Financial  Controls;  R  -  Reporting  to  Parliament;  A  - 
Attest  and  Authority:  M  -  Management  Controls;  and  E  -  EDP  Controls.  We  plan 
to  develop  additional  suitable  material  for  such  activities  as  planning  a 
comprehensive  audit  on  a  cyclical  basis  and  co-ordinating  audit  programs  with 
departmental  internal  audit  and  evaluation  activities. 
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I  have  informed  my  counterparts  in  the  provinces  of  this  program  and  have 
undertaken  to  keep  them  fully  acquainted  with  its  progress,  bearing  in  mind  that 
several  provinces  have  already  enacted,  or  are  considering  enacting,  legislation 
generally  similar  to  the  new  Auditor  General  Act. 

I  have  also  advised  the  Comptroller  General  of  this  program  and  intend  to  keep 
him  fully  briefed  on  its  progress,  recognizing  that,  if  central  and  departmental 
levels  accept  our  key  recommendation  for  comprehensive  internal  auditing  and 
evaluation,  there  may  well  be  excellent  opportunities  for  co-operation  in 
developing  and  implementing  consistent  professional  audit  standards  and  practices 
with  obvious  possibilities  for  economies  by  avoiding  duplication  of  instruction 
effort  and  facilities. 


33 


Part  2 
DEPARTMENTS,  AGENCIES  AND  CROWN  CORPORATIONS 


COMPREHENSIVE  DEPARTMENTAL  AUDITS 


Introduction 

As  discussed  more  fully  in  Appendix  A,  this  Office  has  embarked  on  a 
comprehensive  auditing  plan  embodying  cyclical  examinations  and  reports  and 
comprising  the  five  separate  but  closely  inter-related  components  of:  financial 
controls,  reporting  to  Parliament,  attest  and  authority,  management  controls  and 
EDP  controls.  We  intend  to  include  in  our  annual  Reports  to  Parliament,  at  least 
once  in  each  four-year  period,  summaries  of  the  results  of  our  comprehensive 
audit  examination  in  each  entity  that  we  audit. 

This  year  marks  the  start  of  our  first  four-year  cycle  of  comprehensive  auditing. 
Six  departments  were  examined.  In  each  case,  we  carried  out  our  regular  attest 
and  compliance  audit  required  to  support  our  opinion  on  the  financial  statements 
of  the  Government  of  Canada.  In  addition,  a  number  of  special  studies  were 
included  in  this  year's  examination.  These  included  SPICE  studies  of  procedures 
for  planning  capital  acquisition  projects,  for  measuring  and  increasing  efficiency 
and  for  evaluating  effectiveness.  Also  included  were  examinations  of  the 
organization  and  role  of  the  financial  function  as  well  as  a  detailed  review  of  the 
internal  audit  function. 

Our  audit  coverage  varied  among  departments  to  reflect  a  number  of  factors 
such  as  the  nature  of  the  department's  operations,  the  results  of  previous  audits, 
matters  of  particular  interest  to  departmental  management,  and  the  projects 
carried  out  in  selected  departments  to  support  the  government  studies  noted 
above.  As  a  result,  the  audit  findings  reported  for  each  department  do  not  follow 
a  completely  consistent  format. 

Finally,  it  should  be  noted  that  this  Conspectus  is  a  summary  of  the  chapters  of  the 
Report,  which  are  themselves  summaries  of  the  principal  findings  of  our  audits. 
The  departmental  chapters  in  Part  2  of  the  Report  contain  a  great  many  details 
about  the  nature,  size  and  complexity  of  the  operations  of  these  departments 
which  have  been  omitted  here  in  the  interest    of  brevity. 


Canada  Employment  and  Immigration  Commission  (Chapter  14) 

In  August  1977,  the  Unemployment  Insurance  Commission  and  the  Department  of 
Manpower  and  Immigration  were  merged  to  become  the  Canada  Employment  and 
Immigration  Commission,  one  of  the  largest  and  most  complex  organizations  in 
the  Government. 

The  1977-78  audit  of  the  Commission  was  divided  into  five  phases: 


37 


Comprehensive  Departmental  Audits 

•  a  review  of  the  organization  and  the  role  of  the  financial  function; 

•  studies  of  procedures  in  cost  effectiveness  for: 

the  Canada  Manpower  Training  Program, 

the  Local  Initiatives  Program,  and 

departmental  performance  measurement  systems; 

•  a  review  of  internal  audit  activities; 

•  a  review  of  the  Benefit  Programs  group,  which  included: 

an  examination  of  the  Benefit  and  Overpayment  System  (inclu- 
ding a  statistical  sampling  of  benefit  payments), 

a    follow-up    on    our    1977    Computer    and   Information   Systems 
Evaluation  Study, 

a  review  of  the  development  of  the  On-line  Benefit  Pay  System, 
and 

an  examination  of  the  financial  accounts;  and 

•  an  examination  of  the  accounts  of  the  Labour  Market  Policy  and  the 
Immigration  and  Demographic  Policy  groups,  which  included  a  review 
of  the  financial  control  systems  and  tests  of  transactions  in  all  major 
programs  and  activities  in  all  regions. 

Organization  and  role  of  the  financial  function.  A  sound  financial  organization 
constitutes  one  of  the  most  important  elements  of  an  effective  financial 
management  and  control  system.  Accordingly,  we  included  in  the  audit  of  the 
Commission  an  assessment  of  the  new  plan  of  organization  now  being  implemen- 
ted. Since  certain  organizational  arrangements  and  relationships  are  still  being 
finalized,  it  would  have  been  premature  to  attempt  to  evaluate  at  this  time  how 
well  the  new  plan  is  working.  Instead,  we  concentrated  on  assessing  the  extent  to 
which  it  meets  the  criteria  normally  used  in  this  type  of  assessment. 

In  general,  the  intended  organizational  arrangements  indicate  a  high  degree  of 
awareness  of  the  way  in  which  the  financial  function  in  a  large  government 
department  should  be  organized.  In  our  opinion,  the  arrangements  will  work  quite 
effectively,  as  long  as  the  spirit  of  co-operation  between  senior  program  and 
senior  financial  personnel  continues. 

Study  of  Procedures  in  Cost  Effectiveness.  The  SPICE  studies  within  the  Commis- 
sion focused  on  procedures  to  measure  and  report  on  the  effectiveness  of 
programs  and  on  performance  measurement.  Strategic  Policy  and  Planning  has 
taken  important  initiatives  in  evaluating  the  effectiveness  of  the  Labour  Market 
Policy  programs.  In  examining  the  Canada  Manpower  Training  Program  and  the 
Local  Initiatives  Program,  we  observed  significant  progress  in  the  approach  and 
methodologies  used. 
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At  the  same  time,  we  also  observed  a  number  of  weaknesses.  Among  the  more 
important  of  these  are  the  following: 

•  The  allocation  of  the  manpower  training  budget  among  the  provinces 
has  been  more  related  to  regional  unemployment  than  to  the  stated 
goal  of  increasing  opportunities  for  employment  by  providing  skills 
needed  for  the  economy. 

•  Negotiation  of  course  prices  and  provincial  overhead  costs  suffers 
from  inadequate  cost  information,  inadequate  financial  expertise  and 
too  weak  a  mandate  to  negotiate  at  the  regional  office  level. 

•  There  is  a  need  for  the  Commission  to  improve  the  evaluation  of  its 
training  programs  and  to  assess  the  impact  of  training  allowances,  the 
candidate  selection  process  and  course  purchasing  procedures. 

•  Terms  of  reference  for  studies  to  evaluate  the  effectiveness  of  the 
Local  Initiatives  Program  (LIP)  were  overly  ambitious  in  terms  of  the 
funds  provided  and  unrealistic  in  relation  to  the  results  the  studies 
could  reasonably  be  expected  to  produce. 

•  Technical  shortcomings  in  the  LIP  evaluation  studies  seriously  affected 
the  reliability  of  some  of  the  results. 

•  Unqualified  statements  on  the  effectiveness  of  LIP  were  reported  in 
official  documentation  and  used  as  a  basis  for  subsequent  evaluations. 

Performance  measurement  within  the  Commission  is  intended  to  give  management 
regular  information  on  the  performance  of  its  various  operating  units  and  to 
support  budgetary  submissions  to  the  Treasury  Board.  Approximately  70%  of  the 
labour  resources  of  the  Commission  are  covered  by  such  systems. 

We  examined  the  performance  measurement  systems  in  the  Benefit  Programs, 
Labour  Market  Policy,  and  Immigration  and  Demographic  Policy  groups.  We  found 
that  performance  measures  have  been  developed  for  many  of  the  programs, 
although  the  assessment  of  performance  has  progressed  further  in  some  sectors 
than  in  others.    Specifically,  we  found  that: 

•  Unit  costs  are  used  only  in  the  Benefit  Programs  group,  although  they 
need  to  be  developed  as  performance  indicators  for  other  groups. 

•  Time  standards,  activity  definitions  and  performance  indicators  vary 
from  region  to  region,  making  comparisons  between  regions  difficult. 

•  Efficiency,  in  locations  within  the  Benefit  Programs  group  where  it  is 
measured,  appeared  to  be  65%  of  national  work  standards.  In  the  other 
two  groups,  actual  efficiency  could  not  be  determined  using  the 
existing  systems. 


39 


Comprehensive  Departmental  Audits 


•  There  is  no  co-ordinated  efficiency  improvement  program.  Work 
standards  and  the  measurement  of  efficiency  are  required  in  the 
Labour  Market  Policy  and  the  Immigration  and  Demographic  Policy 
groups. 

Internal  audit.  Our  review  of  the  Commission's  internal  auditing  activities 
indicated  that: 

•  The  Commission  had  not  provided  its  Internal  Audit  Bureau  with 
needed  guidance  and  support. 

•  Deficiencies  existed  in  the  selection  of  audit  areas  and  the  auditing 
approaches  employed. 

•  Audit  reports  did  not  sufficiently  highlight  and  summarize  significant 
observations  to  permit  management  to  assess  their  significance 
properly. 

We  concluded  that  the  Internal  Audit  Bureau  has  not  been  in  a  position  to  provide 
the  Chairman  and  Vice-Chairman  with  as  much  information  and  advice  to  assist 
them  in  the  management  of  the  Commission  as  could  reasonably  be  expected  of  an 
internal  audit  function.  Although  we  believe  there  is  considerable  scope  for 
improvement  in  certain  aspects  of  the  audit  effort,  we  found  that  the  quality  of 
the  work  performed  was  adequate  and  our  Office  could  rely  on  it  in  determining 
the  extent  of  the  examination  needed  in  discharging  the  attest  portion  of  our 
audit. 

Benefit  Programs  group.  Our  examination  of  the  Benefit  Programs  group  found 
that: 

•  In  1977,  the  Commission's  controls  did  not  detect  overpayments 
estimated  to  be  $142  million  (lying  within  a  possible  range  of  $99  to 
$179  million). 

•  Significant  control  weaknesses  in  the  Benefit  and  Overpayment  System 
(BNOP)  continue  to  exist. 

■  No  review  of  the  on-line  benefit  pay  system  had  been  made  to  ensure 
that  appropriate  internal  controls  and  audit  trails  had  been  incorpora- 
ted. 

•  Accounting  systems,  other  than  the  BNOP  system,  are  generally 
adequate. 

Some  of  the  Commission's  controls  are  operating  effectively  and  a  substantial 
dollar  value  of  benefit  overpayments  is  being  detected  and  usually  recovered. 
However,  as  mentioned  previously,  additional  overpayments  escaped  detection  in 
1977  and  a  further  significant  number  of  claims  deviated  from  approved 
procedures.  In  addition,  a  number  of  cases  were  identified  which,  while  not 
technically  overpayments,  suggest  the  possibility  of  abuse. 
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Labour  Market  Policy  and  Immigration  and  Demographic  Policy  groups.  Our  exa- 
mination of  the  accounts  of  the  Labour  Market  Policy  and  the  Immigration  and 
Demographic  Policy  groups  led  to  the  following  conclusions: 

•  Improvements  are  needed  in  the  agreements  with  the  provinces  for  the 
purchase  of  training  as  they  relate  to  the  basis  for  interim  payments 
and  the  timely  certification  of  costs. 

•  A  standard  procedure  is  needed  for  reviewing  and  following  up  on 
Training  Improvement  reports. 

•  Some  of  the  projects  financed  by  the  Canada  Works  Program  did  not 
appear  to  be  of  the  type  contemplated  by  the  Program's  objectives. 

•  The  agreements  for  one  of  the  contributions  programs  did  not  contain 
a  clause  to  ensure  the  collection  of  overpayments. 

•  The  Commission  was  not  following  the  Government  Contracts  Regula- 
tions in  awarding  advertising  contracts. 


Department  of  Communications  (Chapter  15) 

The  objective  of  the  Department  is  to  foster  the  development  and  operation  of 
domestic  and  international  communications  for  Canada.  Responsibilities  consist 
of  the: 

•  extension  of  existing  telecommunications  systems  and  services; 

•  development  of  new  communications  systems  and  resources; 

•  management  of  the  radio  frequency  spectrum;  and 

•  development  of  telecommunications  services  for  the  Government. 

In  1977-78,  the  Department's  budget  was  $86.7  million  and  its  authorized  man- 
years  were  approximately  1,900. 

Our  examination  included  the  following: 

the  organization  and  role  of  the  financial  function; 

SPICE    studies   of    the    Radio   Frequency    Spectrum   Program   and   the 
Government  Telecommunications  Agency; 

the  internal  audit  function; 

a  study  of  contracting;  and 

a  review  of  financial  control  systems  and  tests  of  transactions. 
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In  general,  we  found  that  the  Department  is  aware  of  the  importance  of  strong 
financial  management  and  control  as  evidenced  by  the  fact  that  it  is  planning  to 
implement  a  new  plan  of  organization  for  the  financial  function,  and  has 
implemented  almost  all  recommendations  made  in  previous  years'  Reports. 
Although  we  did  not  find  major  weaknesses  in  our  examination  of  financial 
operations,  we  believe  there  is  room  for  considerable  improvement  in  certain 
aspects  of  the  Department's  operations  discussed  below. 

Organization  and  role  of  the  financial  function.  A  proposed  plan  of  organization 
for  the  financial  function  has  been  developed  and  is  being  evaluated  by  a  third 
party  at  the  request  of  the  Deputy  Minister.  Until  it  has  been  approved  and 
implemented,  an  evaluation  of  its  effectiveness  by  this  Office  would  be 
premature.  Although  the  proposed  plan  recognizes  the  importance  of  financial 
management  and  control,  there  are  two  basic  areas  within  the  proposed 
organizational  arrangements  that  require  further  attention.  One  concerns  the 
fact  that  the  financial  function  is  only  one  of  seven  for  which  the  Assistant 
Deputy  Minister  (Services)  is  responsible,  in  addition  to  the  Department's  field 
operations,  which  means  that  adequate  time  and  attention  may  not  be  devoted  to 
this  function.  The  other  relates  to  the  need  to  define,  document  and  communicate 
clearly  the  functional  relationship  between  Headquarters  financial  personnel  and 
financial  officers  within  programs  and  regional  offices. 

Study  of  Procedures  in  Cost  Effectiveness.  Our  studies  of  the  Radio  Frequency 
Spectrum  Program  and  of  the  Government  Telecommunications  Agency  focused  on 
the  systems  and  procedures  the  Department  uses  to  achieve  economy,  efficiency 
and  effectiveness  in  operating  these  programs. 

The  Radio  Frequency  Spectrum  Program  is  intended  to  improve  and  extend  the  use 
of  the  spectrum  to  permit  the  growth  of  radio  communications.  Plans  for  1977-78 
called  for  1,056  man-years  and  expenditures  of  approximately  $24  million. 

Our  review  led  to  the  following  conclusions: 

•  Management  controls  were  ineffectual  in  providing  assurance  that  the 
Program  was  achieving  its  objectives  or  was  being  carried  out  in  an 
economical  and  efficient  manner. 

•  Regional  autonomy  had  been  carried  beyond  reasonable  bounds  with 
the  result  that  Headquarters'  concerns,  technical  systems  and  proce- 
dures were  ignored  and  levels  of  service  to  the  public  were 
inconsistent. 

•  At  Headquarters,  the  development  of  radio  regulations  was  inade- 
quately co-ordinated  and  controlled  and  procedures  for  recovering  the 
cost  of  services  to  the  public  were  not  established. 

•  Management  controls  on  a  major  computer-based  development  pro- 
gram were  lacking. 

•  Presentation  of  performance  measurement  data  in  the  Program 
Forecasts  was  confusing  and  subject  to  misinterpretation. 
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A  number  of  shortcomings  reported  on  were  being  addressed  by  management 
before  our  audit.  During  the  audit,  senior  management  responded  promptly  to  our 
initial  findings. 

The  Government  Telecommunications  Agency  provides  voice,  data  and  facsimile 
transmission  services  through  the  bulk  leasing  of  facilities.  It  operates  on  a 
revolving  fund  basis,  recovering  the  full  cost  of  its  services  from  charges  to  user 
departments  and  agencies.  Our  review  examined  the  intercity  voice  network, 
which  costs  approximately  $24  million  annually. 

We  concluded  that: 

•  The  government  intercity  telephone  service  needs  better  management 
controls.  Improved  traffic  information  is  needed  to  permit  the 
development  of  better  grade-of-service  guidelines  for  circuit  use  and 
in  monitoring  the  provision  of  circuits  against  these  guidelines. 

•  Formal  policies  and  procedures  for  the  provision  of  individual  circuits 
are  inadequate  and  there  is  insufficient  documentation  of  decisions 
taken. 

•  If  the  Agency  could  obtain  additional  information  on  the  extent  of 
commercial  long  distance  traffic,  which  could  be  carried  on  the 
Agency's  network  but  is  not,  it  would  be  possible  to  determine  the 
savings  to  be  achieved  through  greater  use  of  the  Agency's  facilities. 

•  There  is  a  need  for  the  Agency,  with  collaboration  of  other  major 
users,  to  determine  the  savings  available  through  common  Telpak 
procurement  for  such  users. 

•  Until  the  Agency's  program  objective,  as  approved  by  the  Treasury 
Board,  is  enlarged  to  reflect  the  mandate  set  out  in  the  Department  of 
Communications  Act,  constraints  will  be  placed  on  its  ability  to  carry 
out  the  planning  and  co-ordinating  role  called  for  by  the  Act  and  there 
will  be  uncertainty  about  the  particular  performance  indicators  to  be 
used  to  reflect  program  effectiveness. 

Internal  audit.  The  Program  Evaluation  Group  is  responsible  for  the  internal  audit 
function.  The  Department  was  one  of  the  first  government  departments  to  adopt 
a  composite  audit  approach  combining  both  operational  and  financial  audits.  This 
approach  provides  for  audits  of  the  financial  system  at  least  once  every  three 
years.  The  cost  of  the  function  was  estimated  at  $450,000  for  1977-78,  including 
$310,000  for  the  services  of  the  Audit  Services  Bureau. 

Our  review  was  designed  to  determine  whether  good  value  was  being  received  by 
the  Department  from  its  internal  audit  and  the  degree  of  reliance  this  Office 
could  place  on  it.    Our  examination  led  us  to  conclude  that: 
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•  Although  the  Program  Evaluation  Group  has  made  sound  recommenda- 
tions in  certain  cases,  working  papers  did  not  always  contain  sufficient 
evidence  to  demonstrate  that  all  important  control  weaknesses  had 
been  identified  and  that  the  conclusions  reached  were  valid. 

•  The  nature,  timing  and  extent  of  our  audit  cannot  be  materially 
influenced  by  the  work  performed  by  this  Group  because  it  is  still  in  its 
developmental  stage  and  its  efforts  to  date  have  concentrated 
primarily  on  operational  rather  than  financial  audits. 

Study  of  contracting.  Our  study  of  contracting  procedures  in  the  Department  was 
conducted  during  the  1976-77  and  1977-78  fiscal  years.  In  general,  our  review  did 
not  reveal  major  weaknesses  in  procedures  or  controls.  Deficiencies  noted 
resulted  from  failure  to  adhere  to  approved  procedures.  When  these  were  brought 
to  the  Department's  attention,  corrective  action  was  taken. 

Examination  of  financial  operations.  The  Office  examined  the  financial  control 
systems  of  the  Department  and  the  Government  Telecommunications  Agency  and 
tested  transactions  in  most  major  areas. 

As  a  result  of  our  examination,  we  found  that: 

•  Control  over  the  Communications  Research  Centre's  fixed  assets  and 
inventories  was  seriously  inadequate. 

•  Private  sector  requests  for  research  to  be  performed  by  the  Research 
Centre  are  not  approved  by  the  Assistant  Deputy  Minister,  Research,  as 
required  by  a  departmental  directive,  and  the  rates  charged  for  such 
services  have  not  been  authorized  by  the  Governor  in  Council. 

•  There  is  a  need  to  establish  more  effective  control  over  cash  received 
in  district  offices. 

•  Although  the  invoicing  function  in  the  Government  Telecommunica- 
tions Agency  has  been  computerized,  entries  to  the  subsidiary  accounts 
receivable  ledger  are  recorded  with  a  bookkeeping  machine,  resulting 
in  delays  and  inefficiencies. 


Department  of  Industry,  Trade  and  Commerce  (Chapter  16) 

The  main  objective  of  the  Department  of  Industry,  Trade  and  Commerce  is  to 
further  the  prosperity  of  the  Canadian  economy  through  the  development  of 
manufacturing  and  processing  industries  and  the  expansion  of  trade  and  tourism. 
In  1977-78,  the  Department's  budget  was  $391  million  and  its  authorized  man- 
years  were  approximately  2,700.  It  also  has  about  $2,000  million  in  assets,  mainly 
in  investments  in  Crown  corporations,  wholly-owned  corporations  and  loans  to 
Canadian  firms. 
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Our  1977-78  audit  of  the  Department  included: 

•  department-wide  reviews  of  certain  essential  elements  of  the  financial 
management  and  control  system; 

•  an  examination  of  the  systems  and  procedures  the  Machinery  Branch 
uses  to  achieve  economy,  efficiency  and  effectiveness  in  its  opera- 
tions; 

•  an  evaluation  of  internal  audit  activities; 

•  a  review  of  the  controls  and  procedures  for  electronic  data  processing 
of  financial  information;  and 

•  an  examination  of  selected  grants  programs. 

Over  the  last  year,  the  Department  has  made  improvements  in  its  organizational 
structure  and  its  financial  controls.  In  addition,  most  of  the  observations  and 
recommendations  contained  in  the  detailed  interim  reports  issued  to  the 
Department  during  1977-78  have  now  either  been  addressed  or  are  under  serious 
consideration. 

Organization  and  role  of  the  financial  function.  The  Director  of  the  Financial 
Services  Branch  has  primary  responsibility  for  the  departmental  financial  systems 
and  reports  to  the  Director  General,  Finance  and  Administration  who,  as  the 
senior  financial  officer  of  the  Department,  is  responsible  to  the  Deputy  Minister. 

Our  review  found  that,  while  the  financial  system  functions  adequately,  there  is  a 
need  for  stronger  central  financial  planning  and  direction  and  for  ensuring  that  the 
Director  General's  non-financial  responsibilities  do  not  hinder  his  ability  to 
provide  financial  direction  and  leadership. 

Machinery  Branch  -  management  controls.  The  major  concern  of  the  Department 
is  the  Trade-Industrial  Program.  Seven  branches,  each  responsible  for  a  particular 
sector  of  Canadian  industry,  provide  assistance  to  firms  under  this  program.  The 
Machinery  Branch,  one  of  these  seven,  employs  83  people  and  has  an  annual  budget 
of  about  $2  million.  During  the  1976-77  year,  it  administered  grants  and 
contributions  of  some  $10  million  and  recommended  duty  remissions  of  about  $200 
million. 

Our  audit  of  the  evaluation  procedures  used  to  measure  program  effectiveness  and 
the  adequacy  of  management  controls  over  operations  found  that: 

•  Procedures  for  measuring  and  reporting  on  the  effectiveness  of 
assistance  to  the  machinery  industry  should  be  improved. 

•  Objectives  for  the  machinery  industry  and  Branch  strategies  have  not 
been  adequately  defined. 
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•  The  Department  has  evaluated  only  some  of  its  many  programs  for 
financial  assistance  and  duty  remission.  As  a  result,  the  Branch  lacks 
the  objective  data  needed  to  assess  the  relative  contribution  of  its 
programs. 

•  The  Branch  has  not  clearly  identified  the  planned  effects  or  adequately 
monitored  the  actual  effects  of  its  activities. 

•  No  information  is  available  on  the  impact  that  incomplete  and 
inaccurate  data  may  have  on  the  usefulness  of  the  data  bank  that  the 
Branch  maintains  on  Canadian  machinery  manufacturing  capabilities. 

•  The  Branch  does  not  adequately  measure  and  report  the  number  and 
causes  of  inquiries,  complaints  and  application  resubmissions  regarding 
duty  remissions. 

Internal  audit.  For  the  last  three  years,  internal  audit  in  the  Department  has 
consisted  of  a  financial  audit  contracted  out  to  the  Audit  Services  Bureau.  These 
contracted  services  ended  on  March  31,  1978.  The  Office  of  Departmental 
Review  was  established  in  1976,  but  its  mandate  as  the  internal  audit  group  was 
not  approved  until  1977.  The  composite  audit  program  approved  then  by  the 
Management  Committee  covered  all  aspects  of  internal  audit  including  financial, 
operational  and  personnel. 

Our  review  of  the  Department's  internal  auditing  activities  indicated  that: 

•  In  the  past  senior  management  has  not  provided  essential  support  and 
direction. 

•  The  head  of  internal  audit  does  not  report  to  the  Deputy  Head. 

•  The  Audit  Committee,  established  in  November  1977,  has  not  met. 

•  The  original  audit  master  plan  needs  to  be  revised  to  include 
functional,  department-wide  and  branch  audits  of  all  programs  and 
activities. 

•  The  procedures,  programs  and  practices  of  the  Audit  Branch  need  to  be 
formalized  and  a  comprehensive  internal  audit  manual  needs  to  be 
developed. 

Budgetary  control.  The  Department  has  instituted  a  system  of  work  programs 
requiring  budget  preparation  on  a  program  basis  rather  than  by  objects  of 
expenditure.  The  system  is  basically  sound  and  is  capable  of  providing  an 
appropriate  framework  for  planning  and  budgetary  control,  but  it  is  not  yet 
meeting  all  of  its  objectives.    The  two  major  reasons  for  this  are: 


• 


the  lack  of  written  procedures  for  the  development,  challenge,  review 
and  follow-up  of  work  programs;  and 

the  failure  by  some  of  those  responsible  for  the  preparation  and  review 
of  work  programs  to  accept  and  believe  in  the  system. 
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Financial  reporting.  Financial  transactions  may  be  recorded  in  as  many  as  three 
separate  financial  systems:  the  reports  provided  by  the  Department  of  Supply  and 
Services;  the  Department's  own  financial  management  reporting  system;  and  the 
manual  accounting  records  maintained  by  many  branches. 

We  found  that  the  Department's  reporting  system  is  reasonably  timely,  but  its 
effectiveness  could  be  improved  if  financial  information  were  accounted  for  and 
reported  on  the  same  basis  as  that  used  for  the  preparation  of  work  programs.  An 
effective  variance  analysis  system  is  also  required. 

Electronic  data  processing.  The  Department's  in-house  computer  hardware  con- 
sists of  a  medium-size  mini-computer  and  a  data-entry  system  including  numerous 
terminals.  It  does  not  have  a  large-scale  computer  for  data  processing,  and 
computer-based  data  are  processed  largely  at  service  bureaus. 

Our  examination  of  financial  systems  disclosed  a  number  of  areas  where 
improvement  could  be  made.  Senior  electronic  data  processing  (EDP)  manage- 
ment is  aware  of  many  of  these  inadequacies  and  plans  corrective  action.  Some  of 
the  more  important  of  the  deficiencies  revealed  by  our  audit  are  as  follows: 

•  The  Department  does  not  have  an  EDP  steering  committee  to  approve 
annual  and  long-range  plans  and  establish  priorities  for  EDP  activities. 

•  A  security  clearance  report  has  not  been  obtained  for  the  service 
bureaus  used  by  the  Department,  as  required  by  a  Treasury  Board 
directive. 

•  There  is  no  computer  back-up  plan  or  formal  procedures  covering  off- 
premise  storage  of  computer-related  material. 

•  Systems  documentation  and  procedure  manuals  are  incomplete  and  out 
of  date  and  programs  and  systems  documentation  are  scattered 
throughout  the  Division  rather  than  being  under  the  control  of  a 
librarian. 

•  There  is  inadequate  segregation  of  duties  in  EDP-related  functions. 

•  User  participation  in  planning  and  monitoring  EDP  activities  is 
inadequate. 

Grants  and  contributions.  Grants  and  contribution  payments  represented  over  60% 
of  the  estimated  total  expenditures  in  1977-78.  We  examined  four  major  programs 
which  account  for  some  54%  of  the  total  -  Enterprise  Development,  Two-Price 
Wheat  Act,  Grain  Hopper  Cars  and  Shipbuilding  Industry  Assistance. 

The  Enterprise  Development  Program  is  a  major  financial  activity  which  has  the 
objective  of  improving  the  viability  and  international  competitiveness  of  eligible 
Canadian  manufacturing  and  processing  firms.  Our  examination  disclosed  a 
number  of  financial  management  and  control  weaknesses,  many  of  which 
were   inherited   from   predecessor   programs.      Of   particular   importance  are  the 
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problems  associated  with  the  significant  refundable  contributions  outstanding 
under  the  Program  for  the  Advancement  of  Industrial  Technology  (PAIT). 

The  Program,  which  terminated  in  1970,  is  one  of  the  seven  programs  consolidated 
into  the  Enterprise  Development  Program  in  1977.  It  funds  a  portion  of  a 
company's  costs  on  approved  research  projects  on  the  understanding  that  the 
contribution  is  repayable  if  the  results  of  the  project  are  exploited  commercially. 
Problems  associated  with  this  Program  include: 

•  Repayment  or  termination  agreements  have  not  been  negotiated  with 
58  recipients,  even  though  the  program  terminated  eight  years  ago. 

•  Sales  data  reported  by  companies  with  repayment  agreements  have  not 
been  independently  verified. 

•  Sales  of  companies  without  agreements  are  not  being  systematically 
monitored. 

Our  examination  of  the  Grains  and  Oilseeds  Program  involved  a  review  of 
payments  under  the  Two-Price  Wheat  Act  and  for  the  purchase  of  hopper  cars. 
Payments  under  the  former,  estimated  at  $19.1  million  in  1977-78,  are  subsidies  to 
producers  of  the  difference  between  the  guaranteed  price  and  average  export 
prices,  ensuring  that  consumers  pay  no  more  than  $3.25  a  bushel  for  wheat.  The 
Hopper  Car  Purchase  Program  was  established  to  move  wheat  efficiently  in 
Western  Canada  and  aid  the  rail  car  industry.  Six  thousand  cars  have  been 
delivered  since  1973  at  a  cost  of  about  $137  million.  Payments  under  both  aspects 
of  the  Program  are  funded  by  the  Department,  but  administered  by  others.  We 
found  that  the  Department  relies  on  systems  of  financial  control  used  by  the  other 
parties  involved,  even  though  authorities  and  responsibilities  have  not  been 
formally  delegated.  More  formal  agreements  and  verification  procedures  are 
needed  to  ensure  that  essential  aspects  of  financial  management  and  control  are 
neither  duplicated  nor  overlooked. 

Department  of  National  Health  and  Welfare  (Chapter  17) 

In  1977-78,  the  operations  of  the  Department  of  National  Health  and  Welfare  and 
the  Medical  Research  Council  involved  over  10,000  man-years  and  $11,171  million 
of  expenditures,  not  including  the  Canada  Pension  Plan.  In  1976-77,  the 
Department  was  consolidated  under  one  Deputy  Minister  and  is  now  in  the  process 
of  integrating  Health  and  Welfare  components  and  the  administration  of  income 
security  benefits. 

Our  1977-78  audit  covered  the  following  four  department-wide  areas  of  interest: 

•  role  of  the  financial  function; 

•  information  submitted  to  Parliament; 

•  the  internal  audit  function;  and 

•  payroll  controls. 

48 


Comprehensive  Departmental  Audits 


Other  audit  activities  were  organized  into  program-based  projects  to  consider  all 
aspects  of  financial  control  within  most  of  the  major  programs  or  program 
components.  Highlights  of  our  observations  on  each  major  area  of  audit  interest 
are  summarized  in  the  paragraphs  that  follow. 

Role  of  the  financial  function.  The  role  of  the  financial  function  has  been 
enhanced  through  revised  responsibilities  and  organizational  changes,  but  there 
are  still  significant  areas  for  improvement  in  the  clarification,  definition, 
performance  and  acceptance  of  the  role  of  the  financial  function.  The  Assistant 
Deputy  Minister,  Administration  has  direct  responsibility  for  a  broad  range  of 
administrative  functions  that  may  make  it  difficult  for  him  to  devote  the 
necessary  attention  to  the  financial  function  and  to  provide  the  comprehensive 
financial  advice  expected  of  a  senior  financial  officer. 

Financial  information  received  by  Parliament.  The  departmental  financial  infor- 
mation that  is  presented  in  accordance  with  the  standard  government-wide  form 
in  the  Estimates  and  Public  Accounts  provides  little  practical  indication  of 
program  content,  significant  expenditure  trends  and  the  way  in  which  programs 
are  managed  and  controlled.  We  have  prepared  illustrative  Estimates  for  the 
Department  incorporating  a  number  of  suggested  improvements. 

Internal  audit.  In  1977-78,  the  Department  incurred  direct  costs  of  about 
$500,000  on  a  centralized  Internal  Audit  Directorate  with  22  professional  staff 
and  a  further  $200,000  on  internal  audits  performed  by  the  Audit  Services  Bureau. 
In  addition,  about  $1  million  was  paid  to  the  Audit  Services  Bureau  for  the  audit  of 
contributions  under  cost-sharing  agreements,  which  is  not  part  of  the  audit 
function  but  an  integral  responsibility  of  program  managers. 

Our  review  found  that  the  internal  audit  function  is  potentially  strong  and 
progressive  but  there  is  scope  for  improvement,  including  a  need  for: 

•  greater  computer  auditing  capability; 

•  revision  of  the  Directorate's  plans  for   the  audit  of  benefit  payment 
systems; 

•  evaluation  of  all  audit  activities  under  the  direct  control  of  program 
officials;  and 

•  updating   the   audit   manual   and  strengthening  procedures  relating  to 
supervision  and  file  review. 

Canada  Pension  Plan  -  financial  arrangements.  The  need  for  continuing  review  of 
the  appropriateness  of  the  present  financial  arrangements  of  the  Canada  Pension 
Plan  is  evident  from  the  information  reported  by  the  Department  in  the  Notes  to 
the  Financial  Statements  of  the  Plan,  included  in  Volume  II  of  the  Public 
Accounts. 

Canada  Pension  Plan  -  contributions  and  benefits  controls.  Our  examination  found 
that: 
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•  Controls  over  the  maintenance  of  computer  programs  and  files  were 
not  being  applied  adequately. 

•  Weaknesses  in  the  procedures  for  processing  contributory  earnings  and 
contributions  could  enable  errors  or  omissions  in  recording  partici- 
pants' contributions  to  pass  undetected  over  a  number  of  years  and 
could  cause  inaccuracies  in  determining  pension  benefits  that  would  be 
difficult  to  identify  or  correct  at  a  later  date. 

It  was  not  feasible  in  our  audit  tests  to  quantify  the  significance  of  these 
weaknesses.  The  Department  is  planning  major  initiatives  to  correct  and 
compensate  for  them. 

Subject  to  relatively  minor  deficiencies  in  the  manual  controls  over  input 
documents,  the  related  but  separate  systems  for  paying  pension  benefits  were 
adequately  controlled. 

Family  Allowance  and  Old  Age  Security  -  benefits  controls.  The  systems  for  the 
payment  of  Old  Age  Security  and  Family  Allowance  Benefits  were  also  adequately 
controlled  subject  to  similar  minor  deficiencies  in  manual  controls.  These  are 
unlikely  to  lead  to  material  errors. 

Family  Allowance  and  Old  Age  Security  -  performance  measurement.  The  system 
of  measuring  the  relative  performance  of  regional  offices  administering  the  Old 
Age  Security  and  Family  Allowance  Benefits  was  the  subject  of  an  exploratory 
pilot  study  forming  part  of  the  initial  reviews  carried  out  in  connection  with  the 
government-wide  Study  of  Procedures  in  Cost  Effectiveness.  Since  that  time,  a 
number  of  significant  improvements  have  been  made  in  systems  technology  and 
format  and  in  adapting  the  system  to  take  account  of  program  changes.  The 
system  is  now  satisfactory. 

Canada  Assistance  Plan.  Many  of  the  most  administratively  complex  welfare 
services  of  the  Canada  Assistance  Plan  are  being  transferred  out  of  the  program 
and  replaced  by  alternative  arrangements  for  funding  provincial  programs.  Until 
the  major  program  changes  now  being  implemented  or  planned  are  reflected  in 
provincial  accounting  and  control  systems,  there  will  be  significant  difficulties  in 
establishing  reliable  and  effective  financial  controls  in  the  administration  of  the 
Canada  Assistance  Plan.  In  the  meantime,  and  subject  to  a  need  to  obtain 
experienced  staff,  there  will  be  a  need  to: 

•  develop  comprehensive  systems  documentation; 

•  provide  more  active  supervision  over  contract  audits; 

•  ensure  that  the  work  of  Field  Representatives  and  contract  auditors  is 
reviewed  by  Internal  Audit;  and 

•  ensure  that  program  management  continues  to  take  the  necessary 
action  to  monitor  program  and  client  eligibility,  resolve  unsettled 
accounts  and  recover  overpayments. 
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Health  Care.  The  final  settlement  of  accounts  with  the  provinces  for  Hospital 
Insurance  and  Medical  Care,  under  the  shared-cost  arrangements  that  terminated 
March  31,  1977,  will  require  several  years.  From  April  1,  1977,  for  at  least  a  five- 
year  period,  cash  contributions  and  income  tax  points  are  being  transferred  to  the 
provinces  in  accordance  with  new,  complex  federal-provincial  fiscal  arrange- 
ments. As  a  result,  payments  allocated  to  this  Department  and  to  post-secondary 
education  could  be  displayed  and  explained  more  effectively  if  they  were 
supported  in  the  Estimates  and  Public  Accounts  by  a  comprehensive  schedule 
providing  cash  and  non-cash  costs  and  comparative  information  reflecting 
payments  under  previous  fiscal  arrangements. 

Medical  Services.  There  are  plans  to  address  some  of  the  elements  of  the  Medical 
Services  Program,  such  as  the  elegibility  for  services,  that  are  the  most  difficult 
to  manage  and  control  effectively.  In  addition  there  are  plans  to  correct 
numerous  detailed  weaknesses  identified  in  many  regional  offices  and  treatment 
centres  and  provide  improved  information  to  managers  by  re-orienting  the  existing 
financial  reporting  to  complement  a  new  performance  measurement  system. 
There  is  also  a  need  for  continuous  central  review  of  regionally  negotiated  per  diem 
treatment  and  service  rates  obtained  from  provincial  hospital  insurance  plan 
officials. 

Fitness  and  Amateur  Sport.  In  the  past  year  there  have  been  major  initiatives 
taken  to  improve  serious  inadequacies  in  program  and  financial  management  and 
to  follow  up  on  contributions  not  adequately  accounted  for  by  recipients.  A 
comprehensive  systems  improvement  program  is  being  implemented,  the  success 
of  which  will  depend  upon  the  continuing  support  of  all  senior  staff. 

Payroll.  The  adequacy  of  controls  over  payroll  is  inconsistent  among  the 
Branches.  The  best  locations  provide  an  adequate  base  for  a  well  controlled 
payroll  system,  but  stronger  central  direction  and  numerous  technical  improve- 
ments are  required  to  improve  cost  information  and  eliminate  current 
opportunities  for  undetected  error. 

Grants  and  contributions.  A  number  of  minor  weaknesses  and  inconsistencies  in 
control  in  the  National  Welfare,  Family  Planning  and  National  Health  Research 
and  Development  grants  and  contributions  illustrate  the  need  to  ensure  that  there 
is  an  effective,  independent  review  and  monitoring  function  over  the  Department's 
smaller  grants  and  contributions  programs. 

Medical  Research  Council.  Our  audit  revealed  that  there  are  good  controls  over 
the  payment  of  grants  and  scholarships.  It  also  indicated  the  need  for  the 
comprehensive  documentation  of  financial  responsibilities  and  procedures  and  for 
the  appointment  of  an  experienced  senior  financial  officer  who  would  report 
directly  to  the  President  and  not  have  major  program  responsibilities. 


Department  of  National  Revenue  -  Customs  and  Excise  (Chapter  18) 

The  Customs  component  of  the  Department  of  National  Revenue  -  Customs  and 
Excise  is  divided  into  two  main  Branches: 
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•  the  Customs  Programs  Branch,  responsible  for  developing  policies  and 
programs  to  provide  for  the  administration  of  a  number  of  related  Acts 
of  Parliament;  and 

•  the  Field  Operations  Branch,  responsible  for  examining  goods,  persons 
and  vehicles  entering  or  leaving  Canada  and  assessing  and  collecting 
import  duties  and  taxes  through  a  regional  organization  with  more  than 
650  locations  across  Canada. 

In  1976-77,  the  Department  had  authorized  9,740  man-years,  spent  $186.6  million 
and  collected  revenues  of  $7,985.7  million. 

Our  audit  sought  to  assess  the  adequacy  of  the  Department's  controls  over  the 
assessment,  collection  and  allocation  of  Customs  revenue,  including  its  internal 
audit  activities. 

In  considering  our  findings,  it  is  important  to  note  that  the  Customs  system  is 
based  on  self  assessment  by  importers,  their  agents,  carriers  and  others. 
Accordingly,  the  Customs  system  is  designed  to: 

•  encourage  compliance  and  deter  evasion  of  payment  of  duties  and 
taxes; 

•  detect  unintentional  errors  and  collect  proper  payments;  and 

•  detect  deliberate  fraud  and  impose  penalties. 

The  system  must  be  responsive  to  the  needs  of  importers  but  also  provide  an 
acceptable  level  of  control  Striking  an  appropriate  balance  between  the  two 
involves  a  great  deal  of  judgment  and  careful  selection  of  appropriate  controls. 

In  general,  we  found  that  the  Department  had  identified  certain  deficiencies  in 
financial  management  and  control  and  had  initiated  measures  for  improvement, 
including  systems  to  enhance  its  ability  to  cope  with  increases  in  workload. 
However,  there  is  still  considerable  scope  for  further  improvement,  particularly  in 
the  areas  discussed  below. 

Study  of  Procedures  in  Cost  Effectiveness.  Under  the  self-assessment  system, 
those  responsible  for  controlling  commercial  imports  need  to  know: 

•  the  amount  of  revenue  that  could  be  collected,  with  100%  compliance, 
compared  to  what  is  actually  received;  and 

•  the  Department's  effectiveness  in  enforcing  other  Acts  intended  to 
provide  protection  for  Canadian  industry  and  society,  but  which  are 
not  revenue  oriented. 

Although  the  Department  has  established  objectives  for  its  Customs  sub-program, 
we  found  that  it  had  not  developed  effectiveness  indicators  for  such  major 
operations    as    its    examination,    assessment,    investigation,  and    drawbacks    and 
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refunds  activities.  There  is  no  system  in  place  to  measure  the  degree  to  which 
correct  revenue  is  being  collected  as  a  result  of  these  operations. 

Since  1970,  the  Department  has  been  defining  performance  measures  using 
engineered  standards.  Efforts  to  record  and  communicate  performance  measure- 
ment data  have  been  made  but  have  achieved  only  limited  success.  Managers 
generally  have  made  little  use  of  such  data  because  the  form  and  content  of  the 
reports  did  not  facilitate  detailed  resource  allocation  decisions.  The  Department 
is  aware  of  these  problems  and  is  attempting  to  address  their  root  cause  as  it 
reconsiders  its  approach  to  performance  measurement. 

Controls  in  the  Customs  revenue  system.  We  examined  departmental  controls 
over  the  examination  and  inland  movement  of  goods,  which  begins  with  the  entry 
of  goods  and  ends  with  the  presentation  by  importers  of  documents  requesting 
their  release.  We  found  there  is  no  systematic  approach  to  the  selection  of  goods 
for  comparison  with  entry  documents  and  no  use  of  statistical  sampling 
techniques.  Documentation  of  inspection  results  is  not  sufficiently  detailed  and 
subsequent  assessment  of  declarations  may  therefore  be  incorrect. 

A  strong,  well-defined  system  of  control  over  cargo  documents  is  needed  to  ensure 
an  accurate  inventory  of  goods  until  they  are  subsequently  acquitted  by 
declaration  and  payment.  We  found  fundamental  weaknesses  in  the  procedures  for 
controlling  documents  at  inland  ports  of  clearance  including  inadequate  physical 
security  and  deficiencies  in  acquittal  procedures. 

The  Department  has  recognized  a  number  of  problems  in  the  Customs'  accounts 
receivable  systems  and  has  taken  steps  to  improve  internal  control  over  this  area. 

We  examined  procedures  for  the  collection  of  customs  taxes  and  found  inadequate 
segregation  of  duties  and  inadequate  supervisory  review.  We  also  found  that  in 
some  cases  government  regulations  are  not  always  followed  and  security  over 
records  is  not  adequately  controlled.  In  addition,  collection  reports  are  not 
sufficiently  detailed  to  act  as  a  secondary  control  over  collection  operations  or  to 
serve  as  a  management  tool  on  the  use  of  staff. 

We  examined  the  Department's  procedures  for  controlling  approximately  1,200 
privately-owned  bonded  warehouses.  Such  warehouses  permit  importers  to  pay 
duties  and  taxes  as  goods  are  used  rather  than  at  the  time  of  import.  We  found 
weaknesses  in  the  criteria  used  in  selecting  warehouses  for  inspection  and  in  the 
inspection  procedures  themselves,  resulting  in  a  risk  that  the  inspection  function 
is  not  effectively  deterring  non-compliance  or  detecting  accidental  errors.  The 
Department  is  preparing  procedures  to  rectify  the  situation. 

The  bulk  of  customs  revenue  is  subject  to  an  assessment  process  involving  the 
appraisal  of  complex  import  entry  documents.  Commodity  Specialists  review  the 
majority  of  entries  over  prescribed  value  limits.  The  use  of  arbitrary  limits  and 
the  adjustment  of  these  limits  by  regions  based  on  their  workload  may  be  having  a 
detrimental  effect  on  Customs'  ability  to  assess  and  therefore  collect  revenues 
owing.  Supervisory  processes  are  not  adequately  controlling  the  output  and 
quality   of   the    assessment    function.      Staffing   arrangements    to    meet   regional 
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volumes  of  work  are  inadequate  as  is  the  level  of  training  progams  for  all 
employees  in  the  assessment  function.  Our  audit  demonstrated,  through  a 
statistical  determination  of  the  assessment  revenue  gap,  that  practical  means  are 
available  for  quantifying  the  effectiveness  of  the  assessment  function.  Similar 
tests  should  be  applied  to  measure  the  effectiveness  of  the  Department's  other 
operations,  such  as  the  examination  of  goods,  investigations,  the  post-audit  carrier 
system  and  drawbacks  and  refunds. 

We  reviewed  the  procedures  followed  by  regional  units  for  processing  importers' 
claims  for  recovery  of  duty  paid  (drawback)  or  the  forgiveness  of  duties  otherwise 
payable  (remission).  Last  year  this  activity  accounted  for  repayments  in  excess  of 
$260  million.  The  Department  has  initiated  improvements  in  internal  control  over 
processing  of  and  accounting  for  refunds.  There  are,  however,  areas  where 
controls  remain  weak,  including  procedures  for  claim  verification,  supervisory 
review,  rotation  of  auditors  and  physical  security.  There  are  similar  weaknesses 
in  the  remission  system,  which  the  Department  has  recognized  and  is  planning  to 
remedy  in  1980. 

Computerized  Cargo  Entry  Processing  and  Collection  System.  We  also  examined 
the  adequacy  of  organizational,  management  and  financial  controls  over  the 
Department's  computerized  Cargo  Entry  Processing  and  Collection  System 
(CEPACS).  At  the  time  of  our  review,  CEPACS  had  become  operational  in  a  pilot 
region  and  the  Department  was  considering  further  implementation.  During  the 
last  year  the  Department  made  a  number  of  important  changes  to  up-grade 
management  controls  over  the  development  of  this  system.  However,  our  review 
found  that  existing  controls  gave  only  minimal  protection  against  fraud  and 
certain  types  of  error.  We  also  concluded  that  further  testing  of  the  system's 
ability  to  improve  revenue  assessment  and  collection  is  required  before  it  is 
expanded  further. 

Internal  audit.  The  internal  audit  function  has  an  authorized  staff  of  65  man- 
years  and  a  budget  of  over  $1.6  million.  Senior  management  has  instituted  a 
number  of  improvements,  including: 

•  the  establishment  of  suitable  terms  of  reference; 

•  a  consolidated  organization; 

•  clear  lines  of  reporting;  and 

•  a  review  process  through  an  audit  committee. 

Although  these  actions  are  positive,  we  concluded  that  Internal  Audit  was  not 
giving  the  Department  the  support  it  needs.  It  has  not  yet  conducted  enough 
audits  that  recognize  the  degree  of  risk  and  exposure  inherent  in  the  nature  of 
customs  operations,  and  necessary  audit  techniques  and  procedures  have  not  yet 
been  fully  developed.  Similarly,  until  significant  improvements  are  made,  some  of 
which  are  currently  under  way,  the  degree  of  reliance  this  Office  can  place  on  the 
work  performed  by  the  internal  audit  staff  will  not  be  sufficient  to  materially 
alter  the  nature,  timing  and  extent  of  our  audit  work  on  Customs  activities. 
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Department  of  Transport  (Chapter  19) 

The  Department  of  Transport  is  one  of  the  larger  and  more  complex  departments 
of  the  Government,  accounting  for  20,929  man-years  and  $1,017  million  in 
expenditures  for  the  1977-78  fiscal  year,  excluding  payments  to  related  agencies 
and  Crown  corporations.  The  Department  consists  of  a  Headquarters  and  three 
Administrations  -  Air,  Marine  and  Surface  -  which  are  further  sub-divided  into 
some  2,000  responsibility  and  cost  centres  responsible  for  over  110  separate  sub- 
activities.  In  addition,  the  Minister  is  responsible  for  13  other  entities  including 
Crown  corporations  and  agencies. 

Our  1977-78  audit  of  the  Department  covered  the  following  areas: 

accounting  procedures  and  internal  controls,  including  compliance  with 
various  legislative  requirements; 

internal  audit; 

planning  and  acquisition  of  capital  assets  for  seven  major  projects; 

controls  over  fixed  assets; 

management  of  human  resources; 

Airports  Revolving  Fund; 

National  Harbours  Board; 

St.  Lawrence  Seaway  Authority; 

Seaway  International  Bridge  Co.  Ltd.; 

four  Pilotage  Authorities;  and 

Northern  Transportation  Company  Limited. 


Accounting  procedures  and  internal  controls.  Extensive  audit  work  was  performed 
within  the  Department  to  assist  the  Audit  Office  in  forming  an  opinion  on  the 
financial  statements  of  the  Government  of  Canada.  In  the  course  of  carrying  out 
this  work,  we  noted  a  number  of  weaknesses  in  accounting  procedures  and  internal 
controls.  The  following  weaknesses  were  significant  enough  to  warrant  inclusion 
in  our  annual  Report: 

•  No  agreement  had  been  signed  establishing  the  terms  and  conditions 
under  which  the  Canadian  National  Marine  Corporation  will  operate 
certain  ferry  services. 

•  The  Department  has  been  letting  contracts  for  translation  services 
without  the  authorization  of  the  Translation  Bureau. 

•  Failure  to  terminate  a  charter  agreement,  when  the  vessel  concerned 
became  unserviceable,  resulted  in  unnecessary  payments  of  $100,000. 
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•  Variances  between  actual  and  budgeted  figures  are  not  always  being 
analysed  by  the  managers  concerned,  to  determine  the  causes  and  the 
corrective  action  required. 

•  Approved  procedures  for  the  authorization  of  payment  requisitions  are 
not  always  being  followed. 

Internal  audit.  The  Department  spent  some  $1.5  million  on  internal  auditing  in 
1977-78  employing  about  50  audit  man-years,  excluding  seconded  non-audit  staff. 
We  reviewed  the  operations  of  the  Financial  Audit  and  Review  Branch,  the  three 
Operations  Review  Branches  and  the  Evaluation  Branch.  We  did  not  examine  the 
functional  review  groups,  the  Cost  Reduction  Task  Force  or  the  Contract  Review 
Board. 

As  a  result  of  our  review,  we  concluded  that  significant  improvements  are 
required  in  the  operations  of  the  Financial  Audit  and  Review  Branch  before  its 
work  will  allow  our  Office  to  materially  alter  the  nature,  timing  or  extent  of  our 
audit  work.   The  more  important  weaknesses  noted  are  as  follows: 

•  The  fact  that  the  head  of  the  Financial  Audit  and  Review  Branch 
reports  to  an  individual  who  is  also  responsible  for  the  financial 
function  could  result  in  a  lack  of  independence  and  objectivity. 

•  The  audit  plan  suffered  from  a  number  of  deficiencies  in  that  it    did 
not  include  all  auditable  elements,  did  not  take  into  account  high  risk 
factors,  costs  versus  benefits  of  certain  types  of  audits  and  expected 
staff  resources.   It  had  not  been  approved  by  senior  management  or  the 
audit  committee. 

•  Working  papers  did  not  include  adequate  documentation  on  scope  of 
work  to  be  performed,  reasons  for  performing  work  and  the  basis  of 
sample  selection. 

Improvements  are  also  required  to  enhance  the  effectiveness  of  the  three 
Operations  Review  Branches.    We  noted  the  following  weaknesses  in  this  area: 

•  With  the  number  of  units  to  be  reviewed  and  the  resources  available, 
the  Branches  will  not  be  able  to  carry  out  satisfactorily  their  mandate 
of  reviewing  units  within  a  three-year  cycle. 

•  The  present  reporting  relationship  of  the  head  of  the  Marine 
Operations  Review  Branch  does  not  ensure  that  adequate  emphasis  and 
support  is  given  to  the  audit  function. 

•  There  is  a  need  to  develop  a  consistent  policy  on  the  types  of  staff  to 
be  employed  in  the  Branches. 

•  A  need  exists  to  establish  standard  procedures  for  the  performance  of 
operational  reviews. 
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The  mandate  of  the  Evaluation  Branch  established  it  as  a  "special  projects  group" 
in  contrast  to  other  internal  audit  units.  The  continued  development  of  this 
Branch  should  enhance  procedures  to  measure  and  report  on  program  effective- 
ness. At  the  same  time,  the  fact  that  the  Director  General  of  Programming  and 
Evaluation  is  responsible  for  the  programming  function  and  for  both  the 
Evaluation  Branch  and  one  of  the  Operations  Review  Branches  means  that  one 
individual  is  responsible  for  both  a  challenge  and  a  post-audit  function.  This 
situation  is  a  potential  conflict  of  responsibility. 

The  announcement  by  the  Deputy  Minister,  subsequent  to  our  review,  of  his 
intention  to  chair  the  Audit  and  Operations  Review  Committee,  hold  monthly 
meetings  and  expand  the  Committee's  terms  of  reference  should  do  much  to 
increase  the  effectiveness  of  both  the  Committee  and  the  internal  audit  function. 

Planning  and  acquisition  of  capital  assets.  Our  audit  included  an  examination  of 
seven  capital  projects  carried  out  by  the  Department,  some  of  which  had  been 
initiated  as  long  as  seven  or  eight  years  ago.  These  examinations  formed  a  major 
part  of  the  government-wide  review  of  capital  projects  comprising  one  aspect  of 
the  Study  of  Procedures  in  Cost  Effectiveness.  The  results  of  that  review  are 
reported  in  detail  in  Chapter  3  and  summarized  in  Part  1  of  this  Conspectus. 

Our  audit  of  the  projects  in  the  Department  of  Transport  disclosed  many  of  the 
same  deficiencies  revealed  in  the  government-wide  study.  Our  general  conclusion 
was  that  five  of  the  projects  did  not  achieve  a  reasonable  standard  of  due  regard 
for  economy.  The  Department  has  recognized  that  these  deficiencies  exist  and 
has  introduced  a  number  of  initiatives  to  improve  its  capital  acquisition 
procedures. 

Control  over  fixed  assets.  The  Department  maintains  a  broad  range  of  fixed 
assets  (icebreakers,  aircraft,  telecommunications  equipment,  etc.)  estimated  to 
cost  in  excess  of  $3,000  million.  Responsibility  for  their  custody  is  delegated 
by  the  Deputy  Minister  through  the  three  Administrators  to  the  Responsibility 
Centre  Managers  who  use  them.  Physical  controls  and  accounting  procedures  are 
specified  in  the  Department's  supply  manual. 

Our  examinations  disclosed  a  number  of  weaknesses,  including: 

•  deviations  from  established  procedures,  such  as  physical  counts  not 
done,  asset  records  not  reconciled  to  financial  control  accounts  and 
assets  on  hand  not  reflected  in  the  records; 

•  inadequate  recording  of  certain  classes  of  assets;  and 

•  a  lack  of  basic  controls  to  ensure  that  present  records  and  systems  are 
integrated  with  the  new  Fixed  Asset  Accounting  System  -  Transport. 

Human  resource  management.  Our  review  of  the  management  of  human  resources 
was  undertaken  to  explore  the  concept  of  value  for  money  in  this  area.  Initially, 
we  examined  almost  the  entire  field  but,  because  of  its  breadth,  our  emphasis  was 
eventually  narrowed  to  manpower  and  organization  planning,  and  training  and 
development.    The  Department  is  aware  of    most  of  the  problems  identified. 
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In  general,  our  examination  revealed  no  major  problems  in  classification,  staffing 
and  attendance,  or  leave  and  overtime.  We  found  no  evidence  that  the  Department 
had  failed  to  conform  to  the  policies  of  the  Treasury  Board  and  Public  Service 
Commission  in  the  training  and  development  or  the  manpower  and  organization 
planning  areas. 

At  the  same  time,  significant  matters  we  identified  in  the  manpower  and 
organization  planning  area  included: 

•  There  is  a  need  to  maintain  the  momentum  generated  by  the 
Department's  Cost  Reduction  Task  Force  by  incorporating  this  type  of 
rigorous  approach  into  either  the  Operations  Review  or  the 
Programming  activity. 

•  A  need  exists  to  assess  the  various  manpower  planning  approaches  now 
in  use  and  adopt  one  of  them,  or  further  variation,  for  each 
organizational  unit  in  the  Department  and  to  link  this  approach  closely 
to  the  Department's  strategic  planning  process. 

•  The  performance  appraisal  processes  do  not  place  sufficient  emphasis 
on  the  achievement  of  job  goals  and  there  is  no  adequate  means  of 
measuring  the  degree  to  which  goals  are  being  achieved. 

Although  much  of  the  groundwork  has  been  laid  for  an  effective  training  and 
development  function,  the  Department  still  lacks  an  adequate  system  for 
identifying  training  needs.    Some  of  the  more  important  deficiencies  include: 

•  lack  of  guidance  to  managers  in  identifying  training  needs; 

•  lack  of  evaluation  of  cost  effectiveness  of  both  new  and  existing 
training  courses; 

•  an  inadequate  system  for  recording  the  costs  of  its  training  and 
development  activities;  and 

•  an  inadequate  method  of  forecasting  the  level  of  training  activity. 

The  Department  is  well  aware  of  most  of  the  deficiencies  outlined  above  and  a 
number  of  initiatives  currently  under  way  promise  to  improve  substantially  its 
human  resource  management  system. 

Airports  Revolving  Fund.  My  opinion  on  the  financial  statements  of  the  Airports 
Revolving  Fund  was  qualified  as  follows: 

•  Development  costs  of  the  Pickering  Airport  Project  have  been 
capitalized  and  shown  as  deferred  development  costs  on  the  balance 
sheet.  This  is  no  longer  appropriate  and  had  this  not  been  done,  assets 
and  retained  earnings  would  have  been  decreased  by  $54.7  million  and 
the  loss  for  the  year  increased  by  $10.7  million. 
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•  Management  has  advised  that  the  reported  losses  at  Mirabel  Airport 
($51.5  million  for  the  year  and  $119.7  million  since  its  opening)  are 
anticipated  to  continue  for  the  foreseeable  future  and  continued 
financial  support  by  Parliament  is  essential.  Recovery  by  the  Fund  of 
the  $291.7  million  investment  in  facilities  and  equipment  depends  on 
the  success  of  future  operations. 

•  No  provision  has  been  made  in  the  accounts  for  termination  benefits 
accruing  to  employees. 

When  the  Fund  was  established  in  1969,  an  administrative  decision  was  made  to 
exclude  from  the  accounts  of  the  Fund  expenditures  related  to  air  traffic  control 
and  telecommunications  and  electronics  services  (estimated  at  $17.8  million  for 
1976-77),  contrary  to  Treasury  Board  Circular  No.  1970-7. 

National  Harbours  Board.  In  prior  years,  my  opinion  on  the  Board's  financial 
statements  was  qualified.  During  1977,  the  Board  reviewed  its  fixed  assets  and 
recorded  a  special  depreciation  charge  of  approximately  $134  million.  As  a  result, 
it  was  no  longer  necessary  to  qualify  my  opinion.  During  our  examination,  we 
noted  that  delays  in  obtaining  Governor  in  Council  approval  for  the  award  of  a 
construction  project  resulted  in  a  failure  to  meet  the  expiry  date  of  the  60-day 
period  during  which  the  low  bidder  was  committed  to  his  tender.  New  tenders 
were  called  and  the  cost  of  the  project  increased  approximately  $200,000  because 
Governor  in  Council  authorization  was  not  obtained  on  a  timely  basis. 

St.  Lawrence  Seaway  Authority.  In  prior  years,  my  opinions  on  the  Authority's 
financial  statements  were  qualified  because  of  a  failure  to  provide  for 
depreciation  on  depreciable  assets  and  to  accrue  employee  termination  benefits. 
These  deficiencies  have  been  rectified. 

Pilotage  Authorities.  An  audit  was  performed  on  each  of  the  four  Pilotage 
Authorities  in  1977-78.  My  opinions  on  their  financial  statements  contained  no 
qualifications. 

Northern  Transportation  Company  Limited.  My  opinion  on  the  financial  state- 
ments of  Northern  Transportation  Company  Limited  contained  no  qualifications. 
During  our  examination  we  noted  a  number  of  minor  weaknesses  in  accounting 
procedures  and  internal  controls  which  have  been  reported  to  the  Company  with 
our  recommendations  for  remedial  action. 
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Opinion  and  Observations  on  the  Financial  Statements  of  the  Government  of 
Canada  (Appendix  C) 

This  year,  for  the  first  time,  I  am  expressing  an  opinion  on  information  presented 
in  the  financial  statements  of  the  Government  of  Canada  in  accordance  with  the 
requirements  of  the  new  Auditor  General  Act.  My  opinion  is  included  with  the 
financial  statements  in  Section  2  of  Volume  I  of  the  1978  Public  Accounts  and 
reads,  in  part,  as  follows: 

"In  my  opinion,  these  financial  statements  present  information  in 
accordance  with  the  stated  accounting  policies  of  the  Government  of 
Canada  as  set  out  in  Note  1  to  the  financial  statements  and  on  a  basis 
consistent  with  that  of  the  preceding  year  except  for  the  change  in  the 
basis  of  translating  to  Canadian  dollars  the  assets  and  liabilities 
denominated  in  foreign  currencies  which  is  set  out  in  Note  3  (i)  to  the 
financial  statements  and  with  which  I  concur. 

I  have  the  following  reservations  concerning  certain  of  the  stated 
accounting  policies  of  the  Government  of  Canada  which,  in  my  opinion, 
affect  the  fairness  of  the  information  presented  in  the  financial 
statements.  I  have  commented  on  the  matters  described  in  these 
reservations  in  previous  Reports  to  the  House  of  Commons. 

•  As  a  result  of  the  inclusion  of  certain  balances  identified  in 
Notes  5  and  7  to  the  financial  statements  and  designated  for 
deletion  from  the  accounts,  assets  and  liabilities  are  overstated 
by  $3,481  million  and  $52  million  respectively.  There  is  an 
allowance  for  losses  on  the  realization  of  assets  of  $546  million; 
however,  this  is  a  general  allowance  against  all  classes  of  assets. 

•  All  Crown  corporations  named  in  Schedules  C  and  D  to  the 
Financial  Administration  Act  are  excluded  from  the  accounting 
entity  of  the  Government  of  Canada.  In  my  view,  certain  of 
these  corporations  should  not  be  excluded  from  the  entity 
because  they  engage  in  government-type  activities  and  are 
financially  dependent  on  the  public  purse.  If  such  corporations 
were  included,  the  reported  value  of  loans  to  and  investments  in 
them  would  be  reduced  to  the  extent  it  represents  amounts,  such 
as  capital  expenditures,  that  would  have  been  charged  to 
budgetary  expenditure  under  the  Government's  stated  accounting 
policies.  (These  loans  and  investments  include  certain  amounts 
which  are  described  below  as  being  questionable  on  other 
grounds.) 

•  Certain  Crown  corporations  have  a  history  of  deficits  and  lack 
sufficient  revenues  to  repay  their  indebtedness  to  Canada.  Loans 
to    and    investments    in    these    corporations,    totalling    $1,325 
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million,  are  questionable  on  these  grounds.  The  reported  value  of 
loans  to  developing  countries  and  loans  to  and  subscriptions  in 
international  development  associations,  amounting  to  $2,490 
million,  is  questionable  since  by  their  terms  these  loans  and 
subscriptions  have  the  characteristics  of  grants  or  contributions. 
Under  the  Government's  stated  accounting  policies  grants  and 
contributions  are  recorded  as  budgetary  expenditures  rather  than 
assets." 

Further  information  and  comments  respecting  these  reservations  are  included  in 
my  observations  on  the  financial  statements  in  Section  3  of  Volume  I  of  the  1978 
Public  Accounts.  These  observations  also  comment  on  the  information  which,  in 
my  view,  should  be  included  as  a  part  of  the  financial  statements  of  the 
Government  submitted  for  audit  and  on  the  progress  made  by  the  Government  in 
implementing  the  recommendations  of  the  Study  of  the  Accounts  of  Canada,  both 
of  which  are  summarized  below. 

The  addition  of  the  following  information  to  the  audited  financial  statements 
would  help  to  provide  the  reader  with  a  more  complete  and  useful  summary  of  the 
Government's  financial  position  and  operations: 

•  a  statement  displaying  sources  and  uses  of  the  Government's  financial 
resources; 

•  a  summary  of  the  use  of  non-budgetary  appropriations,  by  department, 
for  loans,  investments  and  advances  (The  Government  intends  to 
include  such  a  summary  with  the  1978-79  financial  statements.); 

•  a  summary  of  major  commitments  related  to  future  expenditures  (such 
as  long-term  contractual  obligations,  agreements  to  purchase  capital 
assets  and  international  commitments). 

In  1976,  the  Standing  Committee  on  Public  Accounts  endorsed  the  41  recommen- 
dations of  the  Study  of  the  Accounts  of  Canada  and  recommended  that  the 
Treasury  Board  implement  them  as  soon  as  it  was  technically  possible  to  do  so. 
Since  that  date,  a  number  of  the  Study's  recommendations  have  been  implemented 
and  some  action  has  been  initiated  on  most  others.  In  my  observations,  I  have 
identified  significant  recommendations  that  are  not  yet  implemented.  The 
implementation  of  these  recommendations  has  not  progressed  in  accordance  with 
the  timetable  that  I  was  advised  of  and  reported  on  last  year.  A  number  of 
completion  dates  have  been  postponed  and  much  remains  to  be  done. 

Observations  on  Crown  Corporations  and  Other  Entities  (Chapter  20) 

In  1978,  I  qualified  my  reports  on  certain  Crown  corporations  and  other  entities, 
for  the  following  reasons: 


61 


Other  Audit  Observations 


•  The  scope  of  my  examination  was  limited. 

•  Deficiencies  or  inconsistencies  existed  in  the  application  of  stated 
accounting  principles. 

•  Proper  books  of  account,  which  agreed  with  the  financial  statements 
presented  for  audit,  had  not  been  kept. 

•  Not  all  of  the  entity's  transactions  that  came  to  my  attention  were 
within  its  statutory  powers. 

The  more  significant  of  the  qualifications  in  my  reports  on  Crown  corporations  or 
other  entities  are  summarized  below: 

•  Agricultural  Stabilization  Board.  The  Board  operates  a  Cattle  Stabili- 
zation Program,  intended  to  reimburse  producers  of  cattle  sold  for 
slaughter  for  costs  in  excess  of  the  support  price.  Proof  of  slaughter 
documents  were  not  retained  by  the  Board;  consequently  we  were 
unable  to  verify  the  propriety  of  claims  against  which  payments 
amounting  to  approximately  $38  million  were  made. 

•  Canadian  Arsenals  Limited.  The  Company  uses  fixed  assets  which  cost 
approximately  $22.8  million,  but  does  not  record  on  its  balance  sheet 
those  purchased  out  of  its  annual  parliamentary  appropriations. 
Failure  to  include  in  the  statement  of  operations  a  charge  for  the  use 
of  these,  and  other  fixed  assets  paid  for  by  the  Government  of  Canada 
before  the  Company  was  established,  led  to  an  understatement  of  the 
Company's  net  loss  for  the  year  and  its  deficit  as  at  March  31,  1978. 

•  Canadian  Broadcasting  Corporation.  The  Corporation  is  required  to 
obtain  the  approval  of  the  Governor  in  Council  before  entering  into  a 
lease  or  other  agreement  respecting  real  property  which  involves  an 
expenditure  in  excess  of  $250,000.  Amendments  to  a  leasing 
agreement  for  office  space  in  Paris,  France,  raised  the  amount  of  rent 
payable  over  a  three-year  period  to  $344,000,  but  the  Corporation 
inadvertently  failed  to  obtain  the  necessary  approval  before  under- 
taking the  commitment. 

•  Canadian  Commercial  Corporation.  The  Corporation  is  a  defendant  in 
a  legal  action  claiming  damages  of  about  $8  million  relating  to 
termination  of  a  portion  of  a  contract.  Although  legal  counsel  is  of  the 
opinion  that  the  Corporation  will  be  successful,  the  outcome  is  still 
uncertain  and  any  possible  adverse  effect  on  the  Corporation's 
financial  position  will  not  be  known  until  the  litigation  has  been 
resolved. 

•  Canadian  Patents  and  Development  Limited.  The  Company's  principal 
source  of  revenue  is  the  collection  of  royalties  charged  for  the 
licensing  of  industrial  and  intellectual  property  resulting  from  publicly 
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funded  research  and  development.  Since  no  arrangements  have  been 
made  for  independent  audits  of  licensees'  financial  returns,  we  were 
unable  to  verify  the  amount  of  royalty  income  earned,  as  reported  by 
the  Company. 

•  Defence  Production  Revolving  Fund.  The  Fund's  financial  statements 
include  an  amount  of  $1.7  million,  representing  the  unpaid  balance  of  a 
loan  of  $3.9  million  made  in  1972  to  a  contractor  providing  services  to 
the  Canadian  Commercial  Corporation.  The  Fund  has  initiated  legal 
action  claiming  the  loan  was  due  August  4,  1976.  The  outcome  is 
uncertain  and  the  collectibility  could  not  be  ascertained. 

•  National  Capital  Commission.  The  Commission  charges  the  entire  cost 
of  fixed  assets  '"o  expense  in  the  year  of  disposal  or  retirement  rather 
than  providing  1jr  annual  depreciation  on  fixed  assets  susceptible  to 
deterioration  and  obsolescence. 

•  Supply  Revolving  Fund.  Some  revenues  accruing  to  the  Fund  are 
reported  as  deferred  revenues,  even  though  they  should  be  included  in 
the  same  fiscal  period  as  that  in  which  related  costs  are  incurred.  As 
a  result  of  this  practice,  deferred  revenues  are  overstated  and  retained 
earnings  correspondingly  understated. 

•  Statistics  Canada  Revolving  Fund.  In  1976,  Statistics  Canada  agreed 
to  carry  out  a  project  involving  provision  of  statistical  services  to  the 
Department  of  National  Health  and  Welfare.  The  estimated  cost  of 
$308,000  was  payable  in  advance  and,  on  completion  of  the  project,  the 
Department  was  billed  an  additional  $92,000,  which  it  has  refused  to 
pay.  Although  the  collectibility  of  the  fee  is  uncertain,  the  Fund's 
balance  sheet  for  the  year  ended  March  31,  1978,  records  the  full 
amount  as  an  asset  with  no  provision  for  loss. 

Observations  Reported  Under  Section  7  of  the  Auditor  General  Act  (Chapter  21) 

The  following  paragraphs  contain  a  summary  of  observations  that  are  reported  in 
accordance  with  Section  7  of  the  Auditor  General  Act  but  have  not  been  included 
elsewhere  in  the  Report. 

•  Loss  through  fraud.  Weaknesses  in  financial  controls  exercised  by  the 
Canadian  Broadcasting  Corporation  contributed  to  the  misappropria- 
tion of  $87,500  by  an  employee  between  1971  and  1977.  The 
Corporation  has  since  issued  procedures  to  strengthen  its  controls  in 
that  location  and  has  endeavoured  to  recover  all  or  part  of  the 
embezzled  funds.  The  employee  was  not  covered  by  the  Corporation's 
blanket  fidelity  bond  because  of  a  previous  criminal  record. 
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Improper  charges  to  an  appropriation.  The  Canadian  International 
Development  Agency  improperly  charged  to  its  1977-78  appropriation 
payments  totalling  $9.6  million  made  in  respect  of  grain  shipped  after 
March  31,  1978.  The  Canadian  Wheat  Board's  invoices  stated  that  the 
grain  had  already  been  loaded,  while  in  fact  loading  took  place  in  April 
and  May  1978. 

Unnecessary  costs.  Because  approval  was  granted  by  the  Fisheries  and 
Marine  Service  to  a  flood  control  project  in  British  Columbia  without 
taking  into  account  its  ecological  impact,  the  Department  of  the 
Environment  incurred  unnecessary  construction  costs  of  $568,000  when 
a  portion  of  the  project  was  terminated.  Moreover,  the  Indian  band, 
whose  land  would  have  been  protected  by  the  project,  is  seeking 
compensation  from  the  Department. 

Inadequate  accounting  and  control  procedures.  The  Indian  Economic 
Development  Fund  provides  advisory  services,  grants,  contributions, 
loan  guarantees  and  direct  loans  for  the  purpose  of  creating  business 
and  employment  opportunities  for  Indians.  We  found  serious  weak- 
nesses in  the  administration  of  the  Fund,  which  resulted  in  the 
continued  funding  of  projects  that  are  not  viable  and  the  consequent 
uneconomic  use  of  public  funds.  Weaknesses  in  the  computerized  loan 
system  result  in  our  being  unable  to  determine  the  accuracy  of  the 
recorded  balance  of  loans.  Loans  over  $5,000  have  been  deleted 
without  parliamentary  authority.  Accounts  totalling  $4  million  have 
been  reduced  and  deleted  without  being  disclosed  in  the  Public 
Accounts. 

Lack  of  authority  for  payments.  In  March  1978,  the  Department  of 
Indian  Affairs  and  Northern  Development  made  payments  totalling 
$1.7  million  on  behalf  of  the  Naskapi  Indians  for  claims  arising  from 
the  James  Bay  Development  Project.  These  payments  were  illegal, 
because  the  Agreement  authorizing  them  did  not  come  into  effect 
until  April  1978. 

Unbilled  revenue.  The  Department  of  Public  Works  administers  a 
number  of  commercial  leases,  many  of  which  contain  escalation 
clauses  requiring  tenants  to  pay  a  proportionate  share  of  increases  in 
operating  and  maintenance  costs  over  the  term  of  the  lease.  In  1975, 
1976  and  1977,  the  Department  failed  to  bill  tenants  for  such 
increases;  and  although  it  has  subsequently  issued  bills  for  amounts  due 
in  1976  and  1977,  totalling  $267,000,  it  is  unable  to  bill  tenants  for 
1975  because  cost  data  were  incomplete  for  some  buildings. 

Questionable  investment.  In  1972,  Canada  and  the  Province  of  Nova 
Scotia  agreed  to  undertake  joint  ownership  of  a  company  that  would 
carry  on  business  investment  operations  in  Nova  Scotia,  committing  $5 
million  and  $15  million  respectively  for  capitalization.  In  1972-73,  the 
Department  of  Regional  Economic  Expansion  honoured  Canada's  full 
commitment  of  $5  million  and  issued  an  advance  of  $5  million  to  the 
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Province  to  enable  it  to  make  its  initial  investment.  The  Province 
undertook  to  pay  the  remaining  $10  million  of  its  subscription  in 
quarterly  instalments  of  $500,000,  with  final  payment  to  be  made  on 
January  1,  1978.  The  Company,  Mainland  Investment  Limited,  was 
slow  to  commence  operations,  investing  its  funds  mainly  in  short-term 
securities.  As  a  result,  the  Province  of  Nova  Scotia  deferred  payment 
of  subscriptions  of  capital  totalling  $6  million  for  which  it  sought  the 
Department's  approval.  In  addition,  the  Company  issued  a  first 
mortgage  loan  secured  by  a  cruise  ship  appraised  at  $4  million.  The 
mortgager  defaulted  and  the  Company  took  possession  of  the  ship. 
Subsequently  the  mortgager  took  legal  action  against  the  Company. 
The  Company's  operations  have  been  suspended  following  a  recommen- 
dation by  the  Board  of  Directors  that  it  be  wound  up.  In  view  of  these 
questionable  aspects  of  the  Company's  operations,  the  status  of 
Canada's  investment  of  $5  million  is  uncertain. 

Unproductive  expenditure.  Reversal  of  a  government  decision  to 
introduce  a  smaller  one-cent  coin  resulted  in  the  write-off  of  $230,000 
of  expenses  incurred  by  the  Royal  Canadian  Mint  for  development  and 
production  costs  and  the  reworking  of  accumulated  inventories. 

Provision  of  meals  to  employees  without  charge.  Since  1935,  the 
Canadian  Penitentiary  Service  has  provided  without  charge  a  duty 
meal  to  penitentiary  officers  required  to  remain  in  the  institution  over 
the  noon  hour.  In  recent  years  these  officers  have  been  allowed  to 
leave  the  institution  at  lunch  time  unless  specifically  designated  to 
remain  on  duty.  Noon  meals  provided  without  charge  to  custodial 
officers  on  duty  and  to  other  penitentiary  staff,  cost  an  estimated  $1.6 
million  in  1977-78.  According  to  advice  received  from  the  Department 
of  National  Revenue,  the  Canadian  Penitentiary  Service  should  be 
reporting  an  appropriate  amount  as  a  taxable  benefit  for  the 
employees  concerned  unless  they  are  required  to  pay  for  the  meals  an 
amount  equal  to  the  direct  cost  of  the  food.  This  matter  is  currently 
being  reviewed  by  the  Canadian  Penitentiary  Service. 

Misuse  of  working  capital  advances.  The  Canadian  Penitentiary 
Service  operates  an  Operational  Stores  Working  Capital  Account,  with 
an  authorized  limit  of  $5  million,  and  a  Canteen  Revolving  Fund,  with 
an  authorized  limit  of  $255,000.  In  1977-78,  the  Operational  Stores 
Account  was  improperly  used  to  finance  the  acquisition  of  canteen 
supplies.  In  addition,  the  authorized  limit  of  the  Canteen  Account  had 
been  exceeded  for  most  of  the  year  by  amounts  ranging  from  $21,000 
to  $158,000  excluding  any  canteen  supplies  inventories  being  financed 
through  the  Operational  Stores  Account. 
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Matters  Dealt  With  in  Previous  Reports  (Chapter  22) 

The  Audit  Office  encourages  prompt  action  by  government  departments,  agencies 
and  Crown  corporations  to  remedy  deficiencies  and  irregularities  disclosed  by  our 
examinations.  For  this  purpose  we  maintain  constant  liaison  with  the  officials 
concerned  and  monitor  their  progress  in  implementing  corrective  action.  Where 
appropriate  action  has  not  been  taken  on  matters  raised  in  previous  Reports,  we 
report  the  fact  to  the  House  of  Commons,  together  with  the  reasons  given  by  the 
responsible  officials. 

The  following  matters  dealt  with  in  previous  years  are  described  in  my  1978 
Report: 

•  Oil  Import  Compensation  Program.  Since  1974  we  have  conducted  a 
continuing  inquiry  into  the  administration  of  the  Oil  Import  Compensa- 
tion Program.    In  1977-78  five  significant  items  came  to  our  attention: 

The  Energy  Supplies  Allocation  Board  has  recovered  $1.6  million 
of  a  total  of  $3.8  million  paid  in  excess  of  allowable  compensa- 
tion on  transshipped  cargoes.  The  oil  importer  from  whom  the 
$1.6  million  was  recovered  has  initiated  legal  action  for  the 
return  of  payment,  and  the  Board  has  suspended  attempts  to 
recover  the  remaining  $2.2  million,  pending  the  outcome  of  this 
action. 

An  oil  importer  has  initiated  legal  action  against  the  Energy 
Supplies  Allocation  Board  respecting  the  Board's  right  to  deduct 
more  than  $2  million  from  current  compensation  claims  to 
correct  for  a  previous  claim  error.  The  item  in  question,  bunker 
fuel,  was  previously  deductible  from  compensatory  crude  oil 
shipments,  but  the  Board  has  recently  reversed  its  decision  and 
reclassified  bunker  fuel  as  non-deductible.  The  importer  is 
arguing  that  the  amended  regulation  should  be  applied  retroacti- 
vely to  the  commencement  of  the  Oil  Import  Compensation 
Program. 

The  Energy  Supplies  Allocation  Board  was  unable  to  provide 
adequate  documentation  of  its  authority  to  make  interest 
payments  of  about  $3.1  million  to  two  oil  importers,  in  respect  of 
their  compensation  claims. 

The  Energy  Supplies  Allocation  Board  has  engaged  independent 
auditors  to  examine  the  authenticity  of  compensation  claims  and 
the  validity  of  supporting  information.  Reports  have  not  yet 
been  made  on  claims  totalling  $1,447  million,  paid  in  1975-76, 
1976-77  and  1977-78.  Also,  no  independent  audits  have  been 
performed  on  companies  audited  by  the  Board  staff  since  April 
1977.  In  our  opinion,  subject  to  the  audit  of  payments  yet  to  be 
made,  and  to  the  resolution  of  the  three  items  referred  to  above, 
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we  consider  that  payments  in  the  fiscal  year  ended  March  31, 
1978 ,  have  been  properly  processed  and  have  been  made  in 
conformity  with  applicable  legislation,  regulations  and  guide- 
lines. 

The  Energy  Supplies  Allocation  Board  monitors  the  pricing 
behaviour  of  oil  companies  to  ensure  that  they  conform  to  price 
restraints  in  effect  since  January  1,  1974.  It  also  monitors  the 
oil  industry's  compliance  with  anti-inflation  price  and  profit 
guidelines.  We  are  satisfied  that  price  levels  have  been 
maintained  in  conformity  with  pricing  regulations. 

Land  rental  by  the  Department  of  the  Environment.  In  1976  and  1977, 
I  reported  that  the  Department  of  the  Environment  was  paying 
$241,400  in  annual  rental  on  land  for  which  it  had  no  present  use,  under 
a  long-term  lease  expiring  in  2045.  An  alternative  use  for  the  land  has 
not  yet  been  found.  In  addition  to  the  rental  payment  of  $241,400  for 
1977-78,  the  Department  paid  $112,000  in  municipal  taxes  for  the 
years  1975  to  1977. 

Fisheries  Prices  Support  Board.  In  1976  and  1977  I  referred  to  weak- 
nesses in  the  administration  of  the  Fisheries  Prices  Support  Board. 
Many  of  these  weaknesses  have  been  corrected.  However,  the  Board 
has  not  implemented  detailed  procedures  for  establishing  prices  at 
which  sales  and  purchases  were  to  be  made  and  the  rate  at  which 
deficiency  payments  take  effect.  In  addition,  although  conflict  of 
interest  guidelines  have  been  drafted  they  have  not  yet  been  approved 
by  the  Board.  Also,  three  audits  of  producers'  claims  for  deficiency 
payments  revealed  that  claims  amounting  to  $400,000  were  overstated 
by  $40,000  in  one  case  and  that  an  opinion  could  not  be  expressed  on  a 
claim  of  $420,000  in  another. 

Indian  Arts  and  Crafts  Central  Marketing  Service  Revolving  Fund.      In 

1976  and  1977  I  noted  major  deficiencies  in  the  accounting  and  control 
procedures  for  the  Indian  Arts  and  Crafts  Central  Marketing  Service 
Revolving  Fund.  In  addition,  I  reported  that  the  Fund  was  not  operated 
in  accordance  with  certain  legislative  and  regulatory  requirements. 
Our  examination  of  the  Fund  for  the  year  ended  March  31,  1978, 
disclosed  that  many  of  the  problems  identified  earlier  still  exist.  We 
are  again  unable  to  determine  whether  we  could  express  an  opinion  on 
any  financial  statements  of  the  Fund  for  the  past  fiscal  year.  Because 
the  Fund  has  incurred  large  annual  losses  and  has  not  been  operated  on 
a  self-sustaining  basis,  the  Treasury  Board  has  directed  that  its 
operations  be  terminated  not  later  than  December  31,  1978. 

Contributions  to  Indian  bands.  The  Department  of  Indian  Affairs  and 
Northern  Development  has  transferred  to  Indian  bands  responsibility 
for  managing  public  funds  provided  for  various  band  programs.  For  the 
past  10  years,  we  have  referred  to  inadequacies  in  the  accounting  for 
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funds  administered  by  Indian  bands.  In  view  of  the  many  deficiencies 
that  exist,  the  continued  transfer  of  funds  to  bands  who  have  not 
properly  accounted  for  them  represents  a  major  weakness  in  the  ability 
of  the  Department  to  provide  a  satisfactory  accounting  to  Parliament. 
The  Department's  monitoring  of  procedures  has  been  inadequate. 

Radio  Engineering  Products  Limited.  In  1972,  Radio  Engineering  Pro- 
ducts Limited  was  acquired  as  satisfaction  for  debts  to  the  Crown  of 
$4.3  million.  Our  1976  Report  noted  that  a  buyer  had  not  been  found 
and  that  on  November  27,  1975,  the  Company  had  filed  a  voluntary 
declaration  of  bankruptcy,  at  which  time  the  indebtedness  to  the 
Crown  had  increased  to  $6  million.  The  Trustee  in  Bankruptcy  has 
informed  us  that  he  had  $418,000  on  deposit  at  March  31,  1978,  and 
that  the  indebtedness  to  the  Crown  was  still  outstanding. 

Advance  payments  for  film  productions.  The  National  Film  Board 
follows  the  practice  of  billing  for  all  or  part  of  its  services  in  advance, 
often  at  the  request  of  its  government  customer.  Such  pre-billed 
amounts  are  frequently  charged  against  the  current  year's  appropria- 
tions of  the  various  departments  and  agencies,  even  though  services 
have  not  been  rendered  in  that  year.  Similar  pre-billing  practices  of 
the  Board  were  noted  in  my  1973  Report.  Although  the  amounts  of 
pre-billings  have  declined  significantly  since  then,  the  fact  remains 
that  billing  of  work  in  advance  and  prepayment  of  such  billings  are 
contrary  to  the  provisions  of  the  Financial  Administration  Act  and 
weaken  parliamentary  control. 

Tax  assessment  procedures,  Department  of  National  Revenue  -  Taxation. 

In  1974  we  reported  that  revenue  was  being  lost  to  the  Crown  as  a 
result  of  delays  in  issuing  income  tax  assessments  and  of  inadequate 
liaison  between  Special  Investigations  and  other  divisions  of  the 
Department.  We  recommended  that  procedures  and  policies  be 
reviewed  and,  if  necessary,  legislative  changes  sought  to  eliminate 
such  losses.  Since  our  review,  liaison  has  improved  substantially,  but 
the  necessary  legislative  amendments  have  not  been  made. 

Income  tax  owing  by  non-residents.  Since  1967,  our  Reports  have 
drawn  attention  to  the  annual  deletion  from  the  Accounts  of  Canada  of 
substantial  amounts  of  income  tax  that  could  not  be  collected  because 
the  taxpayers  were  no  longer  residents  of  the  country.  During  1977- 
78,  these  deletions  amounted  to  $3.8  million,  owed  by  1,300  non- 
resident taxpayers.  Although  the  Public  Accounts  Committee  recom- 
mended that  the  names  of  all  taxpayers  whose  accounts  are  written  off 
be  published,  no  action  has  been  taken. 

Working  capital  advance  exceeded.  In  1976,  we  reported  that  the  Post 
Office  working  capital  advance  account  had  exceeded  its  authorized 
limit  of  $1.5  million.    A  Supplementary  Estimate  in  1976-77  approved 
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an  increase  in  the  authorized  limit  to  $3  million.  In  1977-78,  the 
Department  exceeded  this  limit  during  five  consecutive  months  in 
amounts  ranging  from  $340,000  to  $960,000.  The  Department  is 
instituting  an  improved  financial  control  and  reporting  system. 

Payment  of  overtime  to  penitentiary  staff.  Our  1972  Report  noted  a 
sharp  increase  in  the  cost  of  overtime,  amounting  to  $3.7  million  in 
1971-72,  paid  to  employees  of  the  Canadian  Penitentiary  Service. 
While  the  Department  has  been  studying  the  causes  and  possible 
corrective  measures,  overtime  cost  has  continued  to  increase,  reaching 
a  peak  of  $16.2  million  in  1977-78.  Of  this  amount  $13  million  covered 
1,058,000  hours  for  overtime  paid  to  custodial  staff,  a  decrease  of 
96,000  in  the  number  of  overtime  hours  worked  in  the  previous  year, 
but  not  in  cost.  The  Department  has  taken  action  aimed  at  reducing 
overtime  hours  by  18%  in  1978-79  and  establishing  effective  manage- 
ment controls  over  overtime  costs. 

Inadequate  control  of  payrolls.  Over  the  past  three  years,  the  Audit 
Office  has  carried  out  a  number  of  studies  of  payroll  systems  in 
government  departments.  These  studies  have  revealed  deficiencies  in 
controls  over  payroll  operations,  both  within  departments  and  in  the 
Department  of  Supply  and  Services  which  processes  the  computerized 
portion  of  pay  systems.  Our  review  of  payroll  systems  during  the 
current  year  disclosed  that  departments  have  not  significantly  im- 
proved controls  over  their  payrolls.  The  Treasury  Board  Secretariat 
has  issued  a  payroll  policy  circular  stating  policies  which  are  to  be 
implemented  in  phases  beginning  April  1,  1979.  The  policy  circular 
places  the  prime  responsibility  for  payrolls  on  departments.  In  view  of 
the  persistence  of  deficiencies,  more  extensive  tests  of  payroll 
transactions  will  be  conducted  in  1978-79. 

Costs  of  unused  accommodation.  Previous  reports  have  referred  to  the 
payment  of  rent  by  government  departments  and  agencies  for  unused 
accommodation.  In  1977-78,  we  again  noted  instances  where  a 
department  and  a  Crown  corporation  made  such  payments.  The 
Department  of  Public  Works  paid  $746,000  in  1977-78  for  the  operation 
of  premises  leased  from  a  Crown  corporation  which  had  been  vacated 
by  a  United  Nations  agency  in  July  1975.  The  Canadian  Broadcasting 
Corporation  incurred  costs  of  $77,000  or  more  in  respect  of  rental 
payments  for  office  space  in  Toronto  that  was  effectively  unoccupied 
for  about  17  months. 
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Principal  Activities 

Elsewhere     in     this    Conspectus,     summary     descriptions    have    been    presented 
concerning  seven  important  studies  conducted  by  the  Audit  Office: 

•  the  Study  of  Procedures  in  Cost  Effectiveness; 

•  improving  financial  information  for  Parliament; 

•  comprehensive  internal  auditing  by  Government; 

•  charging  for  accommodation  services; 

•  contracting  procedures; 

•  computer-based  financial  systems;  and 

•  comprehensive  auditing  for  Parliament. 
Other  activities  of  importance  include: 

•  The  monitoring  of  corrective  actions  initiated  or  planned  by  depart- 
ments, agencies,  Crown  corporations  and  the  two  territorial  govern- 
ments in  response  to  the  recommendations  of  the  Financial  Manage- 
ment and  Control  Study  (1975-77).  This  monitoring  function  is  now  an 
integral  part  of  our  annual  audits. 

•  A  study  of  telecommunications  services  in  nine  government  depart- 
ments. This  project  will  be  completed  in  1979  and  the  findings 
presented  in  that  year's  Report. 

•  Development  of  a  permanent  EDP  auditing  capability  in  the  Audit 
Office.  The  need  for  such  a  capability  was  identified,  in  part,  as  a 
result  of  the  work  of  the  Computer  and  Information  Systems 
Evaluation  Study  (1976-77). 

•  Continuing  assistance  to  the  Standing  Committee  on  Public  Accounts. 

•  Audit  operations  normally  carried  out  in  accordance  with  the  require- 
ments  of   the   Auditor    General   Act  (1977). 
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•  International  audits.  In  1977-78,  I  continued  to  serve  as  Canada's 
representative  on  the  three-member  Board  of  Auditors  of  the  United 
Nations  and  as  the  External  Auditor  for  the  International  Civil 
Aviation  Organization,  a  special  agency  of  the  United  Nations.  Other 
senior  personnel  in  the  Audit  Office  were  involved  on  the  North 
Atlantic  Treaty  Organization's  Board  of  External  Auditors  and  the 
1978  External  Audit  Committee  for  the  International  Monetary  Fund. 

A  statement  of  expenditures  for  the  Audit  Office  in  1977-78  is  presented 
following  paragraph  13.41  of  my  Report.  For  the  fiscal  year  ended  March  31, 
1978,  the  operating  expenses  of  the  Office  amounted  to  $20.7  million.  Salaries 
and  personnel-related  costs  for  permanent  staff  and  fees  for  those  on  Executive 
Interchange  or  personal  services  contracts  comprised  $18.9  million  or  90%  of 
total  operating  expenses. 


Organization  and  Professional  Resources 

Since  the  new  Auditor  General  Act  came  into  effect  on  August  1,  1977,  further 
steps  have  been  taken  to  complete  the  reorganization  of  the  Audit  Office  begun 
about  five  years  ago.  Our  aim  has  been  to  establish  an  organization  plan 
comparable  to  the  structure  of  national  public  accounting  firms.  Our  revised  plan 
of  organization  is  shown  in  Exhibit  2. 

By  August  1,  1978,  28  highly  experienced  professionals  held  full-time  positions  as 
Principals  in  the  Audit  Office,  with  responsibilities  equivalent  to  those  of  a 
Partner  in  a  professional  accounting  firm.  The  general  direction  of  the  Office  is 
the  responsibility  of  the  Management  Committee,  consisting  of  myself  and  the 
Deputy  and  Assistant  Auditors  General. 

The  Office  is  organized  into  six  groups,  whose  responsibilities  may  be  summarized 
as  follows: 

•  The  Departmental  and  Corporate  Audits  Group  organizes  and  conducts 
legislative  and  financial  audits  in  government  departments,  Crown 
corporations  and  agencies.  This  Group  will  also  be  responsible  for 
carrying  out  cyclical  comprehensive  audits,  as  described  earlier  in  this 
Conspectus. 

•  The  Control  Evaluations  Group  encompasses  three  programs,  which  are 
being  incorporated  progressively  in  the  cyclical  comprehensive  audit 
approach:  Financial  Management  and  Control  Studies,  Special  Audits 
and  Inquiries,  and  Studies  of  Procedures  in  Cost  Effectiveness. 

•  The  Professional  Services  Group  carries  out  supportive  and  advisory 
professional  activities  within  the  Audit  Office.  It  includes  Computer 
Audit  Services,  Professional  Practices  and  Professional  Development. 

•  The  Planning  and  Reports  Group  is  concerned  with  three  areas: 
opinions  on  the  main  financial  statements  in  the  Public  Accounts; 
program  planning;  and  reports  and  communications. 
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ORGANIZATION  OF  THE  OFFICE  OF  THE  AUDITOR  GENERAL  OF  CANADA 

OCTOBER  1978 
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Exhibit  2 
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•  The  International  Audits  Group  acts  for  the  Auditor  General  in 
carrying  out  responsibilities  in  this  area. 

•  The  Human  Resources  and  Administration  Group  is  responsible  for  all 
personnel,  contract  administration,  financial  and  administration  ser- 
vices within  the  Office. 

Three  independent  advisory  committees  -  en  Government  Accounting  and  Auditing 
Standards,  Financial  Management  and  Control  Standards,  and  Computer  Audit 
Standards  -  provide  guidance  to  the  Office  on  complex  problems  and  important 
issues  arising  in  the  course  of  our  work.  Their  members  are  all  eminent 
professionals  in  the  accounting  field. 

The  Audit  Office  is  continuing  to  develop  a  career  pattern  for  staff  that  is  similar 
to  that  of  major  public  accounting  firms.  Training  opportunities  are  being 
provided  for  promising  young  professionals,  and  the  permanent  staff  is  being 
complemented  by  professional  resources  drawn  from  the  private  sector. 
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11 
COMPREHENSIVE  AUDITING  FOR  PARLIAMENT 
A  NEW  CYCLICAL  APPROACH 

In  this,  the  first  of  two  chapters  dealing  with  comprehensive  auditing,  we  outline  a 
new  audit  approach  for  the  Audit  Office.  The  objective  is  to  provide  Parliament 
with  constructive  comprehensive  evaluations  of  departments,  agencies  and  Crown 
corporations  on  a  cyclical  basis  and  to  co-ordinate  the  audit  activities  of  the 
Office  with  those  of  internal  auditors  and  other  auditors  in  these  entities.  This 
approach  evolves  largely  from  the  developments  which  have  occurred  in  the 
Office  during  the  last  five  years. 


Background 

Evolution  of  the  Audit  Office.  Formally,  the  legislation  dealing  with  the  Audit 
Office  had  evolved  very  little  from  100  years  ago  when  the  position  of  Auditor 
General  was  created,  to  the  introduction  of  the  new  legislation  in  1977.  As  with 
most  government  institutions,  however,  the  Auditor  General's  role  is  defined  not 
only  by  the  letter  of  the  law,  but  also  by  tradition  and  convention.  Here  there  was 
some  evolution,  particularly  in  the  area  of  matters  reported  to  the  House  of 
Commons.  Early  in  the  1950s  the  Auditor  General,  Mr.  Watson  Sellar,  instructed 
his  staff  to  be  alert  to  what  he  termed  "nugatory  payments".  In  1958,  he  began 
reporting  items  of  this  type  in  his  annual  Report  as  "non-productive  payments". 
His  successor,  Mr.  Maxwell  Henderson,  continued  in  this  tradition. 

The  Independent  Review  Committee.  When  I  was  appointed  Auditor  General  in 
1973,  I  believed  there  was  a  need  for  a  fundamental  reassessment  of  the  functions 
of  the  Office  and  for  a  definition  of  the  direction  in  which  it  should  move  in  the 
future.  The  Independent  Review  Committee  on  the  Office  of  the  Auditor  General 
of  Canada  was  commissioned  in  October  1973  to  meet  this  need.  In  April  1975  its 
report,  a  landmark  study,  was  tabled  in  the  House  of  Commons.  The  Government, 
after  considering  the  Committee's  recommendations,  incorporated  most  of  them 
in  a  new  legal  mandate  for  the  Office,  the  Auditor  General  Act,  proclaimed  as  of 
August  1,  1977. 

The  Auditor  General  Act.  The  new  Act  defines  the  responsibilities  and  relation- 
ships of  the  Auditor  General.  It  requires  the  expression  of  opinions  on  financial 
statements  and  annual  reporting  on  cases  where  there  is  insufficient  accounting 
for  and  control  over  public  resources  and  where  money  has  not  been  expended  for 
purposes  intended.  In  addition,  the  legislation  specifically  calls  for  reporting 
cases  where  money  has  been  expended  without  due  regard  for  economy  and 
efficiency  and  where  procedures  established  to  measure  and  report  effectiveness 
are  unsatisfactory  --  the  value-for-money  issues  critical  to  the  Government's 
management  of  public  resources. 

Constructive  auditing.  Traditionally,  parliamentary  scrutiny  of  expenditure  con- 
trol and  performance  focused  on  isolated  examples  of  improprieties  discovered 
during  field  audits  based  largely  on  the  auditing  of  transactions.    Review  of  these 
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findings,  often  long  after  the  event,  tended  to  be  time-consuming  and  contro- 
versial and  did  not  necessarily  facilitate  a  broader  understanding  of  the  strengths 
and  weaknesses  existing  in  the  management  and  control  of  public  funds  or  suggest 
possible  remedies  for  underlying  problems.  Furthermore,  transaction  auditing  by 
itself,  rather  than  in  the  form  of  specific  tests  relating  directly  to  identified 
weaknesses  in  financial  control  systems,  became  largely  impractical  and  non- 
productive because  of  the  sheer  growth  in  the  size  of  Government  and  the  volume 
of  its  transactions. 

In  1973  we  adopted  a  new  form  for  the  annual  Report  which  specifically  included, 
under  the  "any  other  case"  authority  which  was  in  the  legislation  at  that  time, 
items  formerly  identified  as  non-productive  payments  and  other  matters  we 
thought  should  be  referred  to  the  House  of  Commons.  Further,  we  recommended 
appropriate  corrective  action  and  included  both  findings  and  recommendations  in 
our  annual  Report.  We  also  invited  responses  from  agencies  and  departments 
indicating  planned  corrective  actions  for  inclusion  in  the  Report. 

The  Office  also  adopted  a  more  contemporary  approach  to  auditing  ~  the  systems- 
based  approach  ~  and  began  special  studies  as  a  first  step  in  accomplishing  the 
broad-scope  audit  objectives  and  providing  Parliament  with  a  better  understanding 
of  the  underlying  problems  and  possible  remedies. 

Specifically,  constructive  auditing  means  going  further  than  the  traditional 
practice  of  reporting  errors,  deficiencies  and  procedural  weaknesses.  It  means,  in 
addition,  recommending  methods  of  rectifying  shortcomings.  It  also  means,  in 
significant  matters,  including  both  our  findings  and  our  recommendations  in  our 
Report  to  the  House  of  Commons.  Furthermore,  it  means  including  in  our  Report 
the  response  of  the  concerned  agency,  department  or  Crown  corporation.  Finally, 
and  most  important  of  all  from  Parliament's  standpoint,  it  enables  the  Audit 
Office  to  follow  up  and  monitor  on  behalf  of  Parliament,  the  implementation  of 
corrective  actions  agreed  upon.  This  whole  approach  facilitates  greatly  the  work 
of  the  Standing  Committee  on  Public  Accounts  and  has  now  become  a  vital  and 
indispensable  part  of  the  whole  audit  and  reporting  process.  Thus,  a  constructive 
audit  approach  generates  maximum  benefit  from  the  audit  effort  and  contributes 
to  the  establishment  and  maintenance  of  effective  systems  for  the  management 
and  control  of  public  funds. 

Systems-based  auditing.  Under  the  systems-based  audit  approach,  the  nature, 
extent  and  timing  of  detailed  audit  procedures,  including  appropriate  selective 
tests  of  the  validity  and  integrity  of  transactions,  is  based  on  an  organized  study 
and  evaluation  of  controls  within  a  system  to  determine  what  reliance  can  be 
placed  on  the  system  to  ensure  effective  planning  and  management  of  resources 
and  to  provide  accurate  information.  Although  some  detailed  testing  of 
transactions  is  necessary  to  ensure  that  the  identified  controls  are  effective,  this 
audit  approach  enables  the  auditor  to  concentrate  the  audit  effort  in  areas  where 
controls  to  assist  in  the  conduct  of  government  operations  do  not  exist  or  are  not 
operating  properly.  At  the  conclusion  of  the  examination  the  auditor  is  in  a 
position  to  point  out  the  consequences  of  the  weaknesses  and  recommend  possible 
means  of  instituting  corrective  action. 
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Special  studies.  To  develop  and  implement  this  constructive  approach,  the  Audit 
Office  undertook  special  studies  with  teams  consisting  of  staff  from  within  the 
Office  and  professionals  obtained  from  the  private  sector  under  Executive 
Interchange  agreements  or  professional  service  contracts.  The  first  major  study 
was  the  Financial  Management  and  Control  Study  (FMCS),  conducted  in  1975  and 
1976.  It  gave  Parliament  an  overview  of  government-wide  financial  management 
and  control  systems  including  the  organization  of  the  financial  function,  the 
qualifications  of  financial  administrators,  the  quality  and  usefulness  of  informa- 
tion for  managerial  and  financial  control  purposes,  and  the  effectiveness  of 
internal  financial  audit.  The  key  recommendation  of  this  study  helped  to  bring 
about  the  appointment  of  the  Comptroller  General  of  Canada  in  early  1978.  This 
study  also  focused  attention  on  the  financial  control  of  and  by  Crown 
corporations. 

The  second  major  study,  the  Computer  and  Information  Systems  Evaluation 
(CAISE)  Study,  reported  in  1977,  penetrated  more  deeply  into  controls  in  the 
electronic  data  processing  environment.  In  essence  an  extension  of  the  FMCS,  it 
represented  the  first  in-depth  evaluation  of  computer-based  systems  by  this 
Office. 

The  most  recent  major  government-wide  study,  the  Study  of  Procedures  in  Cost 
Effectiveness  (SPICE),  included  in  this  Report,  represents  an  important  first  step 
in  the  area  of  value-for-money  auditing.  It  points  out  where  significant 
improvements  are  required  in  existing  efforts  to  achieve  economy,  efficiency  and 
effectiveness  in  government. 

There  have  been  other  important  special  studies  reported  in  this  and  previous 
Reports.  Recommendations  have  been  made  to  improve  the  quality  of  financial 
information  for  Parliament  in  the  Estimates  and  in  the  Public  Accounts. 
Recommendations  to  enhance  the  scope,  quality  and  effectiveness  of  internal 
audit  are  included  in  the  next  Chapter. 

Current  objectives.  The  special  studies  have  directed  specific  attention  to  the 
policies  and  procedures  established  by  central  agencies  since  these  are  funda- 
mental to  the  effectiveness  of  systems  throughout  the  Government.  The 
Comptroller  General  is  taking  initiatives  to  provide  leadership  and  assistance  to 
departments  so  that  they  may  improve  in  the  areas  of  weak  financial  management 
previously  reported.  These  studies  have  also  served  to  increase  the  awareness  and 
skills  of  staff  within  the  Audit  Office.  As  part  of  their  terms  of  reference,  teams 
carrying  out  special  studies  have  been  required  to  develop  new  methodology  in 
their  respective  areas  of  interest  and  expertise. 

The  objective  now  is  to  diminish  the  reliance  on  special  studies,  to  capture  the 
concepts  and  techniques  which  have  already  evolved,  and  to  move  towards 
providing  Parliament  with  constructive,  comprehensive  evaluations  of  individual 
departments,  agencies  and  Crown  corporations  and  of  the  Government  as  a  whole. 
To  maximize  the  effectiveness  of  this  audit  approach,  a  concept  of  cyclical 
reporting,  described  later  in  this  Chapter,  is  being  implemented.  To  ensure 
economical,  efficient  and  effective  auditing  within  the  Government,  the  activities 
of  the  Audit  Office  will  be  co-ordinated  with  those  of  internal  auditors  wherever 
the  scope  and  quality  of  their  audit  work  is  appropriate  and  sufficient. 
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Comprehensive  Auditing 

The  FRAME  concept.  We  are  using  the  acronym  FRAME  to  describe,  in  very 
simple  terms,  the  methodology  being  developed  for  comprehensive  auditing. 
FRAME  provides  a  useful  basis  for  summarizing  the  legal  responsibilities  of  the 
Auditor  General,  the  objectives  of  the  comprehensive  audit  and  the  nature  of  the 
specialized  staff  resources  reguired  to  conduct  it.  The  acronym  FRAME  results 
from  combining  the  first  letters  of  the  following  five  separate  but  inter-related 
facets  of  the  comprehensive  audit: 

Financial  Controls 

Reporting  to  Parliament 

Attest  and  Authority 

Management  Controls 

EDP  Controls 

Financial  controls.  Audit  examinations  will  continue,  in  the  manner  of  the 
Financial  Management  and  Control  Study,  to  evaluate  the  controls  over  revenues, 
expenditures,  assets  and  liabilities,  including  the  organization  of  the  financial 
function,  and  the  financial  reporting  and  accounting  systems.  Considerable 
progress  has  already  been  made  in  incorporating  the  related  audit  methodology 
into  the  Office's  continuing  audits. 

Reporting  to  Parliament.  This  module  of  the  comprehensive  audit  considers  the 
reports  prepared  both  by  the  Government  and  by  the  Audit  Office.  On  the 
government  side,  attention  will  focus  on  the  form  and  content  of  submissions  and 
reports  prepared  for  reguesting  funds  and  for  accounting  to  Parliament  for  money 
received  and  spent  -  the  Estimates  and  the  Public  Accounts  respectively.  Until 
recently,  the  primary  interest  of  the  Audit  Office  in  this  area  has  been  directed  to 
expressing  an  opinion  on  the  summary  financial  statements  of  the  Government 
included  in  the  Public  Accounts.  We  now  intend  to  place  more  emphasis  on 
examining  the  consistency  and  adeguacy  of  information  on  departmental  programs 
and  activities  in  both  the  Estimates  and  the  Public  Accounts. 

The  other  aspect  of  reporting  to  Parliament  concerns  the  annual  Report  of  the 
Auditor  General  and  the  responsibility  for  deciding  on  principal  issues  and  the 
appropriate  emphasis  to  be  given  to  each.  In  developing  the  comprehensive 
auditing  approach  and  planning  for  its  application,  it  will  be  necessary  to  plan  the 
broad  framework  of  annual  Reports  several  years  in  advance.  This  module  will 
also  deal  with  the  detailed  reports  the  Office  issues  to  government  managers  and 
which  subseguently  form  the  basis  for  summarized  findings  and  recommendations 
in  the  annual  Report. 

Attest  and  authority.  This  module  of  the  comprehensive  audit  constitutes  the 
type  of  auditing  traditionally  carried  out  by  legislative  auditors  -  the  examination 
of  financial  authority  for  government  expenditures  and  related  disbursements  and 
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the  expression  of  an  opinion  as  to  the  fairness  of  the  presentation  of  financial 
information  in  accordance  with  stated  accounting  policies  or,  where  appropriate, 
generally  accepted  accounting  principles. 

Management  controls.  This  module  deals  with  the  Government's  systems,  policies 
and  procedures  for  evaluating  and  reporting  on  the  effectiveness  of  programs  and 
for  promoting  the  economic  acquisition  and  efficient  use  of  resources.  Essentially 
it  is  value-for-money  auditing,  a  development  in  government  auditing  that  is 
rapidly  gaining  increasing  emphasis  in  Canada.  The  current  methodology  in  this 
area  is  still  somewhat  diffuse.  It  is  really  only  beginning  to  emerge  and  be 
captured  in  a  body  of  knowledge.  Chapters  2  to  5  of  this  Report,  dealing  with  our 
Study  of  Procedures  in  Cost  Effectiveness,  refer  to  the  nature  of  the  audit 
criteria  which  must  be  established  as  part  of  the  audit  methodology.  This  is  a 
complex  area,  not  only  because  it  is  a  relatively  new  field  of  auditing,  but  also 
because  effective  implementation  requires  the  use  of  multi-disciplined  staff. 

EDP  controls.  As  a  one-time  study,  CAI5E  accomplished  its  desired  objective  of 
producing  an  evaluation  of  the  adequacy  and  effectiveness  of  controls  in  the 
electronic  data  processing  environment  of  the  Government.  Methodology  for 
evaluating  EDP  related  controls  and  applying  computer-assisted  audit  techniques 
is  well  developed  in  Canada, but  there  are  few  readily  available  practitioners  with 
the  necessary  specialized  qualifications.  The  ultimate  objective  is  to  have  regular 
audit  teams  undertake  computer  auditing  just  as  for  all  other  facets  of  the 
comprehensive  audit.  In  the  meantime,  this  aspect  of  the  audit  will  be  carried  out 
mainly  by  centrally  directed  teams  of  specialists  operating  in  close  collaboration 
with  the  regular  audit  teams. 

An  integrated  approach.  Comprehensive  auditing  does  not  imply  five  different 
audits,  each  dealing  with  one  of  the  facets  reflected  in  the  FRAME  concept. 
Experience  to  date,  particularly  with  the  special  studies,  leads  us  to  conclude 
that,  to  be  most  effective,  there  can  be  only  one  audit  of  each  entity.  Although 
the  audit  criteria  established  for  each  module  of  the  audit  must  be  different,  a 
uniform  and  integrated  approach  to  audit  planning,  execution  and  reporting  is 
necessary. 

It  would  be  extremely  difficult  for  any  one  person  to  be  an  expert  in  all  facets  of 
the  comprehensive  audit.  However,  the  key  people  in  the  Office,  the  management 
team  associated  with  each  audit,  will  be  required  to  gain  a  sufficient  knowledge  of 
all  aspects  of  the  audit  so  they  can  identify  issues  and  resource  requirements, 
manage  their  assignments  and  assume  ultimate  responsibility  for  the  reporting  of 
conclusions.  Not  only  will  this  result  in  more  effective  auditing,  but  it  will  also, 
we  are  certain,  be  appreciated  by  the  entities  we  audit.  These  entities  will  be 
able  to  deal  with  one  or  a  small  number  of  the  members  of  our  senior  management 
group  in  connection  with  the  audit,  not  with  a  frequently  changing  group  of  staff 
assigned  from  our  special  study  teams. 


Cyclical  Reporting 

We  believe  that  the  reporting  of  comprehensive  audit  findings,  with  both  positive 
and  negative  observations,  for  each  of  the  entities  we  audit  will  enable  Parliament 


81 


Appendix  A 


to  gain  a  better  understanding  than  may  now  be  possible  of  the  general 
effectiveness  of  their  operations  and  controls  systems. 

Careful  consideration  has  been  given  to  the  reporting  implications  associated  with 
our  concept  of  comprehensive  auditing.  We  have  concluded  that  cyclical  reporting 
would  be  the  most  effective  and  appropriate  manner  in  which  to  report  our 
findings  to  Parliament.  Comprehensive  audits  conducted  and  reported  annually 
for  all  the  entities  we  audit  would  not  allow  for  effective  reviews  by  Parliament, 
would  not  provide  a  reasonable  interval  for  managers  to  demonstrate  the 
effectiveness  of  actions  taken  to  correct  problems  previously  reported  on  and 
would  require  excessive  Audit  Office  resources.  Four  years,  the  anticipated 
average  life  of  a  Parliament,  would  seem  to  be  an  appropriate  interval  between 
comprehensive  reports  designed  to  enable  Parliament  to  evaluate  the  general 
quality  of  the  financial  and  management  control  systems  within  each  entity 
audited  and  would  be  a  reasonable  period  over  which  to  assess  the  trend  of 
improvement,  where  such  has  been  indicated  in  an  entity. 

The  concept  of  cyclical  reporting  does  not  imply  that  an  entity  will  be  audited 
only  once  every  four  years.  A  minimum  level  of  auditing  will  be  required  in  all 
government  entities  each  year  to  satisfy  legal  requirements,  including  the 
expression  of  opinions  on  annual  financial  statements.  In  instances  where  a 
comprehensive  evaluation  indicates  that  an  entity  falls  well  below  acceptable 
standards,  continuing  audit  coverage  will  be  required  to  report  on  the  situation 
and  the  nature  of  corrective  actions  taken  by  management.  Significant  matters 
arising  from  our  audits  will  always  be  reported  to  Parliament  on  a  timely  basis. 
Furthermore,  the  reporting  on  each  entity  may  be  the  product  of  auditing  efforts 
extending  over  two,  three  or  even  four  years. 


Co-ordination  with  Other  Auditors 

Internal  auditors*  As  pointed  out  in  the  next  Chapter  of  this  Report,  there  is  a 
significant  amount  of  various  types  of  internal  auditing  in  the  Government.  Co- 
ordination of  these  audit  activities  both  within  the  Government  and  with  the  Audit 
Office  can  achieve  important  economies  and  more  effective  results  by  eliminating 
duplicate  and  overlapping  efforts.  Co-ordinated  audit  efforts  would  also  cause 
fewer  disruptions  in  the  organizations  being  audited. 

We  can  place  reliance  on  the  work  of  internal  auditors  where  we  conclude  that  the 
scope  and  quality  of  their  examinations  are  sufficient  and  appropriate.  Unfortun- 
ately, the  findings  of  our  current  review  of  internal  audit  preclude  us  from  doing 
so  in  many  departments  at  this  time.  This  Report  includes  recommendations 
which,  if  implemented,  will  assist  in  establishing  internal  audit  groups  capable  of 
carrying  out  effective,  independent,  integrated,  comprehensive  audits.  We  shall 
continue  to  monitor  and  report  on  the  activities  of  such  groups  as  part  of  our  own 
audits  and,  in  due  course,  we  hope  to  be  able  to  rely  on  their  work  to  a  greater 
extent. 
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Other  auditors.  Our  relationship  with  auditors,  other  than  internal  auditors,  is  not 
as  significant  an  issue  but  it  does  warrant  further  consideration.  First,  other 
auditors  have  been  appointed  to  audit  certain  Crown  corporations.  The  Auditor 
General  Act  provides  that  we  may  rely  on  these  auditors  and  that  we  may  have 
access  to  information  in  these  corporations  should  it  be  necessary  to  fulfil  our 
responsibilities.  Second,  under  the  provisions  of  certain  cost-sharing  and  transfer- 
payment  programs,  there  are  situations  where  we  may  find  it  desirable  to  rely  on 
the  audit  work  of  provincial  auditors  general  and  they  on  the  work  of  our  Office. 
In  developing  the  comprehensive  audit  methodology,  we  shall  ensure  that  these 
relationships  are  appropriately  and  satisfactorily  defined. 


Crown  Corporations 

Our  1977  Report  indicated  that  we  intended  to  apply  the  same  audit  standards  to 
the  audits  of  Crown  corporations  and  to  discharge  the  same  reporting  mandate  in 
terms  of  scope  for  all  other  government  entities  dependent  in  whole  or  in  part  on 
the  public  purse.  This  position  has  been  endorsed  by  the  Standing  Committee  on 
Public  Accounts.  In  its  Second  Report  to  the  House  of  Commons  dated  April  11, 
1978,  the  Committee  recommended  that  the  standard  of  audit  and  accountability 
for  public  funds  spent  by  corporations  should  not  be  less  than  that  required  of  the 
Government  itself.  We  plan  to  implement  the  comprehensive  audit  approach  in  all 
Crown  corporations  which  we  audit.  For  those  we  do  not  audit,  we  shall  initiate 
discussions  on  the  scope  of  audit  examinations  conducted  by  their  external 
auditors,  with  particular  reference  to  the  Financial  Controls  and  Management 
Controls  (value-for-money)  areas  of  comprehensive  auditing. 


Conclusion 

Advanced  Studies  in  Comprehensive  Auditing  Methodology.  Significant  progress 
has  been  made  in  developing  audit  methodology.  As  reported  in  previous  years, 
the  Office  has  prepared  a  uniform  audit  manual  and  provided  extensive  training  to 
staff  based  on  the  concepts  embodied  in  this  manual.  The  present  task  involves 
updating  and  revising  the  manual,  particularly  in  the  area  of  value-for-money 
auditing,  to  ensure  that  it  is  applicable  to  all  aspects  of  the  integrated 
comprehensive  audit.  Professional  development  courses  are  being  expanded  and 
strengthened  to  provide  for  advanced  studies  in  comprehensive  auditing  method- 
ology and  its  practical  application  in  all  aspects  of  our  work.  In  addition,  we  are 
preparing  a  Guide  to  Comprehensive  Auditing  Methodology  as  Developed  and 
Applied  in  the  Office  of  the  Auditor  General  of  Canada. 

Practice.  Integrated  comprehensive  auditing  and  cyclical  reporting  are  now  being 
introduced  by  the  Office  despite  the  lack  of  a  complete  methodology.  The 
findings,  observations  and  recommendations  arising  from  several  exploratory 
integrated  departmental  audits  conducted  during  the  last  year  are  summarized  in 
Chapters  14  to  19  of  this  Report.  These  reports  must,  however,  be  regarded  more 
as  illustrations  than  complete  examples  of  the  type  of  comprehensive  report  we 
expect  to  give  Parliament  in  the  future  as  we  make  further  progress  towards  our 
ultimate  objective  of  performing  the  comprehensive  audits  described  in  this 
Chapter. 
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12 
COMPREHENSIVE  INTERNAL  AUDITING  WITHIN  GOVERNMENT 
A  RECOMMENDED  APPROACH 


Introduction 

This  Chapter,  the  second  on  comprehensive  auditing,  discusses  the  need  for 
improvements  to  enhance  significantly  the  quality  of  internal  auditing  in 
departments  and  agencies.  Internal  auditing  in  departments  is  separate  and 
distinct  from  audits  carried  out  by  the  Audit  Office  on  behalf  of  Parliament, 
sometimes  described  as  external  auditing.  Without  the  benefit  of  integrated, 
comprehensive  internal  auditing,  senior  government  managers  can  have  no  real 
assurance  that  they  are  obtaining  value  for  money  and  are  managing  resources 
effectively.    Three  actions  are  needed: 

•  integration  of  the  wide  variety  of  audit,  review,  inspection,  monitoring 
and  evaluation  activities  now  taking  place  within  departments; 

•  adherence    to    generally    accepted   standards   or   norms   for   effective 
audits;  and 

•  management  support  and  leadership  both  centrally  and  within  depart- 
ments. 

The  government  will  receive  adequate  value  for  the  approximately  $50  million 
departments  now  spend  annually  on  audit  activities  only  if  these  improvements  are 
made. 

Because  of  its  size,  dispersed  operations  and  delegation  of  authority  to  managers, 
the  Canadian  government  must  have  an  effective  internal  audit.  With  all  the 
competing  demands  on  their  time,  deputy  heads  cannot  themselves  guarantee  the 
integrity  of  their  management  systems.  They  need  an  effective  internal  audit 
capable  of  assisting  them  in  assessing  the  systems  and  controls  they  use  to  manage 
the  resources  for  which  they  are  responsible. 

Internal  auditing  may  be  defined  as  an  independent  appraisal  function  established 
within  an  organization  to  examine  and  evaluate  its  activities  as  a  service  to  the 
organization.  There  are  various  types  of  audits  but  they  differ  mainly  in  their 
scope.  All  have  one  thing  in  common:  they  are  systematic  investigations  or 
appraisals  of  procedures  or  operations  to  determine  conformity  with  established 
and  sensible  criteria.  The  criteria  may  not  always  be  established  where  auditors 
venture  into  newer  fields.  If  not,  the  first  task  of  the  auditor  is  to  establish  the 
scope  by  identifying  the  criteria  he  will  use.  Without  a  common  understanding  on 
audit  criteria  the  audit  findings  are  likely  to  be  disputed. 

It  is  important  to  realize  that  what  we  strongly  recommend  here  is  a  totally  new 
concept  of  the  internal  audit  function.  Until  now  it  has  been  largely  a  fragmented 
function  operating  at  relatively  low  levels  without  much  recognition  by  senior 
management.  A  comprehensive  approach  to  internal  audit,  like  that  outlined  in 
the  previous  Chapter,  when  properly  organized  and  led,  can  be  one  of  the  sharpest 
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and  most  effective  tools  available  to  management.  In  this  Chapter,  we  first 
examine  how  the  present  situation  developed  and  then  describe  what  needs  to  be 
done. 


Evolution  of  Auditing  Within  Government 

Situation  before  the  Glassco  review.  Internal  auditing  was  minimal  in  the  Govern- 
ment of  Canada  until  1962  when  the  Glassco  Commission  reported.  Departmental 
managers  apparently  saw  little  to  be  gained  from  an  internal  audit  when  the 
Comptroller  of  the  Treasury  could  "be  likened  to  a  policeman  patrolling  the 
departments  to  ensure  financial  rectitude",  as  Glassco  described  it.  The  relatively 
few  internal  audit  groups  existed  only  in  such  departments  as  National  Defence, 
where  operations  were  decentralized  and  investigations  had  revealed  weaknesses 
in  controls,  or  National  Revenue,  where  operations  were  chiefly  financial  in 
nature. 

During  the  war  years,  the  Comptroller  of  the  Treasury  established  a  Cost 
Inspection  and  Audit  Division.  By  the  time  of  the  Glassco  review  in  1961,  this  unit 
was  called  the  Audit  Services  Division  (later  the  Audit  Services  Bureau)  although 
it  continued  to  be  primarily  engaged  in  verifying  the  accuracy  of  contractors' 
records.    It  also  carried  out  internal  audits  as  a  service  to  some  departments. 

Glassco  recommendations  and  their  implementation.  The  Glassco  Commission  saw 
a  greater  need  for  internal  audit  as  a  corollary  to  its  proposal  to  eliminate  the 
independent  pre-audit  of  the  Comptroller  of  the  Treasury;  it  favoured  depart- 
mental audit  groups  rather  than  a  central  service;  and  it  called  for  an 
interdepartmental  committee  to  develop  audit  personnel  and  to  improve  audit 
standards  and  procedures. 

In  1966,  the  Treasury  Board,  as  part  of  the  process  of  implementing  the  Glassco 
Commission  recommendations,  stated  a  policy  on  operational  auditing  and 
incorporated  it  in  the  Guide  on  Financial  Management.  Operational  auditing 
differs  from  financial  auditing  in  that  management  controls  are  examined  not  just 
financial  controls.  This  policy  was  a  constructive  step,  but  it  began  the 
proliferation  of  internal  audit  activities  because  many  departments,  in  seeking  to 
implement  the  policy  and  give  internal  audit  a  higher  profile,  established 
operational  audit  groups  separate  from  those  conducting  financial  audits. 

In  1969,  Parliament  ended  the  independent  pre-audit  of  the  Comptroller  of  the 
Treasury  and  departmental  managers  became  fully  responsible  for  their  expendi- 
tures. In  that  same  year,  amendments  to  the  Financial  Administration  Act 
transformed  the  Comptroller  of  the  Treasury's  audit  group  into  a  central  service, 
as  one  of  the  components  of  the  Services  sector  of  the  new  Department  of  Supply 
and  Services.  The  Audit  Services  Bureau  has  expanded  greatly  since  1971  when 
cost-recovery  was  introduced  and  departments  have  been  able  to  obtain  its 
services  almost  on  demand,  thereby  permitting  managers  to  buy  auditing  off-the- 
shelf  without  the  necessity  of  giving  careful  thought  to  their  real  needs. 
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Actions  since  1969.  The  elimination  of  the  independent  pre-audit  of  the  Comp- 
troller of  the  Treasury  removed  the  principal  means  by  which  central  agencies 
such  as  the  Treasury  Board  ensured  compliance  with  their  rules  and  regulations. 
No  longer  could  these  agencies  have  any  confidence  that  departmental  managers 
adhered  to  the  financial  and  other  rules  that  they  had  prescribed.  In  the  absence 
of  an  effective  system  of  sanctions  for  poor  management,  the  Treasury  Board 
sought  other  means  for  evaluating  departmental  adherence  to  the  Government's 
policies.  Groups  within  each  branch,  and  often  even  within  divisions  of  the 
Treasury  Board  Secretariat,  undertook  reviews  of  departmental  compliance  with 
their  policies.  At  the  same  time,  the  Treasury  Board  Secretariat  established  a 
new  Planning  Branch  to  promote,  among  other  things,  performance  measurement 
and  the  evaluation  of  program  effectiveness. 

The  Treasury  Board  also  gave  the  Planning  Branch  responsibility  for  co-ordinating 
all  evaluative  efforts,  including  internal  audit  which  it  largely  neglected.  Because 
of  this  neglect,  the  Guide  on  Financial  Administration,  issued  by  the  Administra- 
tive Policy  Branch  in  1973,  unlike  its  1966  predecessor,  dealt  only  with  financial 
audit  (except  for  a  guideline  calling  for  the  financial  audit  to  be  part  of  any 
operational  audit  or  management  review  function)  thereby  unnecessarily  restric- 
ting the  scope  of  auditing  previously  established. 

Financial  Management  and  Control  Study.  Although  Government  policy  since 
Glassco  recognized  internal  audit  as  an  important  element  in  the  managerial 
control  process,  this  Office's  1975  Financial  Management  and  Control  Study  found 
that:  some  departments  had  no  internal  audit  function;  internal  auditors  were 
often  diverted  to  other  duties;  coverage  was  not  consistent  or  comprehensive;  and 
staff  was  not  sufficiently  trained  or  familiar  with  its  responsibilities.  The  1975 
Report  recommended,  and  the  Government  accepted,  that: 

"The  central  agency  of  the  government  responsible  for  prescribing  the 
standards,  scope  and  coverage  of  departmental  financial  audits  should 
give  greater  emphasis  to  monitoring  departmental  internal  audits  so  as 
to  encourage  greater  adherence  to  the  standards". 

In  response,  the  Treasury  Board  initiated  a  review  of  financial  audit  activities  in 
government  departments  and  the  Office  of  the  Comptroller  General  recently 
issued  a  booklet  entitled  Standards  for  Internal  Financial  Audit  in  the  Government 
of  Canada  which  substantially  expands  on  the  direction  given  in  the  Board's  Guide 
on  Financial  Administration. 


Purpose  of  Current  Review 

Our  1977  Report  announced  that  the  Audit  Office  would  be  undertaking  a  review 
to  assess  whether  the  Government  gets  value  for  money  in  the  whole  area  of 
auditing  within  the  federal  structure.    Our  interest  is  twofold: 

•  To  co-ordinate  the  activities  of  this  Office  fully  with  those  of  other 
auditors  in  the  Federal  Government,  it  is  necessary  to  review  the 
scope  and  quality  of  their  work  and  to  determine  the  extent  to  which 
this  work  can  be  relied  on,  thereby  avoiding  unnecessary  duplication. 
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•  To  report  significant  instances  where  expenditures  are  not  made  with 
due  regard  to  economy  and  efficiency  and  where  satisfactory  pro- 
cedures are  not  in  place  to  measure  and  report  on  the  effectiveness  of 
government  programs,  this  Office  must  review  internal  auditing  which 
is  one  such  procedure.  For  this  reason  we  reviewed  not  only  the  work 
of  groups  involved  in  internal  financial  audit,  but  also  of  those 
performing  a  much  broader  range  of  auditing,  commonly  referred  to  as 
"operational  audits",  "management  audits"  or  "cost  effective  audits". 

Our  review  began  with  extensive  research  into  current  internal  audit  practices  in 
both  the  private  and  public  sectors  and  was  followed  by  pilot  studies  in  selected 
departments.  The  complete  review  encompassed  the  auditing  activities  in  35 
government  departments  and  agencies. 


Need  for  Integration  of  Departmental  Audits 

Partly  as  a  result  of  the  varying  directions  received  from  the  Treasury  Board, 
many  departments  at  the  time  of  our  study  had  several  groups  involved  in  unco- 
ordinated audit  activities. 

Financial  audits.  Some  departments  separate  the  financial  audit  from  other 
audits,  often  placing  it  under  the  senior  officer  responsible  for  financial 
administration.  Such  units  are  useful  in  ensuring  that  financial  rules  are  followed, 
but  they  lack,  or  are  perceived  to  lack,  the  independence  to  guestion  the 
appropriateness  of  the  financial  rules  themselves,  let  alone  how  financial  controls 
relate  to  other  management  control  systems.  Generally,  financial  audits  by 
departmental  auditors  and  the  Audit  Services  Bureau  are  undertaken  by  personnel 
who  have  had  auditing  training. 

The  gulf  between  financial  and  other  audits  is  even  greater  when  departments 
engage  the  Audit  Services  Bureau  to  conduct  financial  audits.  When  these  audits 
are  undertaken  by  auditors  who  are  not  part  of  the  department,  such  as  Audit 
Services  Bureau  staff,  co-ordination  of  all  audit  work  as  well  as  reviews  of  audit 
findings  and  departmental  follow-up  tend  to  get  less  attention. 

Operational  audits.  Operational  auditors  generally  have  guite  varied  backgrounds, 
but  do  not  necessarily  have  training  in  auditing  as  a  discipline.  The  areas  they 
audit  depend  to  a  large  extent  on  their  skills  and  interests,  as  well  as  the  interests 
of  the  persons  to  whom  they  report.  Operational  audit  groups  tend  to  be 
established  at  more  senior  levels  and  they  sometimes  report  to  deputy  ministers 
even  when  the  financial  audit  group  does  not.  Although  the  Audit  Services  Bureau 
has  established  a  capability  to  provide  operational  audit  services  to  departments, 
departmental  staff  conducts  most  operational  audits. 

Program  evaluation.  Resources  devoted  to  planning  and  evaluation  have  grown 
greatly  in  recent  years.  With  the  encouragement  of  the  Treasury  Board,  most 
departments  have  created  separate  units  which  combine  planning  and  evaluation 
activities.  We  did  not  review  these  groups  in  the  same  depth  as  audit  units  but 
generally  they  are  staffed  with  persons  who,  despite  having  excellent  academic 
gualifications,    have    little   or   no   training   in   auditing.      As   a   result,   the   policy 
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planning  side  of  their  responsibilities  receives  most  attention  while  evaluation  has 
been  spasmodic  and  the  disciplined  approach,  characteristic  of  trained  auditors,  is 
frequently  lacking.  It  is  also  questionable  whether  they  can  objectively  evaluate 
plans  they  have  been  instrumental  in  creating  or  reviewing. 

Use  of  Audit  Services  Bureau.  Of  the  approximately  $50  million  departments 
spend  on  auditing  each  year,  about  $20  million  is  contracted  out  primarily  to  the 
Audit  Services  Bureau  of  the  Department  of  Supply  and  Services.  The  origin  of 
the  Bureau  was  outlined  earlier  in  this  Chapter. 

Departmental  reliance  on  the  Audit  Services  Bureau  tends  to  restrict  their 
initiative  in  integrating  all  internal  audit  activities.  Although  there  may  be  a 
requirement  for  a  central  agency  to  provide  audit  services  to  departments  on  an 
occasional  basis,  we  believe  that  auditing  is  an  inherent  responsibility  of  the 
department  and  that  each  department  should  establish  a  well  balanced  and 
competent  internal  audit  group  capable  of  carrying  out  a  comprehensive  audit. 

A  side  benefit  of  auditing  can  be  obtained  if  the  internal  audit  function  is  an 
integral  part  of  departmental  operations  and  is  used  to  expose  bright,  young  staff 
to  the  department's  operations  and  to  broaden  the  horizons  of  middle  managers 
who,  through  specialization,  may  have  gained  only  a  narrow  perspective  of 
management's  problems.  Use  of  the  Audit  Services  Bureau  limits  opportunities  for 
this  type  of  training.  Both  external  and  internal  auditors  in  the  private  sector 
have  found  that  a  fairly  high  turnover  of  staff  is  essential  to  maintain  an  effective 
audit  organization  by  providing  room  for  fresh  ideas.  Good  people  are  attracted 
to  auditing  for  the  opportunity  it  gives  to  obtain  an  insight  into  a  wide  variety  of 
operations,  and  to  develop  skills  in  fact  finding,  analysis  and  reporting. 

Effectiveness  of  these  audits.  All  these  audit  activities  subject  a  line  manager  to 
review  by  many  groups  who  may  often  be  poorly  co-ordinated.  Each  may  have  a 
narrow  perspective  of  the  nature  of  management's  problems  and  those  to  whom 
they  report  may  have  too  limited  authority  to  act  on  the  problems  identified. 
Assigning  responsibility  for  all  audit  activities  to  a  single  senior  official  reporting 
directly  to  the  deputy  head  would:  attract  leaders  with  appropriate  management 
training;  provide  a  proper  balance  between  specialist  and  audit  skills;  and  permit 
management's  problems  to  be  addressed  in  the  broadest  possible  fashion. 

Other  evaluative  activities.  Line  management  of  departments  carry  out  monitor- 
ing and  control  activities,  such  as  a  review  of  field  operations  or  of  projects  under 
a  program  to  determine  needs  and  subsequently  assess  adherence  to  laid  down 
policies  and  procedures.  Central  agencies  also  subject  departments  to  many  types 
of  similar  reviews.  Such  activities,  which  may  resemble  audit,  are  not 
independent  and  are  part  of  the  normal  management  process.  However,  a  clear 
distinction  is  often  not  made  and  those  being  audited  feel  they  are  over-audited. 
This  has  two  unfortunate  effects:  on  the  one  hand  the  primary  responsibility  of 
line  managers  to  appraise  systematically  the  performance  of  their  programs  and 
subordinates  may  be  obscured;  and  on  the  other  hand  truly  independent  audit 
investigations  may  appear  to  be  unnecessary.  More  effective  and  better  co- 
ordinated internal  audit  would  relieve  the  need  for  some  of  the  reviews  line 
management  now  conduct  and  at  the  same  time  provide  the  benefit  of  audit 
objectivity. 
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Present  and  Desirable  Audit  Practices 

In  conducting  our  review,  we  established  certain  audit  criteria  to  assess  our 
findings.  We  developed  what  we  consider  are  reasonable  and  feasible  standards 
that  internal  audit  groups  should  meet,  taking  into  account  the  "Standards  for  the 
Professional  Practice  of  Internal  Auditing"  recently  issued  by  the  Institute  of 
Internal  Auditors.  The  Institute  is  an  international  association  dedicated  to  the 
continuing  professional  development  of  internal  audit. 

The  findings  of  our  review  have  been  communicated  to  departmental  management. 
No  department  satisfied  all  the  criteria  we  used.  The  chapters  in  Part  2  of  this 
Report  dealing  with  specific  departments  identify  the  current  internal  auditing 
situation  in  departments  selected  for  comprehensive  reporting  to  Parliament.  In 
this  Chapter  we  present  the  criteria  or  standards  used  in  conducting  this  year's 
study,  and  against  which  we  will  evaluate  departments  in  future  when  conducting 
comprehensive  audits  for  Parliament.  Departments  selected  for  comprehensive 
reporting  are  identified  where  they  have  taken  positive  steps  to  meet  what  this 
Office  regards  as  acceptable  standards. 

Present  and  desirable  audit  practices  are  described  under  the  main  needs: 
broadly  defined  responsibilities; 
well  planned  audits; 
proper  organizational  status; 
competent  audit  resources; 
professionally  performed  audit  work; 
clearly  reported  audit  findings;  and 
effective  audit  committees. 


We   fi 


st   state,   in   italics,   the   criteria  or  standards  we  would  expect  and  then 


discuss  the  remedies  needed,  with  some  illustration  of  what  we  found. 

Scope  of  responsibilities.  Internal  audit  should  provide  senior  management  with  a 
continual,  independent  appraisal  of  all  aspects  of  a  department's  activities. 

Our  study  leads  us  to  conclude  that  the  internal  audit  group  should  examine  and 
evaluate  all  aspects  of  a  department's  activities  including  systems  for  ensuring: 

•  the  integrity  of  financial  and  other  information; 

•  controls  over  public  property,  revenues  and  expenditures; 

•  compliance    with    objectives,    policies,    plans,    procedures,    laws    and 
regulations;  and 

•  management  with  due  regard  for  economy,  efficiency  and  effective- 
ness. 

In  summary,  the  scope  of  internal  audits  should  be  unrestricted. 
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The  responsibilities  of  most  departmental  internal  audit  groups  are  not  defined 
and  in  certain  instances  the  internal  auditors  do  not  adequately  plan  their  audits 
to  cover  all  significant  aspects  of  the  department's  activities.  These  circum- 
stances, coupled  with  staffing  and  other  organizational  problems,  often  lead  to 
inconsistencies  in  the  scope  of  audits  and  certain  areas  are  never  audited.  In  some 
departments  the  audit  scope  is  consciously  restricted. 

As  examples  of  unrestricted  scope,  three  departments,  National  Health  and 
Welfare,  National  Revenue  -  Customs  and  Excise  and  the  Canada  Employment  and 
Immigration  Commission,  have  defined  the  scope  of  internal  audit  well.  They  are 
in  the  process  of  implementing  mandates  for  their  internal  auditors  which  aim  at 
giving  senior  management  an  independent  objective  assessment  of:  the  efficiency, 
economy  and  effectiveness  of  operations;  the  degree  of  compliance  with  financial 
and  administrative  policies  and  procedures  established  by  the  ministers  and  deputy 
ministers  and  by  central  agencies;  and  the  integrity  of  the  information  used  to 
acquire  public  funds  and  account  for  their  expenditure. 

Audit  planning.  Audit  planning  should  ensure  that  all  activities  of  the  department 
are  identified,  potential  audit  areas  ranked  in  order  of  priority  and  appropriate 
audit  objectives  determined  for  each  area  selected  for  audit. 

To  effect  improvements  in  audit  planning: 

•  a  model  of  the  department  should  be  prepared  identifying  all 
organizational  components,  programs  and  activities,  and  revenue  from 
outside  sources  when  applicable,  as  potential  audit  areas  and  the  audits 
should  be  planned  to  avoid  gaps  or  duplication  in  audit  coverage; 

•  the  model  should  be  updated  at  least  annually; 

•  all  potential  audits  should  be  assessed  according  to  defined  criteria 
based  on  materiality,  importance  to  management  and  degree  of  risk  or 
opportunity;  and 

•  the  objectives  and  scope  in  each  area  subject  to  audit  should  be 
established  and  an  annual  work  plan  prepared. 

Our  study  revealed  that  many  departments  do  not  review  their  operations  in 
sufficient  detail  to  identify  all  activities  that  should  be  subject  to  audit. 

Very  few  departments  pay  more  than  lip  service  to  determining  priorities  based  on 
materiality,  the  importance  to  management  and  the  degree  of  risk.  Frequently, 
the  major  audit  effort  is  directed  towards  activities  representing  a  small 
proportion  of  the  department's  expenditures  with  the  result  that  audit  findings 
may  be  of  little  significance. 

There  is  a  general  lack  of  stated  objectives  for  carrying  out  audits.  In  many 
instances,  an  area  is  audited  simply  because  "it  has  always  been  done".  There  is  a 
tendency  to  choose  the  easiest  thing  to  audit  rather  than  to  venture  into  complex 
or  sensitive  areas  requiring  high  skill  levels  or  representing  substantial  risk. 
Consequently,  internal  audit  groups  seldom  play  a  constructive  role  in  assisting  in 
the  management  of  departmental  resources. 
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The  Department  of  National  Health  and  Welfare  recently  prepared  a  model  which 
identified  and  weighed  the  importance  of  over  100  auditable  units  and  from  this  a 
six-year  audit  plan  was  developed,  a  commendable  approach.  The  ranking  process 
is  vital  for  obtaining  value  for  money  in  auditing. 

Organizational  status  and  mandate.  The  internal  audit  group  should  have  an 
organizational  status  that  will  permit  it  to  report  objectively  and  effectively  on 
any  operation  or  activity  of  the  department.  Its  responsibilities  should  be  clearly 
communicated  in  a  mandate  from  the  deputy  head  that  demonstrates  visibly  his 
support. 

For  internal  audit  to  be  effective: 

•  The  head  of  the  internal  audit  group  should  report  directly  to  the 
deputy  head  and  thereby  be  organizationally  independent  of  all 
operations  audited. 

•  Internal  auditors  should  not  plan,  design,  install  or  operate  systems 
that  they  will  subsequently  audit. 

•  The  internal  audit  group  should  have,  and  be  perceived  to  have,  support 
from  the  deputy  head.  The  audit  mandate  should  receive  wide 
distribution  to  demonstrate  his  visible  support.  Departmental  man- 
agers should  always  be  required  to  respond  to  internal  audit  findings  on 
a  timely  basis. 

•  All  audit  activities  carried  out  by  or  on  behalf  of  the  department 
should  be  integrated  into  a  single  audit  group. 

The  organizational  status  of  the  internal  audit  group  in  many  departments  is 
unsatisfactory.  This  results  in  a  loss  of  independence,  and  as  a  consequence,  a 
lack  of  objectivity.  The  group  often  has  relatively  low  importance  attached  to  it 
in  the  departmental  hierarchy,  as  illustrated  by  the  ease  with  which  operational 
units  establish  audit  activities  on  their  own.  Audit  reports,  frequently,  do  not 
reach  the  managers  who  can  take  corrective  action.  Frequently,  internal  audit 
groups,  as  a  convenient  staffing  source,  have  been  involved  operationally  in 
departmental  functions  they  audit. 

In  the  Department  of  National  Revenue  -  Customs  and  Excise,  the  Canada 
Employment  and  Immigration  Commission,  the  Department  of  Communications 
and  the  Department  of  Transport  the  head  of  the  internal  audit  group  now  reports 
directly  to  the  deputy  head  and  the  internal  audit  group's  mandate  is  well 
communicated  to  all  senior  management.  This  organizational  status,  which  is 
relatively  recent  in  these  departments,  should  contribute  significantly  to 
improving  the  impact  of  the  internal  audit  groups  and  give  them  the  independence 
which  is  essential  to  the  effective  discharge  of  their  responsibilities. 
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Professional  resources.  The  internal  audit  group  should  be  professionally  compe- 
tent and  have  enough  resources  to  carry  out  its  responsibilities. 

To  achieve  this  end: 

•  the  internal  audit  group  should  be  given  strong  leadership  by  a 
thoroughly  competent  professional  and  be  staffed  with  auditors 
technically  proficient  in  the  variety  of  disciplines  necessary  to  carry 
out  comprehensive  audits;  and 

•  internal  auditors  should  maintain  their  technical  competence  through 
continuing  education. 

To  achieve  and  maintain  consistently  high  standards  of  audit,  the  Comptroller 
General  should  monitor  the  training  and  development  of  departmental  auditors  and 
should  participate  in  the  appointment  of  auditors  at  the  senior  levels. 

Many  audit  groups  now  concentrate  on  audits  of  a  routine  financial  nature  because 
they  are  not  staffed  with  auditors  capable  of  performing  value-for-money  audits 
or  of  reviewing  complex  computer-based  systems.  Few  departments  have  training 
plans  to  develop  their  staff,  and  even  where  there  are  such  plans,  insufficient  time 
is  devoted  to  them. 

Performance  of  audit  work.  Appropriate  standards  of  performance  must  be 
defined  and  followed  in  each  audit  assignment. 

Improvements  in  the  performance  of  audit  work  can  be  expected  if: 

•  standards  are  followed  that  address  all  aspects  of  comprehensive 
auditing; 

•  appropriate  audit  methods  and  procedures  are  established  and  docu- 
mented in  an  audit  manual; 

•  decisions  on  the  nature,  extent  and  timing  of  audit  tests  and 
procedures  are  based  on  an  evaluation  of  the  systems  of  internal 
control  operating  in  the  department;  and 

•  audit  working  papers  clearly  document  the  audit  process  and  substan- 
tiate findings. 

Many  departments  have  no  assurance  that  audits  are  properly  carried  out  because 
performance  standards  have  not  been  defined.  Freguently,  there  is  no  evidence 
that  audit  work  is  supervised  and  audit  working  papers  are  reviewed.  Established 
methods  and  procedures  are  seldom  used  for  giving  guidance  to  audit  staff. 
Documentation  of  audit  findings  is  generally  poor;  some  audit  reports  reviewed 
during  the  study  did  not  have  any  supporting  working  papers.  Audit  files 
frequently  lack  a  proper  indexing  system  to  ensure  that  all  procedures  are 
performed,  that  information  can  be  retrieved  at  a  later  date,  and  that  evidence 
can  be  produced  if  findings  are  challenged. 
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The  Comptroller  General  has  provided  guidelines  for  financial  audit;  these  should 
be  extended  to  cover  all  aspects  of  a  comprehensive  audit. 

Reporting  audit  findings.  The  results  of  the  audit  should  be  documented  in  a 
formal  report  to  provide  a  constructive  vehicle  for  change,  be  discussed  with  the 
managers  affected  and  be  presented  on  a  timely  basis  to  the  deputy  head  and  his 
audit  committee. 

Draft  audit  reports  should  be  discussed  with  the  head  of  the  organization  being 
audited  before  being  finalized  and  his  response  should  be  included  in  the  report. 

Audit  reports  should  be  as  clear  and  objective  as  possible  to  help  management 
appraise  the  seriousness  of  the  problems  reported.  Limitations  in  the  scope  of 
audit  should  be  disclosed.  The  measurement  or  evaluation  criteria  used  by  the 
auditor  should  also  be  clearly  indicated. 

Audit  reports  should  be  addressed  to  the  deputy  head  with  a  covering  letter 
drawing  to  his  attention  issues  he  should  consider.  Copies  should  also  be  sent  to 
members  of  the  audit  committee.  The  internal  audit  group  should  systematically 
follow  up  their  audit  findings  and  advise  the  deputy  head  if  adequate  action  is  not 
taken  to  resolve  matters  previously  reported.  This  is  of  special  importance  to  the 
establishment  and  maintenance  of  effective  management  control  by  the  deputy 
head  and  members  of  the  top  management  team  in  departments. 

We  noted  several  deficiencies  common  to  many  departments  in  the  reporting  of 
audit  findings  including: 

•  Reports  were  issued  long  after  completion  of  the  audit  work,  making 
the  information  of  little  value.  In  these  cases  the  reports  could  hardly 
be  considered  a  constructive  vehicle  for  change. 

•  Problems  were  not  adequately  identified  and  their  significance  was  not 
clearly  stated. 

•  Restrictions  in  the  scope  of  the  audit  were  not  reported.  This  could 
leave  management  with  a  false  sense  of  security,  possibly  believing 
that  the  scope  of  the  audit  had  been  much  greater  than  it  was. 

•  Reports  were  addressed  to  officials  other  than  the  deputy  head  or  an 
audit  committee,  leaving  it  uncertain  whether  all  findings  were  drawn 
to  the  attention  of  the  deputy  head.  Frequently,  the  addressee  had  no 
authority  to  effect  remedial  action. 

•  Audit  findings  were  not  systematically  followed  up  to  determine  what 
action  has  been  taken. 
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Use  of  audit  committees.  Audit  groups  should  have  the  leadership  and  support  of 
an  audit  committee  composed  of  senior  management  and  suitably  qualified  persons 
from  outside  the  department  to  provide  additional  objectivity.  Preferably,  the 
deputy  head  or  a  person  of  equivalent  stature  from  inside  or  outside  the  public 
service  should  chair  the  audit  committee. 

The  deputy  minister  should  appoint  an  audit  committee  of  appropriate  senior 
departmental  officials  and  suitably  qualified  persons  from  outside.  The 
committee  should  provide  guidance  and  support  to  the  audit  group  by: 

approving  audit  plans  and  programs; 

ensuring    that    all    programs    and    activities    of    the    department    are 
considered  when  selecting  areas  for  audit; 

discussing  audit  reports  and  findings  and  identifying  how  findings  in 
one  area  might  relate  to  other  areas; 

seeing  that  corrective  or  preventive  action  is  taken  on  audit  findings; 

considering  matters  raised  by  the  Office  of  the  Auditor  General; 

assessing  the  adequacy  of  resources  for  the  audit  activity;  and 

advising  on  the  appointment  of  the  head  and  members  of  the  internal 
audit  group. 

This  is  of  particular  importance  to  ensure  adequate  recognition  throughout  the 
organization  of  the  accountability  of  every  manager  for  the  economical,  efficient 
and  effective  expenditure  of  public  funds.  Periodic  attendance  at  audit 
committee  meetings  by  the  Minister  or  his  direct  representative,  possibly  the 
Parliamentary  Secretary,  would  be  a  recommended  and  highly  desirable  practice. 
It  would  help  to  emphasize  the  accountability  of  managers  to  government,  to 
Parliament  and  ultimately  to  the  taxpayer  for  the  effective  control  and  good 
management  of  public  money. 

Some  departments  have  not  yet  appointed  an  audit  committee.  In  some 
departments  that  have  committees,  they  are  not  fulfilling  their  responsibilities. 
In  other  instances,  terms  of  reference  for  the  committees  are  not  well  defined. 

The  Department  of  Transport  recently  revised  the  terms  of  reference  for  its  audit 
committee  to  include  all  appropriate  responsibilities.  In  addition  to  including  the 
Deputy  Minister,  as  chairman,  and  other  senior  departmental  managers,  a  senior 
official  from  another  department  has  been  appointed  to  the  committee. 
Representatives  from  the  Office  of  the  Comptroller  General  and  the  Audit 
Office  have  an  open  invitation  to  attend  monthly  meetings.  The  Department  of 
National  Revenue  -  Customs  and  Excise  also  recently  appointed  an  audit 
committee  with  a  sound  mandate. 


94 


Comprehensive  Auditing 


Management  Support  and  Leadership 

Integrated  audit  groups  and  better  quality  audit  practices  are  essential  for 
effective  internal  auditing.  However,  improved  organizational  arrangements  and 
techniques  alone  are  not  enough.  Until  deputy  heads  and  their  senior  managers 
appreciate  the  benefits  to  be  derived  from  a  properly  done  comprehensive  audit, 
the  value  obtained  from  the  substantial  effort  now  devoted  to  internal  audit  will 
continue  to  be  unsatisfactory.  Internal  audits  may  be  perceived  as  a  threat  by 
poor  managers,  and  that  cannot  be  avoided,  but  good  managers  should  see  internal 
audit  as  a  means  of  enhancing  their  own  ability  to  control  performance. 

At  the  departmental  level.  With  a  few  notable  exceptions,  senior  management  has 
failed  to  appreciate  the  potential  benefits  of  internal  auditing  and  has  paid  little 
attention  to  the  quality  of  existing  auditing  in  their  departments.  There  has  been 
a  corresponding  lack  of  support  for  and  direction  to  the  audit  activity.  As  a  result 
departments  have  been  confused  about  what  auditing  is,  what  auditors  do  and  how 
the  function  should  be  organized  to  achieve  the  greatest  possible  benefits.  Most 
departments  have  intentionally  limited  their  audit  activities  to  financially-based 
internal  audits  that  are  inadequate  for  today's  needs  especially  having  regard  to 
the  much  greater  emphasis  that  Parliament  has  placed  on  value-for-money 
auditing  through  the  enactment  of  the  Auditor  General  Act. 

All  too  frequently  the  prevailing  attitude  toward  audit  is  one  of  resentment  rather 
than  appreciation  of  the  contribution  auditing  can  make  in  ensuring  that 
government  programs  are  carried  out,  not  just  with  probity,  but  with  due  regard 
for  economy,  efficiency  and  effectiveness.  These  attitudes  generate  inevitable 
reactions  among  auditors  themselves  about  their  proper  role  and  the  importance 
of  their  work.  If  objective  assessment  and  constructive  criticism  are  resented, 
there  can  be  little  job  satisfaction  for  the  auditors.  One  result  is  that  better 
auditors  leave.  A  vicious  circle  results.  Changing  the  views  of  management  about 
the  audit  function  will  not  be  an  easy  task;  it  will  require  strong  central  direction 
from  deputy  heads  as  well  as  the  Comptroller  General  of  Canada. 

A  few  positive  steps  have  been  taken  to  institute  changes  for  the  better.  A  series 
of  briefing  sessions  in  May  and  June  of  this  year  informed  deputy  ministers  of  the 
progress  on  this  year's  audits  by  our  Office.  The  positive  reactions  to 
recommendations  to  integrate  and  give  greater  importance  to  the  internal  audit 
function  were  encouraging. 

By  the  Treasury  Board.  To  date,  central  agency  support  for  internal  audit  has 
been  spasmodic  and  often  divisive.  Early  in  1978,  I  met  the  Secretary  of  the 
Treasury  Board  to  discuss  the  need  for  co-ordinating  audit  and  evaluation 
activities  both  within  the  Treasury  Board  and  in  departments.  No  immediate 
action  was  taken  as  it  was  felt  that  this  issue  could  best  be  dealt  with  by  the  new 
Comptroller  General.  Shortly  after  his  appointment  and  as  part  of  the  Treasury 
Board  Secretariat  reorganization,  the  Comptroller  General  was  given  responsibil- 
ity for  the  existing  Financial  Administration  Branch,  including  the  evaluation  of 
departmental  adherence  to  the  Treasury  Board  policy  on  financial  administration. 
Also  assigned  to  him  was  the  former  division  of  the  Planning  Branch  responsible 
for  evaluating  departmental  adherence  to  the  Treasury  Board  policies  on 
performance  measurement  and  effectiveness  evaluation.    We  also  understand  that 
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the  Comptroller  General  will  be  assuming  functional  responsibility,  on  behalf  of 
the  Secretary  of  the  Treasury  Board,  for  co-ordinating  the  evaluation  activities  of 
other  branches  of  the  Treasury  Board  Secretariat,  including  adherence  to  Treasury 
Board  administrative  and  personnel  policies.  Completion  of  this  reorganization 
and  reassignment  of  responsibilities  should  establish  a  sound  basis  for  central 
direction  in  carrying  out  fully  integrated  comprehensive  audits. 

The  development  of  a  strong,  well  organized  internal  audit  function,  staffed  by 
competent  well-motivated  individuals  and  carrying  out  a  comprehensive  audit 
under  good  leadership  and  the  overall  direction  of  a  properly  constituted  audit 
committee  is  of  major  importance.  It  is  one  of  the  best  ways  to  ensure  that  the 
human,  physical  and  financial  resources  entrusted  to  Government  by  Parliament, 
and  to  managers  by  Government,  are  being  managed  with  due  regard  to  economy, 
efficiency  and  effectiveness.  It  is  also  important  for  ensuring  that,  through  good 
co-ordination  and  appropriate  reliance  upon  the  internal  audit  function,  the  work 
of  our  Office  is  carried  out  economically,  efficiently  and  effectively.  Unfor- 
tunately, the  findings  of  our  current  review  preclude  us  from  relying  on  many 
internal  audit  groups  at  this  time.  Accordingly,  in  my  future  Reports  to 
Parliament,  this  vital  aspect  of  an  effective  financial  management  and  control 
system  will  be  given  the  closest  attention. 
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AUDITOR  GENERAL  OF  CANADA  VERIFICATEUR  GENERAL  DU  CANADA 


Ottawa  (Ontario) 
K1A  0G6 


Honorables  membres  de  la  Chambre  des  communes, 


Mon  Rapport  a  la  Chambre  des  communes  pour  l'ann^e  financiere  terminer  le 
31  mars  1978  a  6te"  depose"  par  l'Orateur  de  la  Chambre.     Ce  100e  Rapport  annuel  du 


V6rificateur  g£ne>al  contient,  pour  la  premiere  fois,  des  remarques  faites  en  vertu  de  la 
Loi  sur  le  ve>ificateur  g£n6ral,  1976-77,  c.  34,  en  vigueur  depuis  le  ler  aout  1977.  II  est 
en  deux  volumes,  un  francais  (806  pages)  et  un  anglais  (746  pages). 


Vu  que  le  temps  des  deputes  ne  leur  appartient  pas,  j'ai  prepare  cet  apercu 
g6ne>al  afin  de  r^sumer  le  contenu  du  Rapport  et  de  vous  aider  a  choisir  les  sections  qui 
vous  int^ressent  plus  particulierement. 

L'apercu  g6n6ral  ne  comprend  pas  tous  les  details  du  Rapport.  Vous 
trouverez,  a  cote"  des  en-tetes  de  cet  apercu,  des  renvois  aux  divers  chapitres  du 
Rapport.    II  y  a  6galement  une  table  des  matieres  complete  du  Rapport. 

Bien  que  l'apercu  g6n§ral  ait  pour  but  de  fournir  un  resume  ad^quat  de  mon 
Rapport,  il  y  a  un  sujet  -  la  verification  int£gr£e  -  auquel  j'attache  une  importance  telle 
que  je  me  suis  permis  de  reproduire  a  l'annexe  A  le  texte  integral  des  deux  chapitres 
pertinents  du  Rapport.  II  m'a  sembl6  tres  approprie'  que,  pour  notre  centenaire,  mon 
Bureau  accorde  une  attention  particuliere  aux  deux  aspects  essentiels  que  sont  la 
verification  pour  le  Parlement  et  la  verification  interne  au  sein  des  ministeres  et 
organismes  gouvernementaux.  J'estime  que  nous  faisons  oeuvre  de  pionnier  qui  nous 
laisse  d£ja  entrevoir  de  nouveaux  horizons  et  de  nouveaux  defis  pour  notre  deuxieme 
siecie  d'existence. 

Les  membres  de  mon  personnel,  en  collaboration  avec  les  fonctionnaires 
concerned  du  gouvernement,  ont  revu  les  constatations,  les  observations  et  les 
recommandations  pr6sent£es  dans  le  Rapport  et  j'ai  discute  des  questions  importantes 
touchant  l'ensemble  du  gouvernement  avec  le  president  du  Conseil  du  Tresor,  le 
Controleur  g£n£ral  et  le  secretaire  du  Conseil  du  Tresor.  On  trouvera  dans  les  pages  qui 
suivent  le  texte  integral  d'une  lettre  datee  du  13  octobre  1978  que  m'a  fait  parvenir  le 
president  du  Conseil  du  Tresor,  l'honorable  Robert  Andras,  C.P.,  depute,  et  dans  laquelle 
il  formule  une  r£ponse  officielle  en  ce  qui  a  trait  aux  questions  importantes  touchant 
l'ensemble  du  gouvernement.  Nous  avons  reproduit,  a  la  suite  de  la  lettre  de  M.  Andras, 
la  r^ponse  que  je  lui  ai  fait  parvenir  en  date  du  17  octobre  1978. 


in 


Bien  que  I'apercu  g6n6ral  ait  6t6  pr^par^  principalement  pour  les  d£put§s, 
j'espere  qu'il  s'av^rera  6galement  un  guide  pratique  du  Rapport  pour  toutes  les  autres 
personnes  du  secteur  public  et  du  secteur  prive'  que  ces  questions  inte>essent. 

En  ce  d6but  d'un  second  siecle  au  service  du  Parlement  et  de  la  population 
canadienne,  il  me  fait  plaisir  d'affirmer,  au  nom  de  tous  les  membres  du  Bureau  de  la 
verification,  que  nous  nous  acquitterons  du  mandat  que  nous  a  confix  le  Parlement,  d'une 
maniere  efficace,  avec  vigueur  et  enthousiasme  ainsi  qu'avec  un  sens  du  devoir  tres 
pouss£  et  un  denouement  sincere. 


Novembre  1978 
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President  of  The  Treasury  Board       Le  President  du  Conseil  du  Tresor 


le   13   octobre   197! 


Monsieur  J.J.  Macdonell 
Verificateur  general  du  Canada 
240,  rue  Sparks 
Ottawa  (Ontario) 
K1A  0G6 

Monsieur  le  Verificateur  general, 

Aux  fins  de  la  publication  du  Rapport  de  1978  au  Parlement, 
j'aimerais  resumer  ma  reponse  officielle  aux  constatations  que  vous 
avez  communiquees  a  mes  f onct ionnaires  super ieurs  et  a  moi-meme  au 
sujet  des  conclusions  et  des  observations  de  votre  verification  qui 
seront  rendues  publiques  sous  peu. 

Nos  entretiens  ont  porte  principalement  sur  les  conclusions 
auxquelles  vous  etes  arrive  a  la  suite  du  "Travail  de  recherche  sur 
1' analyse  du  cout-ef f icacite"  (TRACE)  effectue  par  votre  Bureau,  au 
cours  des  deux  dernieres  annees,  dans  les  ministeres  et  organismes  de 
la  Fonction  publique  federale.   II  y  a  eu  egalement  des  entretiens  au 
sujet  de  votre  avis  sur  la  qualite  et  l'etendue  futures  des  attribu- 
tions de  la  verification  interne  dans  les  ministeres  et  organismes. 

En  raison  de  1' importance  de  vos  constatations  faites  au 
Parlement,  je  profite  de  1' occasion  pour  souligner  quelques  mesures 
importantes  deja  prises  conjointement  par  le  Secretariat  du  Conseil 
du  Tresor  et  par  le  nouveau  Bureau  du  Controleur  general,  a  la  suite 
des  conclusions  auxquelles  vous  etes  arrive. 

Avec  l'appui  et  1 ' approbation  des  ministres  du  Conseil  du 
Tresor,  le  Controleur  general,  en  etroite  collaboration  avec  les 
dirigeants  des  ministeres  et  organismes  les  plus  importants,  a  entre- 
pris  un  examen  exhaustif  de  leurs  activites  dans  le  domaine  de 
1' administration  et  du  controle  financiers.   Les  vingt  ministeres 
choisis  pour  1' examen  initial  depensent  70%  du  budget  actuel.   La 
deuxieme  etape  de  1' examen  portera  sur  les  autres  organisations  qui 
forment  l'entite  comptable  du  gouvernement  du  Canada. 

La  portee  de  cette  etude  a  ete  etendue  afin  d'inclure  les 
activites  operationnelles  de  planif ication  et  de  controle  qui,  vous 
en  convenez  avec  moi,  sont  essentielles  a  un  bon  controle  financier.   A 
ce  propos,  l'etendue  et  la  qualite  des  activites  dans  les  domaines 
de  la  mesure  de  la  performance  et  de  1' evaluation  des  programmes  menees 
par  les  ministeres  et  organismes  a  la  suite  des  directives  et  des  lignes 
directrices  emises  par  le  Conseil  du  Tresor  en  1976  et  en  1977,  feront 
l'objet  d'un  examen  attentif. 


Ces  examens  ont  pour  but  d'etablir  une  entente  avec  chacun 
des  ministeres  au  sujet  des  mesures  particulieres  qu'il  y  a  lieu  de 
prendre  pour  ameliorer  la  gamme  des  pratiques  d' administration  financiere 
et  de  planif ication  et  controle  operationnels,  lorsque  de  telles 
ameliorations  sont  necessaires.   Les  ententes  sur  les  mesures  a  prendre 
se  traduiront  par  des  plans  et  des  calendriers  pertinents  a  1' execution 
du  travail. 

Pour  ce  qui  est  des  pratiques  et  procedures  utilisees  pour 
mesurer  l'efficience  et  1' ef f icacite,  qui  ont  fait  le  principal  objet 
de  1' etude  TRACE  effectuee  par  votre  Bureau,  les  examens  ameneront 
l'etablissement ,  dans  chacun  des  ministeres,  de  plans  qui  assureront 
une  comprehension  detaillee  de  1' application  definitive  de  ces  proce- 
dures a  la  totalite  des  operations  et  des  programmes  du  gouvernement, 
pour  autant  que  la  chose  est  pertinente  et  raisonnable.   Les  priorites 
a  cet  egard  seront  fixees  en  fonction  des  quatre  criteres  suivants: 

1)  1' importance  sur  le  plan  des  priorites  du  ministre 
ou  du  ministere; 

2)  la  facilite  relative  avec  laquelle  ces  evaluations  peuvent 
etre  menees:   les  programmes  les  plus  faciles  seront 
evalues  en  premier; 

3)  l'etendue  du  programme:   les  programmes  les  plus 
importants  feront  1' objet  d' etudes  en  premier; 

4)  le  cout  prevu  de  1' evaluation,  compte  tenu  de  1' importance 
du  programme. 

Une  fois  termines,  ces  plans  et  calendriers  seront  mis  a 
votre  disposition  et  a  celle  du  Parlement  a  titre  de  preuve  qu'on  a 
pris  les  mesures  voulues  pour  resoudre  le  genre  de  problemes  d' evaluations 
d'economie,  d'efficience  et  d'efficacite  qui  seront  signales  dans  votre 
rapport.   Conformement  au  mandat  et  a  la  responsabilite  du  Controleur 
general  en  ce  qui  concerne  1' amelioration  et  le  maintien  des  politiques 
et  des  directives  actuelles  du  Conseil  du  Tresor  dans  ce  domaine  complexe, 
son  Bureau  utilisera  aussi  ces  plans  et  ces  calendriers  pour  controler 
les  ameliorations  apportees,  avec  le  temps,  par  les  ministeres  et  les 
organ ismes . 

Ces  revisions  permettront  aussi  au  Conseil  du  Tresor  d'au- 
toriser  les  plans  etablis  dans  chaque  ministere  en  vue  de  perf ectionner 
leurs  capacites  en  matiere  de  verification  interne.   La  planif ication 
sera  entreprise  au  cours  de  l'annee  1979-80.   Ces  plans  ne  se  limiteront 
pas  au  perf ectionnement  de  la  verification  financiere  interne;  ils 
porteront  aussi  sur  la  verification  interne  d'autres  fonctions  admi- 
nistratives  tout  aussi  importantes,  par  exemple  la  verification  d'ordre 
"operationnel"  ou   "gestionnel"  et,  naturellement ,  la  verification  de 
l'observation,  par  les  ministeres,  des  politiques  et  des  lignes  direc- 
trices du  Conseil  du  Tresor.   La  verification  interne  globale  sera 
evaluee  du  point  de  vue  de  sa  portee,  de  la  competence,  de  la  disponi- 
bilite  et  du  comportement  prof essionnel  du  personnel,  de  1' impartialite 
de  la  fonction  de  verification,  ainsi  que  des  priorites  etablies  par  les 
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ministeres  en  ce  qui  concerne  les  programmes  de  travail  de  verification 
interne.   Ces  plans  seront  mis  a  la  disposition  de  votre  Bureau,  etant 
donne  qu'ils  pourront  vous  aider  a  la  planif ication  future  de  vos 
verifications  et  a  1' etablissement  de  leurs  calendriers. 

Quant  a  la  planif ication  des  acquisitions  d ' immobilisations , 
qui  constitue  un  autre  aspect  de  1' Etude  des  procedes  relatifs  au 
cout-ef f icacite,  le  Conseil  du  Tresor  a  publie,  en  juillet  1978,  une 
nouvelle   politique  et  de  nouvelles  lignes  directrices  sur  la  gestion 
des  grands  projets  de  la  Couronne.   L'essentiel  de  cet  important 
document  sera  repris  dans  une  prochaine  circulaire  du  Conseil  du  Tresor 
qui  traitera  de  1 ' autorisation  des  projets  d' immobilisations.   J'ai 
ordonne  aussi  au  Secretariat  du  Conseil  du  Tresor  de  preparer  des 
lignes  directrices  sur  la  selection  et  la  remuneration  de  chefs  de 
projets  qualifies  affectes  aux  grands  projets  de  la  Couronne,  lignes 
directrices  qui  feront  l'objet  d ' un  examen  approfondi  de  la  part  du 
Conseil  du  Tresor. 

J'ai  pris  connaissance  de  vos  commentaires  sur  la  creation 
dans  chaque  ministere,  d'un  poste  de  controleur.   Comme  vous  le  savez, 
j'ai  deja  appuye  cette  idee.   II  s'agit  maintenant  d'evoluer  vers  cette 
forme  de  gestion  et  de  la  perf ectionner  de  maniere  qu'elle  reponde  aux 
besoins  de  chaque  ministere  et  organisme. 

Vos  entretiens  ont  porte  sur  une  foule  d'autres  sujets  qui 
feront  l'objet  de  commentaires  dans  votre  prochain  rapport.   J'aimerais 
aborder  brievement  l'importante  question,  qui  se  repercute  a  l'echelle 
du  gouvernement ,  de  la  future  presentation  du  Budget  des  depenses  ainsi 
que  vos  commentaires  relatifs  a  1 ' opportunity  de  facturer  les  ministeres 
pour  les  locaux  qu'ils  occupent . 

En  ce  qui  concerne  la  future  presentation  du  Budget  des 
depenses,  nous  avons  examine  1' etude  majeure  effectuee  par  le  Secretariat 
du  Conseil  du  Tresor  a  ce  sujet.   Premierement ,  cette  etude  vise  a 
ameliorer  la  communication,  au  Parlement,  des  projets  de  depenses  des 
ministeres  et  a  fournir  les  autorisations  parlementaires  necessaires  a 
1' execution  de  ces  projets.   Deuxiemement ,  elle  a  pour  objectif  de 
renforcer  le  lien  entre  It  Budget  des  depenses  et  les  plans  operationnels 
des  gestionnaires  des  programmes.   II  va  sans  dire  que  la  realisation 
de  ces  deux  objectif s  constitue  une  tache  complexe.   C'est  pour  cette 
raison  que  le  groupe  d' etude  a  ete  charge  de  faire  un  examen  exhaustif 
de  la  question  en  tenant  compte  des  opinions  et  avis  de  tous  les  principaux 
usagers  du  Budget  des  depenses.   Le  travail  entrepris  par  votre  Bureau 
et  les  reactions  des  parlementaires  aux  options  que  vous  leur  offrirez, 
seront  done  d'un  precieux  secours  pour  le  groupe  d' etude  et  pour  le 
gouvernement  lorsqu' il  s'agira  de  formuler  les  propositions  qu'il  compte 
presenter  au  Parlement  a  propos  de  cette  importante  question. 

En  1974  et  1975  la  question  des  frais  de  location  des  locaux 
avait  fait  l'objet  d'une  etude  en  profondeur  par  les  membres  de 
l'Executif  et  a  ce  moment,  il  avait  ete  decide  de  rejeter  l'adoption  d'un 
systeme  interne  de  facturation  pour  les  locaux  occupes  par  les  ministeres 
et  organismes.   On  estimait,  au  contraire,  qu'une  ventilation  plus 
detaillee  des  couts  des  locaux,  dans  le  Budget  des  depenses  et  dans  les 
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comptes  du  ministere  des  Travaux  publics  et  des  ministeres  usagers, 
favoriserait  un  meilleur  controle  et  une  responsabilite  accrue  a 
l'egard  des  locaux.   Toutefois,  vos  commentaires  actuels,  joints  a  ceux 
du  Comite  permanent  des  finances  nationales,  m'ont  amene  a  demander  un 
examen  du  principe  de  cette  decision. 

Vous  conviendrez  avec  moi,  j'ose  l'esperer,  que  les  plans 
que  je  viens  de  decrire  sommairement ,  constituent  la  meilleure  facon 
d'apporter  des  ameliorations  aux  pratiques  de  controle  financier  et 
autres  controles  operationnels  connexes  de  la  Fonction  publique  federale, 
objectif  qui,  je  vous  assure,  est  appuye  tant  par  les  membres  de 
l'Executif  que  par  les  ministeres  et  organismes  d' execution  qui  sont 
a  son  service. 

Veuillez  agreer,  Monsieur  le  Verificateur  general,  1' assu- 
rance de  ma  haute  consideration. 


1L- 


Robert  Andras . 
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AUDITOR  GENERAL  OF  CANADA 


VERIFICATEUR  GENERAL  DU  CANADA 


240,    rue   Sparks 
Ottawa    (Ontario) 
K1A  OG6 

le    17   octobre    1978 


L'honorable  Robert  Andras,  C.P, 
President  du  Conseil  du  Tresor 
Chambre  des  communes 
Ottawa  (Ontario) 


depute 


Monsieur, 

J'ai  bien  recu  votre  lettre  du  13  octobre.   J'ai  constate  avec 
plaisir  qu'il  s'agissait  la  d'une  reponse  objective  aux  observations  et  aux 
recommandations  touchant  1' ensemble  du  gouverneraent  que  je  porterai,  cette  annee , 
a  1' attention  du  Parlement  dans  mon  Rapport  annuel. 

Comme  vous  et  vos  collaborateurs  le  savez,  l'idee  principale 
sous-tendant  la  plupart  des  observations  et  des  recommandations  presentees  dans 
mon  Rapport  de  1978,  en  ce  qui  concerne  1 'ensemble  du  gouvernement  et  les  mini- 
steres,  est  de  faire  en  sorte  que  l'on  accorde  une  plus  grande  importance  a  l'utili- 
sation  et  la  gestion  economiques,  efficaces  et  rentables  des  deniers  publics  et  des 
ressources  gouvernementales  et  que  soit  accrue  1' imputabilite  a  ce  titre.   Dans 
votre  lettre,  vous  faites  allusion  surtout  a  notre  Travail  de  recherche  sur  l'analyse 
du  cout-eff icacite,  mieux  connu  sous  le  sigle:   T.R.A.C.E.   Dans  le  cadre  de  cette 
etude  portant  sur  l'ensemble  du  gouvernement,  etude  qui  a  suscite  beaucoup  d'interet 
chez  de  nombreux  gestionnaires ,  mon  Bureau  a  mis  sur  pied  un  systeme  de  verification 
portant  sur  la  valeur  recue  en  contrepartie  de  l'argent  depense  (V.R.C.)  par  le 
gouvernement,  verification  qui  sera  effectuee  pour  le  compte  du  Parlement  comme 
l'exige  la  nouvelle  Loi  sur  le  verificateur  general  promulguee  l'annee  derniere. 
Au  fur  et  a  mesure  que  les  resultats  des  premieres  etudes  du  T.R.A.C.E.  venaient 
etayer  les  constatations  de  nos  programmes  reguliers  de  verification  et  de  nos 
autres  etudes  portant  sur  l'ensemble  du  gouvernement  effectuees  au  cours  des 
dernieres  annees ,  je  devenais  de  plus  en  plus  inquiet  -  et  trouble  -  en  constatant 
l'absence  quasi  generale  du  souci  de  l'economie  et  du  rendement  et  l'attention 
insuffisante  que  l'on  accordait  a  l'evaluation  systematique  et  bien  appuyee  de 
l'eff icacite  des  programmes. 

II  etait  evident  que  le  soutien  fonctionnel  et  technique  accorde, 
dans  plusieurs  ministeres,  aux  sous-chefs  et  aux  gestionnaires  etait  insuffisant 
et  ne  leur  permettait  pas  de  s'acquitter  de  maniere  satisfaisante  de  leurs 
responsabilites  en  ce  qui  a  trait  a  la  gestion  des  ressources.   II  etait  egalement 
manifeste  que  la  plupart  des  sous-chefs  n'etaient  pas  conscients  de  la  gravite  de 
la  situation  et  que,  pour  eux,  la  gestion  efficace  des  ressources  n'etait  pas, 
parmi  leurs  lourdes  responsabilites,  celle  qui  devait  etre  prioritaire.   Les 
programmes  dont  parle  votre  lettre  visent  directement  ces  questions  fondamentales. 
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lis  devraient,  eventuellement ,  permettre  de  corriger  cette  situation  si  l'on  reunit 
les  conditions  suivantes :   mise  en  application  ferme,  octroi  des  ressources 
appropriees,  appui  soutenu  et  evident  de  la  part  du  gouvernement  et  collaboration 
entiere  et  sans  equivoque  des  hauts  f onctionnaires  et  des  gestionnaires  de  tous 
les  niveaux. 

J'ai  bon  espoir  que,  dans  une  large  mesure,  seront  satisfaites 
toutes  ces  conditions,  si  je  me  fie  a  l'interet  et  a  l'attitude  positive  dont  on  a 
fait  preuve  au  cours  des  reunions  que  j'ai  eues  en  mai  1978  avec  des  groupes  de 
sous-chefs,  reunions  qui  avaient  pour  but  d' informer  directement  ces  derniers  des 
resultats  de  nos  verifications  fondees  sur  la  valeur  recue  en  contrepartie  de 
l'argent  depense  et  de  ceux  des  autres  etudes  speciales  effectuees  au  cours  de 
l'annee,  y  compris  notre  analyse  des  moyens  de  verification,  devaluation  et 
d'examen  internes.   Les  discussions  ont  surtout  porte  sur  les  recommandations  les 
plus  importantes  et  sur  les  mesures  que  les  sous-chefs  pouvaient  prendre,  dans  un 
delai  relativement  court,  pour  corriger  les  lacunes  que  nos  etudes  avaient  revelees. 
De  toute  evidence,  nos  constatations  prpoccupaient  ces  hauts  f onctionnaires , 
notamment  en  cette  periode  de  difficultes  economiques  ou  l'on  envisageait 
d' importantes  coupures  des  depenses  gouvernementales .   Leur  interet  et  leur  attitude 
positive  ne  pouvaient  etre  contestes  puisque,  dans  un  certain  nombre  de  cas,  ils 
avaient  deja  pris  des  mesures  concretes  pour  ameliorer  la  gestion  des  ressources. 

Dans  mon  Rapport  de  1975,  j'ai  fortement  mis  en  doute  la  qualite 
de  la  verification  financiere  interne  utilisee  au  sein  des  services  gouvernementaux. 
Comme  la  plupart  des  ministeres  ont  peu  fait  pour  ameliorer  la  situation,  nous  avons 
effectue  cette  annee  une  etude  de  la  verification  interne  dans  l'ensemble  du 
gouvernement  -  en  ce  qui  avait  trait  tant  au  domaine  financier  qu'a  celui  de 
1' exploitation  -  afin  de  verifier  si  l'on  recevait  une  juste  valeur  en  contrepartie 
de  l'argent  depense.   Les  premiers  resultats  nous  ont  permis  de  constater  que  divers 
organismes  effectuaient  une  multitude  de  verifications  et  d' evaluations  a  des  fins 
diverses,  que  la  coordination  faisait  largement  defaut  et  que  dans  plusieurs  cas  ces 
mesures  etaient  inefficaces.   Plusieurs  gestionnaires  ministeriels  ont  exprime  l'avis 
que  ces  verifications  apportaient  peu  ou  point  d'avantages  apparents  et  se  sont 
plaints  d' avoir  a  consacrer  une  bonne  partie  de  leur  temps  a  repondre  aux  demandes 
de  renseignements  d ' un  nombre  incalculable  de  verif icateurs .   De  toute  evidence,  les 
activites  de  verification,  d'evaluation  et  d'examen  au  sein  du  gouvernement  ne  peuvent 
etre  economiquement  rentables  ou  utiles  a  la  gestion  qu'a  la  condition  d'en  assurer 
1 ' integration,  la  coordination  et  1 ' amelioration  necessaires. 

J'ai  communique  aux  sous-chefs  ces  constatations  (decrites  dans 
mon  Rapport  au  chapitre  12,  "Verification  interne  integree  au  sein  du  gouvernement  - 
methode  recommandee")  lors  de  nos  reunions  du  mois  de  mai  et  j'ai  souligne  le  fait 
que  cette  reforme  majeure,  que  je  proposals  pour  ameliorer  la  gestion  des  ressources, 
pouvait  etre  realisee  dans  le  cadre  des  pouvoirs  et,  en  grande  partie,  des  ressources 
dont  ils  disposaient  deja.   Les  resultats  a  ce  jour  ont  ete  encourageants .   Par 
exe.mple,  certains  ministeres  ont  mis  sur  pied  un  comite  de  verification  preside  par 
le  sous-chef,  ont  regroupe  les  activites  de  verification,  d'evaluation  et  d'examen 
internes  et  en  ont  confie  la  direction  a  un  haut  fonctionnaire  relevant  directement 
du  sous-chef.   Comme  vous  le  savez,  le  Secretaire  du  Conseil  du  Tresor  et  le 
Controleur  general  ont  pris  des  mesures  semblables  destinees  a  permettre  1 ' integration 
et  la  coordination  des  activites  de  verification  et  d'evaluation  exercees  par  le 
Conseil  du  Tresor. 


Je  me  suis  attarde  a  decrire  la  situation  susmentionnee  parce 
que  nos  recommandations  visant  la  verification,  1' evaluation  et  l'examen  internes 
peuvent  etre  mises  en  pratique  assez  rapidement  et,  dans  bon  nombre  de  cas,  sans 
qu'il  soit  necessaire  d'exiger  beaucoup  de  ressources  supplementaires .   L'annonce 
de  votre  appui  aux  efforts  que  font  les  ministeres  pour  accroitre  l'efficacite  de 
la  gestion  des  ressources  et  1 'approbation,  par  le  Conseil  du  Tresor,  de  plans 
visant  a  assurer  la  realisation  de  cet  objectif,  viendront  stimuler  la  realisation 
du  programme  de  reforme  globale  auquel  votre  lettre  fait  allusion. 

Un  autre  aspect  de  la  reforme  globale  est  deja  en  voie  de 
realisation,  c'est-a-dire  la  nomination  de  controleurs  de  ministeres  dument 
qualifies,  projet  a  l'egard  duquel  vous  avez  deja  indique  votre  appui  a  la  Chambre 
des  communes,  le  9  decembre  1976.   Comme  vous  l'indiquez  dans  votre  lettre,  il 
nous  faut  maintenant  nous  orienter  en  fonction  de  cette  structure  d ' organisation 
et  la  batir  de  maniere  a  ce  qu'elle  puisse  satisfaire  les  besoins  de  chaque 
ministere  et  de  chaque  organisme.   L' acceptation  de  cette  fonction  et  la  nomination 
a  ces  postes  de  personnes  eminemment  competentes  et  experimentees  constituent  un 
element  essentiel  d'une  evolution  continue  vers  la  realisation  d'un  systeme 
meilleur  et  plus  efficace  de  gestion  et  de  controle  financiers,  realisation  a 
laquelle  vous  et  vos  collaborateurs  travaillez  constamment. 

D'autres  aspects  plus  complexes  du  programme  de  reforme  exigeront, 
de  toute  evidence,  beaucoup  plus  de  temps  pour  leur  realisation.   J'inclus  parmi 
ceux-la  la  vaste  etude  des  activites  d 'administration  et  de  controle  financiers 
des  ministeres  et  des  organismes  mise  sur  pied  par  le  Controleur  general,  la 
production  de  donnees  financieres  plus  signif icatives  a  1' intention  du  Parlement, 
le  lien  plus  etroit  a  etablir  entre  le  Budget  des  depenses  et  les  plans  d'exploitation 
des  gestionnaires  de  programme  ainsi  que  les  autres  questions  importantes  signalees 
dans  mon  Rapport  de  1978  et  dont  vous  faites  etat  dans  votre  lettre  du  13  octobre. 
Toutefois,  l'appui  du  gouvernement  et  du  Parlement,  en  ce  qui  a  trait  aux  objectifs 
de  cette  reforme,  et  1 'amelioration  des  controles  financiers  et  des  controles  de 
1 'exploitation  y  relatifs  au  sein  de  la  fonction  publique  federale,  devraient  en 
assurer  la  realisation. 

En  conformite  avec  la  pratique  etablie  au  cours  des  dernieres 
annees  et  en  reponse  a  la  demande  formulee  par  le  Comite  permanent  des  comptes 
publics,  je  continuerai  de  suivre  attentivement  la  situation  en  ce  qui  a  trait 
a  la  mise  en  vigueur  des  changements  proposes  au  titre  de  divers  aspects  du 
programme  au  sujet  desquels  il  y  a  eu  entente  et  je  signalerai  les  progres  accomplis 
dans  mes  prochains  rapports  a  la  Chambre  des  communes.   A  ce  propos,  votre  lettre 
du  13  octobre,  nous  informant  de  1' attitude  et  des  plans  du  gouvernement  en  ce  qui 
concerne  les  recommandations  les  plus  importantes,  nous  sera  d'une  grande  utilite. 
Veuillez  accepter  mes  plus  sinceres  remerciements  pour  m'avoir  autorise  a  publier 
votre  lettre,  fait  sans  precedent,  dans  mon  Rapport  annuel  presente  a  la  Chambre 
des  communes  en  cette  annee  du  centenaire  du  Bureau  du  verificateur  general. 

Veuillez  agreer,  Monsieur,  1 'expression  de  mes  sentiments  les 
meilleurs. 

Le  Verificateur  general  du  Canada, 
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Partie  1 
GOUVERNEMENT  DU  CANADA 


INTRODUCTION 


A  titre  de  septi^me  Verificateur  general  du  Canada  depuis  que  le  bureau  a  ete 
etabli  en  1878,  j'ai  le  privilege  de  presenter  cet  apercu  general  du  lOOe  Rapport 
annuel  a  la  Chambre  des  communes. 

Les  derniers  Rapports  pr^sentaient  les  r^sultats  de  l'Etude  de  la  gestion  du 
controle  financiers  (1974-1976)  et  de  l'Evaluation  des  systemes  d'informatique  et 
d'information  (1976-1977),  qui  ensemble  contenaient  plus  de  60  recommandations 
importantes  pour  l'ensemble  du  gouvernement  et  des  centaines  de  recommanda- 
tions au  niveau  des  ministeres  et  des  soci^tes  de  la  Couronne.  La  plus  importante 
de  ces  recommandations  a  ete  mise  en  application  le  2  avril  1978,  par  la 
nomination  du  Controleur  general  du  Canada. 

Du  point  de  vue  de  l'imputabilite  des  fonctionnaires  face  au  gouvernement  et  du 
gouvernement  face  au  Parlement,  cependant,  je  considere  que  les  constatations  et 
recommandations  du  Travail  de  recherche  sur  l'analyse  du  coGt-efficacite 
(T.R.A.C.E.),  execute  au  cours  des  18  derniers  mois,  sont  aussi  importantes  que 
celles  deja  signages  au  Parlement  au  cours  de  mon  mandat  et  peuvent  s'av^rer 
aussi  importantes  que  celles  signages  au  Parlement  depuis  l'etablissement,  il  y  a 
cent  ans,  du  Bureau  de  la  verification.  En  plus  de  contenir  le  premier  compte 
rendu  de  la  verification  selon  le  principe  de  la  valeur  recue  en  contrepartie  de 
l'argent  d^pense,  le  Rapport  du  centenaire  comprend  egalement  les  elements 
suivants: 

•  il  pr^sente  un  plan  en  vue  d'un  programme  cyclique  de  verification 
integree  au  nom  du  Parlement; 

•  il  fait  une  recommandation  cie  voulant  que  le  gouvernement  entre- 
prenne  une  verification  interne  integree  incorporant  des  evaluations  de 
l'economie,  du  rendement  et  de  l'efficacite  des  programmes  dans  tous 
les  ministferes; 

•  il  demontre  des  moyens  de  presenter  au  Parlement  des  renseignements 
financiers  ameiiores;  et 

•  il  contient  des  observations  et  recommandations  decoulant  des  autres 
examens  speciaux  et  des  verifications  regulieres. 

Je  suis  preoccupe  et  trouble  par  les  incidences  cumulatives  de  ce  que  mon 
personnel  a  observe  au  cours  des  programmes  de  verification  reguliere  et  au  cours 
des  etudes  speciales  d'envergure  gouvernementale  des  dernieres  annees,  chapeau- 
tees  par  le  projet  T.R.A.C.E.,  qui  m'obligent  a  signaler  au  Parlement,  conforme- 
ment  aux  exigences  de  la  nouvelle  Loi  sur  le  verificateur  general,  que: 
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A  mon  avis,  le  manque  de  consideration  pour  Veconomie  et  le 
rendement  est  tres  repandu  dans  les  operations  du  gouvernement  et 
Von  n'accorde  pas  Vimportance  voulue  a  determiner  si  les  programmes 
qui  content  plusieurs  millions  de  dollars  respondent  aux  intentions  du 
Parlement. 

II  peut  sembler  quelque  peu  aventureux  de  fournir  au  Parlement  une  opinion  sur 
une  organisation  aussi  vaste  et  complexe  que  le  gouvernement  du  Canada,  en  se 
fondant  sur  des  Etudes  qui  portaient  sur  les  ministeres,  meme  si  ces  etudes  ont  ete 
effectu^es  avec  diligence  et  si  plusieurs  d'entre  elles  avaient  recours  a  une 
nouvelle  methodologie  mise  au  point  tout  particulierement  pour  le  Bureau  de  la 
verification.  Toutefois,  les  constatations  contenues  dans  les  parties  I  et  II  de  mon 
Rapport,  decoulant  du  travail  de  notre  personnel  de  verification  permanent  et 
d'une  equipe  de  plus  de  50  repr£sentants  sup^rieurs  et  experimented  du  Bureau, 
dont  les  services  ont  ete  retenus  tant  a  l'interieur  qu'a  l'exterieur  de  la  Fonction 
publique,  qui  se  sont,  au  cours  d'une  pe>iode  de  18  mois,  acquitted  de  nos 
premieres  verifications  organisees  et  systematiques  selon  le  principe  de  la  valeur 
regue  en  contrepartie  de  l'argent  depense,  justifient  clairement  cette  opinion. 
Celle-ci  est  conforme  aux  observations  resultant  de  notre  travail  de  verification 
generate  et  de  nos  etudes  speciales  dans  1'ensemble  du  gouvernement  au  cours  des 
dernieres  annees. 
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Introduction 

Le  Travail  de  recherche  sur  l'analyse  du  coGt-efficacite  (T.R.A.C.E.),  entrepris  en 
1976,  est  le  reflet  de  Involution  de  la  verification,  passant  d'un  centre  d'interet 
principalement  comptable  a  un  mandat  eiargi  qui  se  penche  sur  les  questions  de  la 
valeur  recue  en  contrepartie  de  l'argent  depense.  En  vertu  de  l'article  7  (2)  de  la 
Loi  sur  le  ve>ificateur  general,  le  Verificateur  general  doit  porter  a  l'attention  du 
Parlement  les  cas  ou  il  a  constate"  que: 

Md)    des  sommes  d'argent  ont  ete  depensees  sans  egard  a  l'economie  ou  a 
l'efficience;  ou 

e)  des  procedures  satisfaisantes  n'ont  pas  ete  etablies  pour  mesurer  et 
faire  rapport  sur  l'efficacite  des  programmes  dans  les  cas  ou  elles 
peuvent  convenablement  et  raisonnablement  etre  mises  en  oeuvre." 

Nous  nous  sommes  acquittes  de  ces  responsabilites  par  l'entremise  du  T.R.A.C.E., 
un  projet  special  mis  sur  pied  au  sein  du  Bureau  afin  d'eiaborer  une  methodologie 
et  de  preparer  un  premier  rapport  dans  le  cadre  du  mandat  portant  sur  la  valeur 
recue  en  contrepartie  de  l'argent  depense. 

Dans  23  ministeres,  les  equipes  du  T.R.A.C.E.  ont  etudie  des  questions  concernant 
l'attention  accorded  par  la  direction  a  l'economie,  au  rendement  et  a  l'efficacite. 
Suite  a  nos  premieres  verifications  des  ministeres,  nous  avons  repertorie  quelques 
grands  secteurs  de  controle  de  gestion  meritant  une  etude  approfondie.  Nous 
avons  fait  enquete  sur  trois  de  ces  grands  sujets  de  facon  detaill£e  et  les  questions 
importantes  sont  expos6es  dans  les  chapitres  3  a  5  de  mon  Rapport.  Des  enquetes 
sont  actuellement  en  cours  sur  les  autres  secteurs  de  gestion.  A  mesure  que  des 
questions  importantes  se  pr^senteront,  nous  les  inclurons  dans  nos  futurs  Rapports 
annuels. 


Vue  cfensemble 

Nos  verifications,  qui  comportment  35  etudes  portant  sur  des  aspects  choisis  de  la 
gestion,  effectuees  dans  23  ministeres,  ont  revele  d'importantes  faiblesses  au 
niveau  de  Velaboration  et  de  Vutilisation  des  renseignements  necessaires  a 
Vobtention  de  l'economie,  du  rendement  et  de  l'efficacite  dans  V administration 
publique  federale. 

Les  Etudes  sur  lesquelles  est  fondle  cette  conclusion  ont  ete  returnees  dans  des 
rapports  provisoires  et  discutees  de  facon  approfondie  avec  les  gestionnaires  de 
programme  et  les  sous-chefs  des  ministeres.  Dans  la  plupart  des  cas,  ces  derniers 
ont  r£agi  rapidement,  de  fagon  positive  et  constructive.  lis  ont  apporte  plusieurs 
ameliorations,  dans  certains  cas  presque  immediatement,  et  dans  d'autres,  une  fois 
notre  verification  terminee. 
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Trois  aspects  de  la  gestion  ont  fait  l'objet  d'enquetes  suff isamment  detailiees  pour 
permettre  un  compte  rendu  de  constatations  a  l'ensemble  du  gouvernement  —  la 
planification  des  projets  d'acquisitions  d'immobilisations,  la  mesure  et  l'augmenta- 
tion  du  rendement  et  revaluation  de  l'efficacite.  Comme  toute  verification,  nos 
examens  de  la  valeur  recue  en  contrepartie  de  l'argent  depense  ont  entrafhe  des 
conclusions  fondles  sur  la  comparaison  des  faits  observes  dans  une  situation 
donn^e  avec  un  ensemble  de  pratiques  ou  de  criteres  de  gestion  g6n6ralement 
reconnus.  Pour  chacun  des  trois  sujets  ayant  fait  l'objet  de  rapports  d'envergure 
gouvernementale,  nous  avons  enonce  nos  criteres  de  verification.  Nos  conclusions 
et  recommandations  pour  l'ensemble  du  gouvernement  doivent  etre  lues  en  tenant 
compte  de  ces  criteres  par  lesquels  nous  avons  juge  les  operations  particulieres 
que  nous  avons  verifiers. 

Planification  des  projets  d'acquisitions  d'immobilisations  (chapitre  3) 

A  l'interieur  de  la  large  ported  de  la  "planification",  nous  avons  concentre  notre 
attention  sur  les  projets  comportant  l'acquisition  de  biens  d'immobilisations, 
comme  les  aerogares,  les  immeubles  a  bureaux  et  les  importantes  acquisitions  de 
biens  d'equipement.  Le  T.R.A.C.E.  a  examine  une  serie  de  projets  d'immobilisa- 
tions dont  le  cout  total  est  estime  a  environ  $700  millions.  Par  comparaison,  le 
cout  total  approuve  pour  tous  les  projets  d'immobilisations  en  cours  en  1977-1978 
est  estime  a  $10,000  millions. 

Nous  nous  sommes  servis  des  criteres  suivants  pour  nos  verifications  du  processus 
d'acquisitions  d'immobilisations: 

8         La  responsabilite  et  l'imputabilite  doivent  etre  clairement  definies  et 
connues. 

•  Les  demandes  de  fonds  doivent  etre  appuyees  par  une  documentation 
appropriee  et  complete. 

•  L'approbation  finale  doit  etre  basee  sur  une  information  complete. 

•  La  mise  en  oeuvre  du  projet  devrait  etre  controiee  adequatement. 

•  Les  projets  doivent  etre  etudies  une  fois  termines. 

Le  chapitre  3  resume  nos  constatations  et  nos  opinions  sur  les  projets 
d'immobilisations  suivants: 

•  Environnement  -  Lutte  contre  les  inondations 

•  Affaires  indiennes  et  du  -  Ecoles 
Nord  canadien 

•  Defense  nationale  -  Planification  de  l'amenagement 

des  bases 
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•  Postes  -  Systeme  m£canis6  de  tri  des 

lettres 

•  Travaux  publics  -  Immeubles  polyvalents 

Edifice  CD.  Howe 

•  Transports  -  Aeroport  international  de  Calgary 

Expansion  de  Aeroport  international  de 

Toronto  (Malton) 

Brise-glaces  de  classe  "R" 

Automatisation  des  phares 

Centre  d'essai  des  vehicules 

automobiles 

Institut  de  formation  de  Transports 

Canada 

Systeme  de  gestion  du  trafic 

maritime  de  la  Cote  ouest 

D'apres  13  verifications  T.R.A.C.E.  effectuees  jusqu'a  maintenant,  le  processus 
d! acquisitions  d' immobilisations  ne  nous  apparait  pas  comme  repondant  a  des 
normes  raisonnables  de  "souci  d'economie".  Le  processus  presente  un  certain 
nombre  de  lacunes  qui  nous  portent  a  croire,  dans  Vensemble,  que  des  ressources 
de  qualite  appropriee  n'ont  pas  ete  acquises  a  un  codt  minimal. 

Nous  n'avons  pas  constate  la  m&me  chose  dans  tous  les  projets  que  nous  avons 
etudies.  Des  lacunes  present es  dans  un  projet  peuvent  ne  pas  se  retrouver  dans  un 
autre.  Deux  des  13  projets  que  nous  avons  etudies  ont  demontre  un  souci 
d'economie  raisonnable. 

Nos  verifications  indiquent  que,  dans  l'ensemble,  on  n'a  pas  suivi  un  processus 
raisonnable  pour  la  planification  et  l'ex£cution  des  projets  d'immobilisations.  Dans 
mes  Rapports  precedents,  j'avais  fait  des  commentaires  sur  la  tendance  naturelle 
des  gestionnaires  de  programme  a  soutenir  des  propositions  en  vue  de  nouvelles 
initiatives  apres  avoir  ete  incites  a  presenter  des  projets  et  des  programmes  plus 
importants  et  plus  couteux.  Dans  de  telles  circonstances,  il  n'est  pas  surprenant 
que  l'on  retrouve  d'importantes  depenses  pour  des  projets  d'immobilisations  qui 
n'auraient  peut-etre  pas  ete  autorises,  ou  qui  auraient  ete  autorises  seulement  sur 
une  echelle  moins  grande  si  l'on  avait  suivi  un  processus  de  planification 
raisonnable.  L'absence  de  controles  appropries  met  en  cause  non  seulement  le 
cout  ^immobilisation  de  $10,000  millions  des  projets  en  cours,  mais  egalement  les 
engagements  de  fonctionnement  et  d'entretien  qui  s'etendent  sur  des  dizaines 
d'annees  a  venir.  La  recente  publication  du  Conseil  du  Tresor  intituiee  "Politique 
et  lignes  directrices  sur  la  gestion  des  grands  projets  de  la  Couronne",  ne  constitue 
qu'une  reponse  partielle  qui  devrait  etre  renforcee.  Cependant,  de  plus  grande 
importance  encore  est  la  necessite  d'un  changement  d'attitude.  Les  fonctionnaires 
devraient  toujours  presenter  aux  ministres  une  evaluation  equilibree  de  solutions 
de  rechange  raisonnables  et  jamais  un  resume  preconisant  un  seul  recours. 

Etant  donne  ces  constatations  et  conclusions,  nous  recommandons  que: 
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Les  ministeres  et  organismes  devraient  mettre  en  application  le 
nouveau  document  intitule  "Politique  et  lignes  directrices  sur  la 
gestion  des  grands  projets  de  la  Couronne"  publie  par  le  Conseil  du 
Tresor  et  devraient  adopter  encore  d'autres  procedes  pour  assurer,  en 
ce  qui  a  trait  a  tous  les  projets  d' immobilisations,  que: 

•  La  responsabilite  et  Vimputabilite  des  projets  sont  clairement 
definies. 

•  Les  demandes  de  fonds  sont  appuyees  par  une  documentation 
precise  et  complete  comprenant: 

une  analyse  appropriee  des  besoins; 

une  indication  claire  des  objectifs  et  des  effets  escomptes; 

une  evaluation  objective  des  solutions  de  rechange; 

une  estimation  realiste  du  cout  en  capital;  et 

une    analyse    des    couts    sur    la   duree    d'utilisation    des 
installations. 

•  L'approbation  finale  est  basee  sur  une  information  complete. 

•  La  mise  en  oeuvre  du  projet  est  controlee  de  fagon  appropriee. 

•  Les  projets  termines  sont  examines. 

Un  examen  de  tous  les  principaux  projets  proposes  devrait  &tre 
effectue  avec  Vindependance  necessaire,  au  sein  du  ministere  respon- 
sable,  afin  d'assurer  que  les  demandes  de  fonds  soient  appuyees  par  une 
documentation  precise  et  complete  avant  qu'ils  ne  soient  soumis  a 
l'approbation  du  Conseil  du  Tresor. 

Mesurer  et  augmenter  le  rendement  (chapitre  4) 

L'examen  de  la  qualite  et  de  l'utilite"  des  systemes  de  mesure  de  la  performance  a 
porte"  principalement  sur  la  productivity  des  gens  dans  les  operations  n^cessitant 
une  main-d'oeuvre  nombreuse.  Nous  avons  revu  les  controles  de  rendement  dans  le 
cas  de  chaque  programme  examine"  et  certaines  verifications  ont  port6  essentielle- 
ment  sur  cette  question. 

Nous  avons  adopte  les  criteres  de  verification  suivants  en  nous  fondant  sur  les 
normes  gene>alement  reconnues  de  bonne  gestion  pour  la  mesure  du  rendement  et 
de  la  performance: 

•  Les  mesures  de  la  performance  doivent  etre  pertinentes  et  exactes. 

•  La  performance  doit  etre  adequate  par  rapport  a  une  norme. 
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•  Les  rapports  doivent  etre  adapted  aux  besoins  de  la  gestion. 

•  II    faut    utiliser    les    donn£es    sur    la    performance    pour    am£liorer   la 
productivity. 

•  II  faut  tenir  a  jour  les  mesures  et  les  rapports  sur  la  productivity. 

Le  chapitre  4  resume  nos  constatations  et  nos  opinions  sur  les  systemes  de  mesure 
de  la  performance  suivants: 


Communications 


Emploi  et  Immigration 


Affaires  exte>ieures 

Affaires  indiennes  et  du 
Nord  canadien 

Defense  nationale 

Sant6  nationale  et  Bien- 
etre  social 

Revenu  national,  Douanes 
et  Accise 

Revenu  national,  ImpQt 

Postes 

Gendarmerie  royale  du 
Canada 

Secretariat  d'Etat  du 
Canada 

Affaires  des  anciens 
combattants 


Programme  du  spectre  des 
frequences  radioeUectriques 

Politique  relative  a  l'immigration 
et  a  la  population 
Programmes  des  prestations 
Fichier  central 
Politique  du  march£  du  travail 

Bureau  des  passeports 

Pares  nationaux 


Entretien  des  installations 

Programmes  de  la  s£curite  du 
revenu 

Operations  commerciales 


Activity  d'ex^cution 
Traitement  du  courrier 
Programme  de  formation 

Bureau  des  traductions 

Services  de  traitement 


Le  Secretariat  du  Conseil  du  Tresor  a  ete  le  premier  a  definir  les  questions  qui 
entourent  la  mesure  de  la  performance.  Le  Conseil  du  Tresor  a  fait  connattre,  par 
ses  directives  et  ses  examens  de  la  conformite,  Vimportance  qu'il  attache  a  cette 
responsabilite  fondamentale  de  la  gestion. 
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Lors  de  notre  examen  de  16  systemes  de  mesure  de  la  performance  qui  regroupent 
100,000  annees-hommes  reparties  dans  12  ministeres,  deux  systemes  seulement 
nous  sont  apparus  satisfaisants.  La  plupart  des  systemes  etudies  n'ont  pas 
constitue  un  element  important  dans  le  processus  de  gestion  de  programme.  En 
general,  les  systemes  ne  repondaient  pas  aux  besoins  de  renseignements  du 
gestionnaire  des  operations  qui  doit  prendre  les  decisions  quotidiennes  necessaires 
au  controle  de  la  productivite. 

Dans  la  plupart  des  operations  que  nous  avons  verifiees,  la  gestion  ne  connaissait 
ni  le  niveau  reel  du  rendement  ni  la  mesure  dans  laquelle  il  pouvait  etre  augmente. 
Dans  la  plupart  des  situations  ou  Veffectif  est  nombreux,  on  ne  deployait  pas  les 
efforts  suffisants  pour  augment er  la  productivite. 

Je  suis  impressionne  par  l'interet  evident  du  Conseil  du  Tresor,  depuis  1970,  pour 
les  questions  relevant  de  la  mesure  de  la  performance.  Le  Conseil  a  public  deux 
importantes  directives  a  ce  sujet.  Par  consequent,  des  milliers  de  pr^cieuses 
heures-hommes  de  personnel  tres  competent  ont  ete  investies  dans  des  systemes 
visant  a  controler  la  performance.  Dans  l'ensemble,  ces  systemes  ne  sont  pas 
utilises.  La  direction,  semble-t-il,  n'est  pas  suffisamment  interess^e  pour  assurer 
les  mises  a  jour  et  la  conception  voulues  des  systemes  selon  les  changements  de 
circonstances.  Lorsque  l'on  disposait  de  renseignements  utiles,  ils  n'apportaient 
gen^ralement  aucun  apport  au  processus  de  gestion. 

Cette  situation  constitue  un  6norme  gaspillage,  d'abord  en  investissement  de 
ressources  specialises  rares  pour  l'elaboration  des  systemes,  et  deuxiemement,  en 
cout  de  fonctionnement  de  systemes  qui  ne  sont  ni  utiles,  ni  utilises.  Ni  les 
gestionnaires  d'exploitation  ni  le  personnel  de  mon  Bureau  ne  connaissent  le  niveau 
r£el  de  la  productivity  ou  ne  peuvent  dire  si  la  productivite  s'est  am61ior£e  ou 
d6t£rioree.  Ce  qui  m'inquiete  tout  autant  est  le  fait  que  l'on  a  fausse"  les 
intentions  du  Conseil  du  Tresor.  La  r£ponse  a  ses  intitiatives,  plutot  qu'avoir 
augmente  la  productivite,  risque  d'avoir  enframe"  un  gaspillage  des  ressources. 

Sur  la  foi  de  ces  constatations,  nos  recommandations  sont  les  suivantes: 

Les  ministeres  et  organismes  devraient  mettre  en  place  des  systemes 
de  mesure  de  la  performance  qui  repondent  aux  besoins  des  gestion- 
naires, afin  de  controler  les  operations  dont  ils  sont  responsables.  Les 
mesures  de  la  performance  devraient  aider  les  gestionnaires  a  prevoir 
des  methodes  plus  efficaces  par  rapport  au  cout  de  presenter  lew 
programme.  Dans  la  mesure  du  possible,  ces  mesures  devraient 
egalement  servir  a  etayer  les  previsions  de  programme  et  le  budget. 

Les  gestionnaires  des  operations  de  traitement  utilisant  un  grand 
nombre  d'employes  devraient  utiliser  davantage  les  techniques  recon- 
nues  d' amelioration  de  la  productivite.  R  faut  compter  parmi  celles-ci 
Vanalyse  de  V organisation  et  des  methodes  et  la  mesure  du  travail. 
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E  valuer  l'efficacite"  (chapitre  5) 

Evaluation  de  la  mesure  dans  laquelle  un  programme  atteint  ses  objectifs  —  la 
question  d'efficacite  —  recoit  une  attention  sans  cesse  croissante  de  la  part  de  la 
gestion  dans  le  secteur  public.  Une  periode  de  contraintes  budgetaires  necessite 
un  recours  plus  strict  a  des  process  devaluation.  Cela  est  encore  plus  urgent  si 
l'on  songe  a  la  tendance  a  s'auto-perpetuer  des  programmes  publics. 

En  etablissant  le  premier  ensemble  de  criteres  pour  revaluation  de  l'efficacite, 
mentionnes  ci-dessous,  nous  nous  sommes  fondes  sur  nos  etudes  et  sur  le  travail 
effectue  dans  d'autres  secteurs  connexes: 

•  II  faut  preciser  le  mieux  possible  les  objectifs  et  les  incidences  d'un 
programme. 

•  II  faut  preciser  les  objectifs  et  les  incidences  mesurables  d'un 
programme. 

•  La  marche  a  suivre  pour  mesurer  l'efficacite  d'un  programme  doit 
traduire  le  niveau  de  perfectionnement  des  connaissances  et  les 
r^sultats  doivent  justifier  les  couts. 

•  II  faut  rendre  compte  des  r^sultats  de  la  mesure  de  l'efficacite. 

•  Les  evaluations  doivent  servir  a  accroftre  l'efficacite  des  programmes. 

Le  chapitre  5  resume  les  cas  suivants  qui  illustrent  les  constatations  et  les 
opinions  decoulant  de  nos  verifications  des  proced^s  utilises  pour  mesurer  et 
rendre  compte  de  l'efficacite  des  programmes: 


Affaires  des  anciens 
combattants 


Programmes  de  services  aux 
anciens  combattants  et  de  services 
de  traitement 


Affaires  indiennes  et  du 
Nord  canadien 

Agriculture 


Consommation  et 
Corporations 

Emploi  et  Immigration 


Expansion  economique 
regionale 


Education 


Office  de  stabilisation  des  prix 
agricoles  et  Office  des  produits 
agricoles 

Programme  de  la  consommation: 
activites  de  controle 

Programme  de  formation  de  la 
main-d'oeuvre  du  Canada 
Programme  d'initiatives  locales 

Loi  sur  les  subventions  au  developpement 
regional 
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Industrie  et  Commerce 
Travail 


Revenu  national  -  Douanes 
et  Accise 

Revenu  national  -  Impot 

Secretariat  d'Etat  du 
Canada 


Solliciteur  general 


Direction  de  la  machinerie 

Recherche  et  Elaboration 
des  programmes 

Examen  et  controle  des  operations 
commerciales 

Activity  d'execution 

Programme  d'expansion  du  bilinguisme 


Systeme  federal  de  liberations 
conditionnelles 


L'examen  de  23  programmes  repartis  dans  18  ministeres  a  demontre  que  les 
tentatives  d'evaluer  Vefficacite  des  programmes  ont  rarement  reussi.  R  faudra 
augmenter  sensiblement  la  portee  et  la  qualite  de  Vevaluation  de  Vefficacite  des 
programmes  afin  que  la  gestion,  le  gouvernement  et  le  Parlement,  chacun  ayant 
un  interet  particulier,  soient  raisonnablement  au  courant  des  realisations  des 
programmes  publics. 

J'ai  remarque"  une  espece  de  mystique  qui  entoure  la  question  d'evaluer  les 
r£sultats  des  programmes.  Plusieurs  considerent  revaluation  des  programmes 
comme  un  processus  complexe,  isoterique  et  difficile,  sinon  impossible.  En 
langage  courant,  nous  pouvons  parler  des  renseignements  que  les  gestionnaires 
devraient  avoir  a  portee  de  la  main  quant  aux  realisations  des  programmes 
gouvernementaux.  Dans  l'ensemble,  le  gouvernement  ne  possede  pas  ces 
renseignements,  bien  que  cela  soit  fondamental  a  l'idee  d'imputabilite. 

II  existe  une  tentation  bien  comprehensible  d'eviter  toute  tentative  visant  a 
evaluer  l'efficacite  etant  donne  que  cette  evaluation  risque  de  produire  des 
conclusions  defavorables  au  programme.  Toute  tentative  d'evaluer  l'efficacite 
dans  le  milieu  gouvernemental  est  un  acte  de  courage.  Ceux  qui  en  ont  fait  l'essai 
meritent  des  applaudissements.  Malheureusement,  les  tentatives  de  mesurer 
l'efficacite  des  programmes  ne  sont  pas  toutes  couronnees  de  succes.  Mon 
personnel  a  releve  des  faiblesses  dans  certaines  des  etudes  effectuees. 
Neanmoins,  ces  critiques  sont  minimes  en  comparaison  avec  celles  que  l'on  devrait 
adresser  aux  gestionnaires  qui  n'ont  rien  fait  pour  mesurer  l'efficacite  de  leurs 
programmes. 

En  nous  fondant  sur  les  constatations  de  nos  verifications,  nos  recommandations 
sont  les  suivantes: 

II  faudrait  transmettre  a  ceux  qui  prennent  les  decisions  des 
renseignements  sur  Vefficacite  des  programmes  d'une  fagon  et  a  une 
frequence  qui  tiennent  compte  des  responsabilites  de  prise  de  decision 
du  destinataire. 
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Les  ministeres  et  organismes  devraient  preciser  les  objectifs  et  les 
incidences  des  programmes,  signaler  les  resultats  pouvant  etre  evalues 
et  evaluer  ces  resultats  le  plus  precisement  possible. 

Les  methodes  devaluation  de  Vefficacite  devraient  traduire  le  niveau 
actuel  des  connaissances  au  Canada  et  ailleurs  et  le  cout  de  leur 
utilisation  devrait  etre  just  if  ie. 


Organisation  et  donn6es  de  base  du  T.R.A.C.E. 

Depuis  Janvier  1977,  date  a  laquelle  ont  commence  les  verifications  portant  sur  la 
valeur  recue  en  contrepartie  de  l'argent  depense,  plus  de  100,000  heures  ont  ete 
consacrees  par  des  professionnels  au  projet  T.R.A.C.E.,  sous  la  direction  de  M. 
Kenneth  G.  Belbeck,  president  du  cabinet  canadien  d'experts-conseils  Stevenson  &. 
Kellogg,  dont  les  services  ont  ete  retenus  par  mon  Bureau  pour  une  periode  de 
deux  ans,  en  vertu  du  Programme  de  permutation  des  cadres  de  la  Commission  de 
la  Fonction  publique.  Un  associe  principal  de  son  cabinet,  egalement  prete  pour 
deux  ans  en  vertu  d'un  contrat  du  Programme  de  permutation  des  cadres,  un 
ve>ificateur  general  adjoint,  trois  directeurs  principaux  de  notre  Bureau  et  un 
certain  nombre  d'associes  de  cabinets  d'experts-conseils  et  de  cabinets  d'experts- 
comptables  l'ont  aide  a  diriger  l'etude.  Pendant  plus  de  deux  ans,  M.  Rheal 
Chatelain,  Sous-verificateur  general,  et  moi-meme  avons  consacre  beaucoup  de 
temps  a  ce  projet  et  avons  examine'  attentivement  les  constatations,  conclusions 
et  recommandations.  Nous  avons  egalement  b6nefici6  des  conseils  d'un  Comite 
consultatif  compose  des  associes  directeurs  g^neraux  de  quatre  autres  cabinets 
canadiens  d'experts-conseils,  sous  la  presidence  de  M.  Belbeck.  En  resume,  les 
constatations,  conclusions  et  recommendations  du  projet  T.R.A.C.E.  sont  bien 
fondles. 

Dans  un  certain  sens,  la  verification  portant  sur  la  valeur  regue  en  contrepartie  de 
l'argent  depense  n'est  pas  totalement  nouvelle  au  Bureau  de  la  verification.  Les 
Verificateurs  g^neraux  du  Canada,  du  Royaume-Uni  et  d'ailleurs  ont  depuis 
longtemps  reconnu  que  leurs  responsabilites  a  l'egard  des  corps  legislatifs  auxquels 
ils  font  rapport  allaient  au-dela  de  l'attestation  du  respect  au  pied  de  la  lettre  de 
l'autorisation  financiere.  Ils  ont  souvent  signale  des  exemples  de  gaspillage, 
d'extravagance  et  d'abus  de  confiance  dans  la  manipulation  des  fonds  publics  dont 
ils  ont  eu  connaissance  au  cours  de  leurs  verifications  du  respect  de  l'autorisation 
financiere. 

La  reconnaissance  officielle  de  la  necessite  d'une  verification  selon  le  principe  de 
la  valeur  regue  en  contrepartie  de  l'argent  depense^  au  Canada,  d^coule  du  travail 
du  Comity  independant  de  revision  sur  les  fonctions  du  Verificateur  general  du 
Canada,  cr^6  en  octobre  1973.  Le  Comite,  preside  par  feu  M.  J.R.M.  Wilson, 
F.C.A.,  a  fait  enquete  sur  les  responsabilites  du  Bureau  du  verificateur  g6n6ral, 
sur  ses  relations  avec  les  ministeres  et  organismes  fed^raux  et  sur  les  process  de 
presentation  de  rapports.  II  a  egalement  etudie  "les  dispositions  legales  et  autres 
afin  d'assurer  qu'il  puisse  s'acquitter  de  ses  responsabilites  avec  le  degre 
necessaire  d'ind£pendance".  Le  Comite  s'est  fonde  sur  l'experience  de  ses  propres 
membres,   sur  ses  enquetes  au  Canada  et  sur  l'experience  des  autres  pays  en  la 
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matiere.  Mettant  l'accent  sur  les  relations  entre  les  concepts  fondamentaux 
d'imputabilite  et  de  verification,  le  Comite  remarqua  dans  son  rapport  du  27  mars 
1975  que  les  v£rificateurs  du  gouvernement  devraient  informer  le  l^gislateur  de 
l'utilisation  des  fonds  qu'il  a  accorded  a  l'administration,  en  pr^cisant  s'ils  ont  6t6 
d£pens£s  a  bon  escient.  Le  Comite  donnait  a  cette  responsabilite  de  verification 
un  sens  assez  large,  y  incluant  la  verification  portant  sur  la  valeur  regue  en 
contrepartie  de  l'argent  depense,  dans  le  cadre  de  ses  recommandations  a  long 
terme  sur  le  travail  du  Bureau  de  la  verification. 

A  l'6t6  de  1976,  j'ai  6te  avis£  de  1'intention  du  gouvernement  de  presenter  un 
projet  de  loi,  fonde  sur  les  recommandations  du  Comite  Wilson,  visant  a  eTargir  la 
portee  de  verification  et  a  accentuer  l'ind£pendance  de  mon  Bureau.  Le  projet  de 
loi  devait  comprendre  l'obligation  de  rendre  des  comptes  au  Parlement  quant  a 
l'economie,  au  rendement  et  a  l'efficacit£.  J'ai  imm£diatement  commence  a 
recruter  les  ressources  n^cessaires  afin  de  preparer  le  Bureau  a  ces  nouvelles 
responsabilit^s.  En  Janvier  1977,  nous  avons  mis  sur  pied  le  Travail  de  recherche 
sur  l'analyse  du  cout-efficacite'  qui  devait  poursuivre  les  objectifs  suivants: 

•  amasser  des  renseignements  et  faire  le  point  sur  les  systemes  de 
controle  de  gestion  dans  le  secteur  public  en  termes  d'economie,  de 
rendement  et  d'efficacit6; 

•  evaluer  (du  point  de  vue  de  l'economie,  du  rendement  et  de  l'efficacit£) 
les  proc^des  actuels  de  planification,  de  mesure  et  de  controle  des 
activity  dans  la  fonction  publique  au  Canada  et  en  faire  rapport;  et 

•  faire  des  recommandations  au  Bureau  du  v^rificateur  general  quant  a 
la  facon,  desormais,  de  r^aliser  son  nouveau  mandat. 

Au  31  aout  1978,  nous  avions  entrepris  52  projets  de  verification  portant  sur  la 
valeur  recue  en  contrepartie  de  l'argent  depens6  dans  30  ministeres  dont  trente- 
cinq  etaient  terminus  et  les  rapports  provisoires  avaient  et6  remis  aux  ministeres 
concerned  aux  fins  de  verification  de  l'exactitude  des  faits,  et  afin  d'obtenir  leurs 
commentaires  et  r£ponses.  Le  travail  des  17  autres  projets  est  int6gr£  a  nos 
verifications  permanentes  du  gouvernement.  Comme  nous  l'avions  mentionn£ 
pr6c6demment,  plus  de  100,000  heures  ont  6t6  consacr^es  par  des  professionnels 
au  projet  T.R.A.C.E.  L'6quipe  du  T.R.A.C.E.  a  pass£  une  bonne  partie  de  son 
temps  a  eTaborer  une  m^thodologie  permettant  au  Bureau  de  continuer  ce  genre  de 
verification  dans  le  cadre  de  ses  programmes  de  verification  r^guliere.  Ayant 
atteint  ses  buts  originaux,  le  projet  T.R.A.C.E.,  en  soi,  est  maintenant  termini. 
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Certaines  causes  sous-jacentes  aux  lacunes  existantes 

La  question  la  plus  fondamentale  qui  decoule  du  projet  T.R.A.C.E.  et  de  la 
verification  selon  le  principe  de  la  valeur  recue  en  contrepartie  de  l'argent 
d^pense  est  toute  simple  mais  quand  meme  vitale:  pourquoi  existe-t-il  toujours 
des  faiblesses  de  gestion  graves  apres  qu'on  a  consacre'  tant  d'efforts  a  les 
eiiminer?  II  peut  s'averer  impossible  de  repertorier  avec  certitude  toutes  les 
causes  sous-jacentes  des  graves  lacunes  dans  la  quality  de  la  gestion  des  fonds 
publics  provoquant  l'opinion  exprimee  dans  I'introduction  du  present  apercu 
general.  Cependant,  si  l'on  veut,  a  l'avenir,  remedier  au  manque  d'attention  a 
l'economie,  au  rendement  et  a  l'efficacite  des  programmes  qui  a  caracterise  les 
dernieres  annees,  certaines  observations  quant  aux  causes  possibles  peuvent  se 
reveler  utiles. 

Repercussions  de  l'augmentation  des  depenses  du  gouvernement  sur  la  gestion. 

Lorsque  la  Commission  royale  d'enquete  sur  l'organisation  du  gouvernement 
(Glassco)  a  pr^sente  son  rapport  en  1962-1963,  les  depenses  budgetaires  du 
gouvernement  federal  s'elevaient  a  $7,304  millions.  Pour  l'exercice  financier 
1977-1978,  les  defenses  gouvernementales  se  sont  elevees  a  $42,882  millions,  soit 
une  augmentation  de  487%  depuis  le  rapport  Glassco.  La  piece  1  indique  la 
tendance  dans  les  niveaux  des  defenses  gouvernementales  depuis  le  rapport 
Glassco. 

La  Commission  Glassco  a  recommande  une  decentralisation  importante  des 
responsabilites  de  gestion  et  de  controle  financiers  vers  les  ministeres. 
Cependant,  elle  recommandait  egalement  un  renforcement  correspondant  du 
Conseil  du  Tr£sor  et  de  son  Secretariat  afin  d'elaborer  et  de  mettre  en  application 
des  politiques  et  lignes  directrices  sur  les  process  d'administration  financiere 
ainsi  que  des  procedes  efficaces  en  vue  de  controler  et  d'en  assurer  le  respect.  La 
decentralisation  a  etc"  appliquee  en  entier,  connaissant  son  point  culminant  en 
1969  avec  l'abolition  du  Bureau  du  Controleur  du  Tr£sor.  Comme  mes  Rapports 
annuels  de  1975  et  de  1976  l'indiquaient  clairement,  les  controles  compensatoires 
recommandes  n'ont  pas  ete  efficacement  mis  en  application  au  Conseil  du  Tresor. 

Meme  s'ils  avaient  ete  mis  en  application,  il  est  quelque  peu  douteux  que  le 
renforcement  de  l'organisation  et  des  procedes  auraient  suffi  a  r£pondre  comme  il 
convient  a  l'augmentation  rapide  et  continue  des  niveaux  de  depenses  gouverne- 
mentales. De  toute  maniere,  le  controle  des  deniers  publics  s'etait  dangereu- 
sement  elimine  au  moment  ou  je  l'ai  signal^  a  la  Chambre  des  communes  en  1976. 

La  Commission  Glassco  faisait  remarquer  que  "le  Parlement  vote  des  fonds  au 
gouvernement,  mais  les  ministeres  considerent  que  les  fonds  votes  deviennent 'leur' 
propriete".  Depuis  le  rapport  Glassco,  toute  une  generation  de  gestionnaires  a 
accede  a  des  postes  de  responsabilites  au  cours  d'une  periode  d'optimisme 
economique  general,  ou  l'accent  portait  principalement  sur  la  conception  et 
l'eiaboration    de    nouveaux    programmes,    l'expansion   des   programmes   existants, 
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Depenses  budgetaires  gouvernementales 
de  1963  a  1978 


Piece  1 


Augmentation  (%) 

Augi 

nentation  (%) 

Annee 

Depenses* 

par  rapport  a 

par  rapport  a 

financiere 

(en 

millions  de  dollars) 

1'annee  precedente 

- 

1962-1963 

1962-1963 

7,304 

1963-1964 

7,680 

5 

5 

1964-1965 

8,103 

6 

11 

1965-1966 

8,662 

7 

19 

1966-1967 

9,871 

14 

35 

1967-1968 

11,259 

14 

54 

1968-1969 

12,308 

9 

69 

1969-1970 

13,662 

11 

87 

1970-1971 

15,089 

10 

107 

1971-1972 

17,046 

13 

133 

1972-1973 

18,645 

9 

155 

1973-1974 

22,839 

22 

213 

1974-1975 

29,245 

28 

300 

1975-1976 

33,978 

16 

365 

1976-1977 

39,011 

15 

433 

1977-1978 

42,882 

10 

487 

*     Suite 

aux  modifications  a  la 

Loi  sur 

la  securite  de  la  vieillesse,  entrees 

en  vigueur  en  juin  1975, 

les  prestations 

payees 

en  vertu  de  la  Loi  sont  des  depenses  budgetaires. 

Les  chiffres  inc 

iques  pour  1976 

et    les    annees 

anterieures    ont    ete    redresses 

de 

maniere   a   inclure 

les 

paiements 

de   prestations 

precedemment 

imputes  au  Fonds  de 

la  securite  de  la 

vieillesse  et  a  exclure  les 

affectat 

ons  budgetaires 

creditees  au 

Fonds  en 

1974,  1975  et 

1976. 
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particulierement  dans  le  secteur  du  bien-etre  social,  et  sur  la  livraison  de 
programmes.  II    etait    probablement    inevitable    qu'il    se    d§veloppe    chez    les 

gestionnaires  une  6chelle  de  valeurs  dans  laquelle  ces  aspects  de  leurs  responsa- 
bilit£s  prenaient  une  importance  preponderate,  alors  qu'accorder  une  attention 
£troite  a  la  gestion  6conomique  et  rentable  des  ressources  humaines  et 
financieres  £tait  beaucoup  moins  important. 

II  est  probablement  peu  surprenant  que  les  gestionnaires  de  tous  les  niveaux, 
manquant  de  systemes  efficaces  de  gestion  et  de  controle  financiers  centraux  ou 
ministe>iels,  et  probablement  d£pass6s  par  la  croissance  rapide  du  gouvernement, 
aient  eu  peu  de  temps  pour  se  pr^occuper  des  questions  de  la  valeur  recue  en 
contrepartie  de  l'argent  d£pens£  en  depensant  les  fonds  publics.  En  bref,  un  sens 
personnel  d'imputabilite'  quant  a  la  gestion  6conomique,  rentable  et  efficace  des 
fonds  publics  et  des  ressources  ne  semble  pas  avoir  et&  une  caracteristique  cle  des 
responsabilit^s  de  gestion  de  la  Fonction  publique  du  Canada.  Au  contraire,  au 
cours  de  cette  p^riode  d'expansion  rapide  de  l'administration  fed^rale,  il  semble 
qu'on  ait  juge"  que  les  deniers  publics  6taient  pratiquement  in^puisables  et  que 
l'acces  a  ces  derniers  6tait  virtuellement  sans  limites  pour  les  personnes 
ing^nieuses. 

Je  me  dois  d'insister  sur  le  fait  que  nos  constatations  ne  constituent  pas  une 
accusation  des  fonctionnaires  pour  la  gestion  inefficace  des  fonds  publics  et  des 
ressources.  En  cet  aspect  de  leurs  responsabilit^s,  leur  mandat  n'6tait  pas  clair  et 
leur  formation  n'6tait  pas  suffisante.  Si  nos  constatations  sont  une  forme  de 
condamnation,  il  s'agit  de  la  condamnation  du  systeme  qui,  apparemment,  attache 
plus  d'importance  a  l'elaboration  d'initiatives  de  politique  et  de  nouveaux 
programmes  plutot  qu'aux  principes  et  aux  pratiques  bien  £tablies  pour  obtenir  une 
gestion  6conomique,  rentable  et  efficace  des  ressources. 

Manque  cfencouragement  a  la  gestion  efficace  des  ressources  humaines.  Jusqu'a 
maintenant,  nous  n'avons  entrepris  que  des  Etudes  preHiminaires  sur  le  rendement 
et  l'6conomie  de  l'£16ment  couts  des  salaires  et  de  la  paye  des  programmes  des 
ministeres  et  des  organismes.  Notre  travail  dans  le  secteur  de  la  mesure  du 
rendement,  comme  il  est  d6crit  au  chapitre  4,  n'^tait  qu'une  premiere  6tape.  Au 
cours  de  l'ann^e  a  venir,  plus  de  ressources  seront  affectees  a  la  verification  des 
autres  aspects  des  defenses  de  paye  dans  l'ensemble  du  gouvernement. 
Cependant,  il  est  d£ja  evident  que  certains  Elements  du  systeme  du  personnel  ne 
suscitent  ni  l'6conomie  ni  le  rendement. 

Comme  les  commissaires  de  la  Fonction  publique  1'ont  r^cemment  fait  remarquer 
dans  une  declaration  publique,  une  partie  des  problemes  de  gestion  d'aujourd'hui 
provient  du  fait  "que  la  Fonction  publique  est  bien  moins  g£ne>euse  pour  les  bons 
gestionnaires  que  ne  l'est  le  secteur  priv6".  Le  systeme  actuel  de  gestion  du 
personnel  semble  offrir  peu  de  recompenses  et  d'encouragements:  —  tangibles  ou 
intangibles  —  pour  les  Economies  r6alis£es  dans  l'utilisation  des  ressources 
humaines.  De  fait,  le  systeme  semble  d^courager  les  gestionnaires  qui  voudraient 
promouvoir  l'utilisation  economique  et  de  bon  rendement  des  ressources,  a  la  fois 
humaines  et  financieres. 
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La  Commission  royale  sur  la  gestion  financiere  et  l'imputabilite,  le  Comity  special 
de  l'examen  de  la  gestion  du  personnel  et  du  principe  du  me>ite  de  la  Fonction 
publique,  le  Conseil  du  Tresor  et  la  Commission  de  la  Fonction  publique  etudient 
actuellement  ces  questions.  II  n'y  a  aucun  doute  que  ces  organismes  proposeront 
des  remedes.  Entre  temps,  nous  continuerons  nos  verifications  des  couts  de  la 
paye  et  des  traitements  du  point  de  vue  de  l'economie  et  du  rendement  de  ces 
depenses. 

Systemes  de  gestion  et  de  controle  financiers.  Les  imperfections  flagrantes  des 
systemes  de  gestion  et  de  controle  financiers  dans  les  ministeres,  dans  les 
organismes  et  dans  les  societes  de  la  Couronne  ainsi  que  dans  l'ensemble  du 
gouvernement,  qui  constituaient  l'un  des  principaux  sujets  de  mes  Rapports  de 
1975  et  1976,  et  a  l'egard  desquelles  le  gouvernement  a  pris  des  mesures 
appropriees,  comme  je  l'ai  signaie  dans  mon  Rapport  de  1977,  ont  sans  doute  joue 
un  role  preponderant  dans  les  lacunes  deceives  au  niveau  de  la  gestion  des 
ressources.  Etant  donne"  que  plusieurs  entites  gouvernementales  ne  disposaient  ni 
d'un  systeme  d'information  financiere  utile  ni  d'un  controleur  competent  dans 
1'equipe  de  la  haute  direction,  il  n'est  pas  surprenant  que  l'economie,  le  rendement 
et  l'efficacite  des  programmes  n'aient  pas  recu  l'attention  voulue  et  m^ritee. 

Heureusement,  le  gouvernement  a  commence  a  rectifier  les  lacunes  critiques  de 
ces  systemes  de  gestion  et  de  controle  financiers  en  errant  le  poste  de  Controleur 
general  et  en  y  nommant  une  personne  possedant  d'excellentes  qualites. 
Cependant,  le  Controleur  general  ne  peut  s'acquitter  de  ses  importantes 
responsabilites  de  la  facon  la  plus  efficace  possible  a  moins  que  le  gouvernement  - 
et  le  Parlement  lui-meme  -  l'appuie  en  instruisant  le  plus  clairement  possible  la 
Fonction  publique  du  fait  que  toutes  les  defenses  de  fonds  publics  doivent  non 
seulement  faire  l'objet  de  proc6des  de  controle  financier  entierement  satisfai- 
sants,  mais  doivent  egalement  etre  faites  en  prenant  grandement  en  consideration 
l'economie,  le  rendement  et  l'efficacite. 

Verification  interne  insatisfaisante.  Dans  mon  Rapport  annuel  de  1975,  j'ai  vive- 
ment  critique  la  qualite  de  la  verification  financiere  interne  dans  l'ensemble  du 
gouvernement.  Une  etude  de  suivi  d'envergure  gouvernementale,  en  1978,  a 
clairement  demontre  que,  jusqu'a  tres  recemment,  presque  rien  n'avait  ete  fait  en 
vue  d'ameiiorer  cette  situation  desastreuse.  En  outre,  dans  la  plupart  des  cas,  la 
verification  de  gestion  etait  sporadique  et  n'avait  rien  a  voir  avec  la  verification 
financiere  interne.  Dans  de  telles  circonstances,  les  chefs  des  ministeres  et  leurs 
equipes  de  haute  direction  manquaient  d'un  outil  de  gestion  important  -  de  fait, 
essentiel  -  pour  les  tenir  continuellement  au  courant  de  l'efficacite  des 
programmes  ainsi  que  de  l'economie  et  du  rendement  avec  lesquels  ils  se 
deroulaient.  L'absence  d'une  fonction  de  verification  interne  efficace  dans 
plusieurs  ministeres  reflete  a  la  fois  le  fait  que  les  ministeres  en  cause  n'aient  pas 
accorde  priorite  a  cette  question  et,  presumement,  le  fait  que  la  direction,  de  son 
cote,  n'ait  pas  pressenti  ce  qui  etait  necessaire. 

Imputabilite.  Le  theme  que  l'on  retrouve  dans  chacune  de  ces  observations  est 
l'absence  evidente  d'une  philosophie  globale  et  d'un  systeme  clairement  defini 
d'imputabilite  en  vue  d'une  gestion  efficace  des  ressources  financieres  confiees  au 
gouvernement  par  le  Parlement  et  aux  gestionnaires  par  le  gouvernement.     Le 
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systeme  conformation  financiere  sur  lequel  le  Parlement  doit  lui-meme  se  fier, 
reposant  principalement  sur  le  Budget  annuel  des  defenses  et  les  Comptes  publics, 
n'est  pas  suffisant  pour  promouvoir  l'economie,  le  rendement  et  l'efficacite  des 
programmes  et  pour  rendre  a  la  fois  le  gouvernement  et  les  gestionnaires  de 
programme  responsables  des  r^sultats. 


Les  trois  elements  fondamentaux  sous-tendant  Amelioration  de  la  gestion 
des  ressources. 

Les  causes  intrinseques  des  lacunes  de  la  gestion  des  ressources  signages  ci-dessus 
suggerent  d'elles-memes  la  nature  des  correctifs  a  apporter.  Dans  un  recent 
discours,  le  Premier  ministre  lui-meme  a  fait  allusion  au  changement  d'attitude 
requis  en  affirmant  que  le  nouvel  axiome  du  gouvernement  serait:  "Obtenir  plus  a 
moindre  cout".  Plusieurs  fonctionnaires  avaient  interprete  les  recommandations 
de  la  Commission  Glassco  comme  signifiant  "Laissons  la  gestion  aux  gestion- 
naires". Certains  ont  sugg6r6,  compte  tenu  du  climat  actuel  de  contraintes 
economiques,  d'adopter  comme  theme:  "Obligeons  les  gestionnaires  a  faire  de  la 
gestion  reelle".  Personnellement  je  prefere  la  formulation  suivante:  "Aidons  les 
gestionnaires  a  assumer  leur  role".  Je  suggere,  dans  le  but  d'acceleYer 
^amelioration  de  la  gestion  des  ressources  gouvernementales  et  "d'obtenir  plus  a 
moindre  cout",  que  1'on  concentre  notre  attention  et  nos  efforts  sur  ce  qui 
constitue,  sans  doute,  trois  des  elements  fondamentaux  pouvant  le  mieux 
contribuer  a  l'etablissement  d'une  gestion  economique,  efficace  et  de  bon 
rendement,  c'est-a-dire: 

•  en  ce  qui  a  trait  a  la  gestion  financiere,  une  structure  organisation- 
nelle  appropriee  et  de  solides  equipes  dirig^es  par  des  controleurs 
dument  qualifies; 

•  des  systemes  d'information  financiere  bien  concus,  fiables,  a  jour  et 
souples  servant  de  centre  vital  a  1'ensemble  des  systemes  d'information 
de  gestion  et  pouvant  fournir  des  donn^es  financieres  et  des  donn^es 
non  financieres;  et 

•  un  service  de  verification  interne  complet,  integre"  et  coordonne, 
comportant  revaluation  de  1'utilisation  economique  des  ressources,  du 
bon  rendement  et  de  l'efficacite  des  programmes,  service  dirige  dans 
chaque  ministere  par  un  professionnel  dument  qualifie  relevant 
directement  du  sous-chef. 

Structure  organisationnelle  de  la  gestion  financiere  (Chapitre  8).  Le  gouverne- 
ment, en  acceptant  en  1977  ma  principale  recommandation  de  1976,  qui  proposait 
la  creation  du  poste  de  Controleur  general  du  Canada,  et  en  nommant  a  ce  poste, 
en  1978,  M.  Harry  G.  Rogers,  a  agi  de  maniere  positive  et  constructive,  en 
etablissant  une  structure  organisationnelle  de  gestion  financiere  efficace  au 
niveau  des  organismes  centraux.  Une  autre  etape  sera  d'admettre,  egalement,  la 
necessite  de  doter  les  ministeres,  les  organismes  et  les  societes  de  la  Couronne  de 
controleurs  dument  qualifies  possedant  les  pouvoirs  requis  pour  repondre  aux 
exigences  nouvelles  et  imperieuses  concernant  une  gestion  plus  efficace  des 
ressources  humaines  et  financieres  en  periode  de  restrictions  budgetaires. 
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En  1975,  dans  mon  Rapport  annuel,  je  recommandais  que  soient  d'abord  accrues  et 
renforc^es  les  taches,  les  responsabilites  et  la  competence  du  fonctionnaire 
superieur  des  finances  de  chaque  ministere  et  que  ce  fonctionnaire  fasse  partie  de 
la  haute  direction  (c'est-a-dire  les  comites  de  gestion,  quelle  qu'en  soit  la 
denomination  officielle).  De  preference,  on  accorderait  a  ce  fonctionnaire  le  titre 
de  controleur  de  ministere  ainsi  qu'un  autre  titre,  par  exemple,  sous-ministre 
adjoint,  lorsque  cela  est  approprie.  Toutefois,  malgre  l'annonce  a  la  Chambre  des 
communes  par  le  president  du  Conseil  du  Tresor,  en  decembre  1976,  que  le 
gouvernement  appuyait  cette  recommandation,  a  laquelle  le  Comite  des  comptes 
publics  donnait  egalement,  par  la  suite,  son  accord,  certains  ministeres  n'ont  pas 
encore  agi  en  ce  sens.  Dans  certains  cas,  les  nominations  a  ces  postes  cies  ont  ete 
reporters  afin  de  pouvoir  en  discuter  avec  le  Controleur  general,  maniere  d'agir 
fort  souhaitable.  Ce  dernier  poste  a  depuis  ete  comble"  et  les  ministeres  qui 
avaient  reports  ces  nominations  devraient  s'entretenir  avec  le  Controleur  general 
au  sujet  des  autres  mesures  a  prendre  pour  cette  etape  primordiale. 

Afin  d'apporter  plus  de  precisions  sur  cette  importante  question,  le  chapitre  8  de 
mon  Rapport  donne  une  description  detailiee  des  responsabilites,  des  aptitudes  et 
des  liens  hierarchiques  suggeres  en  ce  qui  a  trait  aux  contrSleurs  ministeriels. 

Systemes  de  renseignements  financiers  ameiiores  (Chapitre  6).  Dans  chacun  de 
mes  trois  derniers  Rapports  annuels,  je  recommandais  fortement  que  le  Secre- 
tariat du  Conseil  du  Tresor  etudie  la  maniere  dont  le  gouvernement  presentait  les 
renseignements  financiers  au  Parlement  dans  la  presentation  annuelle  du  Budget 
des  depenses.  Aucune  mesure  concernant  cette  recommandation  n'a  ete  prise 
avant  ces  derniers  temps  alors  que  la  Direction  des  programmes  du  Secretariat  du 
Conseil  du  Tresor  a  mis  sur  pied  un  groupe  de  travail  a  cette  fin.  L'objectif 
premier  est  de  rendre  l'information  plus  significative  pour  tous  les  parlementaires, 
et,  pour  les  membres  des  divers  comites  permanents  charges  de  l'etude  du  Budget 
des  depenses.  Ce  qu'il  faut  obtenir,  c'est  une  description  plus  claire  des  objectifs 
vises  par  les  programmes,  des  moyens  mis  en  oeuvre  pour  les  atteindre,  de  la 
repartition  des  responsabilites  a  cette  fin  et  de  la  maniere  dont  les  resultats  des 
programmes  seront  mesures.  Vu  l'importance  accrue  de  l'appareil  gouvernemental 
au  cours  des  dix  dernieres  annees,  ou  a  peu  pres,  on  s'est  efforce  d'utiliser  une 
presentation  uniforme  pour  le  Budget  des  depenses  afin  de  s'en  tenir  a  la 
production  d'un  seul  volume.  II  est  evident  que  cette  methode  presente  des  failles 
et  qu'il  est  devenu  necessaire  de  songer  a  de  nouvelles  methodes. 

A  cause  de  l'importance  du  sujet,  qui  concerne  directement  le  Budget  des  depenses 
et  les  Comptes  publics  et  qui  joue  un  role  cie  en  ce  qui  a  trait,  finalement,  a 
l'imputabilite  du  gouvernement  a  l'egard  du  Parlement  au  titre  de  l'utilisation  des 
deniers  publics,  nous  presentons  au  chapitre  6  et  a  l'annexe  D  de  mon  Rapport 
differents  exemples,  etablis  a  partir  des  renseignements  actuellement  dispon- 
sibles,  indiquent  comment  les  ministeres  pourraient  presenter  cette  information 
au  Parlement  dans  le  cadre  du  Budget  des  depenses. 

Le  point  essentiel  que  fait  ressortir  notre  etude  du  Budget  des  depenses  est  celui 
d'ameiiorer  l'imputabilite.  A  cette  fin,  le  Parlement  doit  exercer  un  controle  plus 
efficace  sur  les  ministeres  et  organismes  du  gouvernement  et  cela  exige  ce  qui 
suit: 
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m  les  ministeres  doivent  informer  davantage  le  Parlement  de  ce  qu'ils  ont 
1'intention  de  r£aliser  au  cours  de  l'ann£e,  des  moyens  qu'ils  entendent 
prendre  pour  y  arriver,  de  l'attribution  des  responsabilites  a  ce  titre  et 
de  la  maniere  dont  on  pr£voit  mesurer  les  progres  accomplis; 

•  il  faut  mettre  davantage  l'accent  sur  l'exactitude  des  renseignements 
figurant  dans  le  Budget  des  defenses  et  voir  a  ce  que  l'information 
fournie  par  les  Comptes  publics  puisse  permettre  d'^tablir  des 
comparaisons; 

•  il  faut  obtenir  du  Secretariat  du  Conseil  du  Tr6sor  et  du  Bureau  du 
Controleur  g6n£ral,  agissant  au  nom  du  gouvernement,  qu'ils  pr^cisent 
les  renseignements  a  fournir  dans  le  Budget  des  defenses  et  dans  les 
Comptes  publics  ainsi  que  les  mesures  a  prendre  pour  assurer 
l'exactitude  des  donnees  et  permettre  des  comparaisons  entre  donn^es 
de  l'une  et  l'autre  source;  et 

•  il  faut  d^crire  avec  plus  de  precision  la  nature  des  defenses  a  l'6gard 
desquelles  des  credits  sont  affectes  de  maniere  a  ce  que  mon  Bureau 
puisse  s'acquitter  de  ses  responsabilites,  dans  le  cadre  du  mandat  qui 
m'est  confix,  c'est-a-dire  signaler  tous  les  cas  ou  les  defenses  engagers 
ont  depass^  les  credits  attribu^s  et  tous  les  cas  ou  les  credits  ont  servi 
a  une  fin  ou  d'une  maniere  qui  n'est  pas  autoris6e  par  le  Parlement. 

Au  point  de  vue  gestion,  le  Budget  des  depenses  devrait  constituer  le  sommet  de  la 
banquise,  la  petite  partie  visible  d'un  ensemble  constitue  de  tous  les  plans  detaill^s 
des  gestionnaires  du  gouvernement.  Id^alement,  il  devrait  constituer  un  sommaire 
relativement  concis  des  plans  6tablis  par  les  gestionnaires  pour  atteindre  les 
objectifs  fix£s  par  le  gouvernement  compte  tenu  des  ressources  disponibles. 

En  r£sum£,  l'ame^ioration  du  Budget  des  defenses  contribuerait  nettement  a 
l'am£lioration  de  la  gestion  financiere  du  gouvernement.  Un  Budget  des  defenses 
ameliore-  et  plus  d^taill^  favorisera  une  meilleure  planification  financiere  et 
ope>ationnelle  a  tous  les  niveaux  de  gestion.  [-'amelioration  de  la  planification,  en 
retour,  suscitera  un  meilleur  controle  des  defenses,  une  meilleure  presentation  de 
l'information  financiere  et  une  meilleure  utilisation  de  tous  les  autres  controles  a 
tous  les  niveaux. 

Toute  amelioration  du  Budget  des  defenses  entrafnera  automatiquement  une 
amelioration  des  Comptes  publics,  notamment  du  volume  II  qui  indique  dans  quelle 
mesure  on  a  respecte  les  projets  de  defenses  indiqu^s  dans  le  Budget  des  depenses. 
Un  projet  d'ameUioration  de  ce  dernier  document  pourrait  fort  bien  d^buter  par  des 
mesures  visant  a  am£liorer  les  Comptes  publics  puisqu'il  serait  ainsi  possible  de 
s'assurer,  avant  de  publier  le  Budget  des  depenses,  que  1'on  possede  des  donnees 
financieres  sures. 
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L'an  prochain,  mon  Bureau  apportera  une  attention  particuliere  au  volume  II  des 
Comptes  publics,  afin  de  voir  s'il  est  possible  de  fournir  au  Parlement  des 
renseignements  sur  les  depenses  reelles  qui  soit  plus  precis  que  ceux  que  fournit  le 
Budget  des  depenses  au  titre  des  depenses  envisag^es.  Nous  6tudierons  en  detail 
les  donn£es  financieres  et  les  autres  donn^es  dont  disposent  les  gestionnaires  des 
ministeres  afin  d'etablir  lesquelles  pourraient  servir  a  mieux  informer  le 
Parlement.  Les  Comptes  publics,  dans  leur  version  actuelle,  suivent  de  pres  le 
Budget  des  defenses,  fournissent  des  donnees  comparatives  au  titre  des  depenses 
mais  contiennent  peu  de  renseignements  compiementaires.  Les  renseignements 
que  le  Budget  des  defenses  peut  fournir  sur  les  defenses  envisages  sont 
evidemment  limited.  Toutefois,  il  serait  possible  retrospectivement  de  mieux 
renseigner  le  Parlement  des  depenses  engagers  et  des  r^sultats  obtenus. 

Nous  accorderons  une  attention  particuliere  aux  donnees  non  financieres  permet- 
tant  d'evaluer  si  les  depenses  ont  et6  faites  eu  egard  a  la  valeur  obtenue.  Ces 
renseignements,  lorsqu'ils  sont  actuellement  fournis  au  Parlement,  sont  rarement 
appuy^s  pas  des  donnees  financieres  tirees  des  registres  des  comptes.  Les 
ministeres  ont  naturellement  tendance  a  presenter  les  renseignements  d'une 
maniere  qui  les  avantage;  il  serait  possible  de  rectifier  cette  maniere  de  faire  par 
la  presentation  de  donnees  financieres  a  meme  les  donnees  fournies  au  Parlement 
et  en  rendant  sures  les  donnees  non  financieres. 

Verification  interne  integr6e  (Chapitre  12).  Dans  mon  Rapport  annuel  de  1975,  j'ai 
critique"  la  quality  de  la  verification  financiere  interne,  j'ai  indique  que  mon 
Bureau  ne  pouvait  faire  confiance  a  la  plupart  de  ces  programmes  et  j'ai 
recommande  que  le  Conseil  du  Tresor  prenne  des  mesures  pour  que  soient 
produites  des  normes  de  verification  et  une  methodologie  appropriees  qu'on 
utiliserait  dans  tous  les  secteurs  du  gouvernement.  Le  Conseil  du  Tresor  a 
entrepris  une  6tude  et,  au  cours  de  1978,  le  Bureau  du  Controleur  general  a 
presente  une  publication  intituiee  Normes  de  la  verification  financiere  interne 
dans  le  gouvernement  du  Canada  qui  elargit  de  facon  importante  l'orientation  deja 
donn^e  par  le  Conseil  du  Tresor  dans  son  Guide  d'administration  financiere. 

Dans  mon  Rapport  de  1977,  j'ai  declare  que  mon  Bureau  se  proposait  d'etudier  de 
nouveau  l'etat  actuel  de  la  verification,  au  plan  financier  et  au  plan  de  la  gestion, 
effectuee  au  sein  du  gouvernement  federal  afin  de  s'assurer,  dans  la  mesure  du 
possible,  que  les  organismes  du  gouvernement  et  que  mon  Bureau  effectuaient  ce 
genre  de  verification  en  tenant  compte  des  principes  d'economie  et  de  rendement. 

Lors  de  l'execution  de  nos  examens  dans  les  ministeres,  nous  avons  etabli  les 
criteres  ou  normes  de  verification  ci-dessous  qui  ont  servi  a  revaluation  du 
rendement  des  groupes  de  verification  interne: 

•  La  verification  interne  devrait  fournir  a  la  haute  direction  une 
evaluation  independante  et  constante  de  tous  les  aspects  des  activity 
d'un  minister e. 

•  La  planification  de  la  verification  devrait  permettre  ^identifier  toutes 
les  activites  du  ministere,  de  classer  par  ordre  de  prioriteles  domaines 
possibles  de  verification  et  de  determiner  des  objectifs  appropries  de 
verification  pour  chacun  des  domaines  choisis. 
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•  Le  groupe  de  verification  interne  devrait  avoir  un  statu!  hierarchique 
qui  lui  permet  de  deposer  des  rapports  objectifs  et  efficaces  sur  toute 
operation  ou  activite  du  ministere.  Les  responsabilites  du  groupe 
devraient  etre  clairement  etablies  dans  un  mandat  du  sous-chef  faisant 
clairement  etat  de  son  soutien. 

•  Le  groupe  de  verification  interne  devrait  avoir  des  competences 
professionnelles  et  suffisamment  de  ressources  pour  s'acquitter  de  ses 
responsabilites. 

•  II  faut  definir  des  normes  appropriees  de  rendement  qui  doivent  etre 
respect ees  dans  chaque  tache  de  verification. 

•  Les  resultats  de  la  verification  devraient  etre  presentes  dans  un 
rapport  officiel  permettant  dapporter  des  changements  constructifs, 
&tre  discutes  avec  les  gestionnaires  en  cause  et  Gtre  presentes  en 
temps  voulu  au  sous-chef  et  a  son  comite  de  verification. 

•  Les  groupes  de  verification  devraient  pouvoir  faire  appel  a  la  direction 
et  au  soutien  d'un  comite  de  verification  compose  de  cadres  superieurs 
et  de  personnes  suffisamment  competentes  de  Vexterieur  du  ministere 
pour  apporter  encore  plus  d!objectivite.  De  preference,  le  sous-chef  ou 
une  personne  de  semblable  importance,  que  ce  soit  a  Vinterieur  ou  a 
Vexterieur  de  la  fonction  publique,  devrait  presider  le  comite. 

Nos  examens  ont  r§v§16  que  la  verification  financiere  interne  au  sein  des 
ministeres  etait  loin  d'atteindre  un  niveau  de  quality  acceptable  aux  fins  des 
examens  que  doit  effectuer  mon  Bureau.  Mais,  ce  qui  est  plus  important,  nos 
examens  ont  indique'  clairement  qu'il  y  a  actuellement  un  besoin  pressant  d'assurer 
une  integration  et  une  coordination  beaucoup  plus  etroites,  au  sein  du  gouverne- 
ment,  des  activites  de  verification  et  devaluation.  II  etait  Evident  que  le 
Parlement  et  le  gouvernement  seraient  servis  de  maniere  beaucoup  plus  efficace 
et  de  maniere  beaucoup  plus  6conomique  et  produirait  un  meilleur  rendement  si 
notre  Bureau  et  le  gouvernement  prenaient  des  mesures  concretes  pour  assurer 
une  integration  maximale  des  activity  de  verification  et  devaluation,  autant  que 
faire  se  peut. 

En  Janvier  1978,  ces  premieres  opinions  furent  transmises  au  Secretaire  du  Conseil 
du  Tresor  et  nous  suggerions  alors  que  des  mesures  semblables  a  celles  prises  par 
mon  Bureau  en  ce  qui  concerne  l'introduction  d'une  verification  integree  et 
cyclique  (dont  il  est  question  plus  loin  dans  la  presente  partie)  soient  mises  de 
l'avant  le  plus  tot  possible  sous  l'egide  du  Conseil  du  Tresor.  Compte  tenu  de  la 
nomination  imminente  a  cette  epoque  du  nouveau  Controleur  general,  il  a  ete 
convenu  de  reporter  les  mesures  a  prendre  en  ce  qui  concerne  cette  recommanda- 
tion  a  la  periode  qui  suivrait  l'arrivee  en  poste  de  ce  dernier,  soit  au  debut  d'avril. 
Immediatement  apres,  nous  avons  eu  d'autres  entretiens  avec  le  Secretaire  du 
Conseil  du  Tresor  et  le  Controleur  general  pour  leur  faire  connaftre  nos 
constatations,  nos  observations  et  nos  recommandations  relativement  a  l'integra- 
tion  plus  etroite  des  activites  de  verification  et  devaluation  et  a  la  coordination 
plus  efficace  de  ces  dernieres  et  de  nos  propres  travaux.  Le  Controleur  general  a 
accepte  ces  propositions  et  des  mesures  concretes  en  ce  sens  ont  deja  ete  prises. 
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En  plus  des  Economies  evidentes  et  du  rendement  dans  le  domaine  de  la 
verification  que  devraient  entrafner  la  mise  en  place  et  l'utilisation  des  plans 
susmentionnes,  une  verification  interne  integree,  conforme  aux  modalites 
expos^es  au  chapitre  12  de  mon  Rapport,  permettrait  de  fournir  au  sous-ministre 
et  aux  gestionnaires  de  d'autres  niveaux,  dans  chaque  ministere,  les  moyens 
d'assurer  une  gestion  plus  efficace  des  ressources.  Cela  permettrait  egalement  de 
fournir  aux  gestionnaires  l'information  dont  ils  ont  besoin,  mais  qui  souvent  leur 
manque  a  l'heure  actuelle,  pour  savoir  si  la  depense  des  deniers  publics  dans  les 
secteurs  qu'ils  administrent  est  faite  eu  egard  aux  principes  d'economie  et  de 
rendement  et  si  des  proc^des  sont  etablis  pour  evaluer  l'efficacite  des  programmes 
au  besoin. 

R  faut  bien  comprendre  que  nous  recommandons  fortement  Vadoption  d!un  tout 
nouveau  concept  de  la  fonction  de  verification  interne  et  overvaluation.  Jusqu'a 
maintenant,  cette  fonction  largement  fragmentee  etait  executee  a  des  niveaux 
relativement  peu  eleves  et  etait  peureconnue  par  la  haute  direction.  Cependant, 
une  fois  organisee,  coordonnee  et  conduite  de  maniere  appropriee,  elle  peut 
constituer  pour  les  gestionnaires  un  outil  des  plus  precis  et  des  plus  efficaces,  leur 
permettant  de  gerer  les  ressources  dont  ils  sont  responsables  dune  maniere 
economique,  productive  et  efficace.  Pour  que  cette  verification  soit  pleinement 
efficace,  il  est  essentiel  qu'elle  soit  dirigee  par  un  administrateur  qualifie  sur  le 
plan  professionnel  et  relevant  directement  du  sous-chef  qui  habituellement 
presidera  le  Comite  de  verification. 

Conclusion.  Bien  qu'indispensables  a  une  saine  gestion  des  ressources  humaines  et 
financieres,  les  systemes  efficaces  de  gestion,  et  de  controle  devaluation 
financiers  ne  constituent  pas  en  eux-memes  une  panache  universelle,  pas  plus 
qu'ils  ne  peuvent  remplacer  les  principes  et  les  methodes  eiementaires  de  gestion, 
l'obligation  de  poser  des  jugements  surs  en  matiere  de  gestion  et  celles  de  faire 
appel  au  simple  bon  sens.  En  outre,  au  cours  d'une  pe>iode  de  coupures  et  de 
reduction  des  defenses,  il  y  a  toujours  le  risque  de  voir  ce  qui  est  economique,  de 
bon  rendement  et  efficace,  connaftre  le  m§me  sort  que  ce  qui  est  couteux, 
inefficace  et  sans  rendement.  Dans  une  certaine  mesure,  cela  est  inevitable. 
Toutefois,  plus  tot  chaque  ministere  se  sera  dote  d'un  solide  systeme  de  gestion  et 
de  controle  financiers: 

•  dirige  par  un  controleur  competent  constituant  un  des  pivots  de 
l'equipe  de  gestion; 

•  renforce  par  un  systeme  sur  et  utile  de  renseignements  de  la  gestion; 
et 

•  v6rifie  par  un  groupe  pleinement  integre  de  verification  et  devaluation 
dirige  par  un  professionnel  de  grande  competence  relevant  du  sous- 
chef; 

plus  vite  le  gouvernement  en  place  -  et  le  Parlement  -  pourront-ils  etre  assures 
que  les  services  gouvernementaux  offrent  reellement  plus  a  un  cout  moindre. 
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Imputation  des  services  de  locaux  (Chapitre  7) 

Deux  ministeres  sont  les  principaux  fournisseurs  de  services  communs  aux 
ministeres  et  aux  organismes  du  gouvernement:  le  ministere  des  Approvisionne- 
ments  et  Services,  qui  assure  les  services  d'approvisionnement  et  le  ministere  des 
Travaux  publics,  qui  assure  le  service  des  locaux.  Dans  le  permier  cas, 
l'Administration  des  approvisionnements  utilise  un  systeme  de  recouvrement 
complet  des  couts,  imputant  les  services  fournis  aux  utilisateurs;  dans  le  second 
cas,  le  ministere  des  Travaux  publics  est  finance"  pour  les  locaux  que  les 
utilisateurs  occupent  sans  frais.  Le  probleme  avec  ce  mode  de  fonctionnement  est 
que  le  cout  des  services,  pour  les  locaux  n^cessaires  et  utilises  par  chaque 
ministere,  ne  figure  pas  dans  les  renseignements  financiers  pr^sentes  au 
Parlement.  Une  imputabilite  appropri£e,  de  la  part  de  ceux  qui  fournissent  les 
services  et  de  ceux  qui  les  utilisent,  exigerait  que  l'on  informe  le  Parlement: 

•  du  cout  des  immeubles  construits,  achet^s  ou  lou£s  a  bail; 

•  des  couts  de  fonctionnement  et  d'entretien  de  l'espace  occupe  en  vue 
d'ex£cuter  les  programmes  gouvernementaux;  et 

•  du  rendement  et  de  l'efficacite"  du  ministere  des  Travaux  publics,  a 
titre  d'organisme  central  charge"  d'acquerir  et  de  fournir  des  services 
de  locaux. 

Pour  corriger  les  faiblesses  en  matiere  d'imputabilite  financiere,  il  est  propose, 
d'imputer  les  services  de  locaux  aux  ministeres  utilisateurs.  Cette  maniere  de 
faire  permettrait  d'indiquer  au  Parlement  les  incidences  des  couts  des  locaux  sur 
les  programmes.  Cela  permettrait  d'evaluer  le  rendement  du  ministere  des 
Travaux  publics,  en  comparant  les  couts  complets  aux  revenus  fond^s  sur  des 
justes  valeurs  marchandes  et  l'efficacite  du  Ministere  a  fournir  des  services  de 
locaux  en  etablissant  des  comparaisons  avec  des  organismes  du  secteur  privet  La 
divulgation  des  couts  de  locaux  est  d'une  importance  primordiale  pour  une 
imputabilite  et  une  gestion  amelior^es.  Par  consequent,  nous  accordons  une 
attention  toute  particuliere  a  la  methodologie  que  l'on  devrait  suivre. 

Les  Travaux  publics  continueront  d'etre  les  premiers  responsables  de  1'acquisition 
et  de  la  gestion  des  services  de  locaux  demandes  par  les  autres  ministeres.  De 
maniere  plus  precise,  ils  verront  a: 

•  administrer  les  locaux  disponibles; 

•  obtenir  par  la  construction,  1'achat  ou  la  location,  tous  locaux 
suppl^mentaires  dont  on  a  besoin;  et 

•  fournir  les  services  professionnels  et  techniques  necessaires  ainsi  que 
les  services  demanded  par  les  ministeres  et  organismes  ayant  des 
immeubles  specialises  a  administrer. 
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Le  financement  des  services  de  locaux  devrait  s'effectuer  de  la  maniere  suivante, 
c'est-a-dire: 

•  6tablir  un  Fonds  renouvelable  d'exploitation  des  immeubles  en  vue  de 
f inancer  les  frais  d'exploitation  des  locaux  qu'utilisent  les  ministeres; 

•  continuer  de  financer  les  nouveaux  locaux  acquis  par  la  construction, 
1'achat  ou  la  location,  et  par  le  biais  des  affectations  parlementaires 
annuelles; 

•  6tablir  un  Fonds  renouvelable  de  la  gestion  des  locaux  et  des  services 
professionnels  afin  de  financer  les  services  professionnels,  techniques 
et  autres  que  les  Travaux  publics  fournissent. 

Le  Fonds  renouvelable  d'exploitation  des  immeubles.  Afin  de  pouvoir  comparer  la 
gestion  d'immeubles  des  Travaux  publics  a  celle  assumed  par  des  organismes  du 
secteur  priv6,  il  faut: 

•  imputer  au  Fonds  tous  les  frais  qu'assumerait  un  proprielaire  du 
secteur  priv6,  y  compris  1'inscription  des  couts  d'immobilisations  des 
locaux;  et 

•  cr^diter  au  Fonds  les  memes  loyers  que  les  ministeres  utilisateurs 
verseraient  pour  des  locaux  semblables  dans  le  secteur  priv6. 

Dans  le  cas  du  ministere  des  Travaux  publics,  il  faudrait  imputer  au  Fonds  les 
honoraires  de  gestion  plutot  que  les  couts  v^ritables.  Ces  honoraires  devraient 
etre  fondes  sur  ceux  demanded  dans  le  secteur  prive  pour  des  services  comparables 
et  ils  devraient  etre  cr§dit6s  au  Fonds  renouvelable  de  la  gestion  des  locaux  et  des 
services  professionnels,  afin  de  fournir  un  616ment  pour  mesurer  le  rendement  des 
Travaux  publics. 

Les  ministeres  utilisateurs  seront  naturellement  grandement  int^resses  par  les 
methodes  utilisees  pour  fixer  les  loyers.  Dans  le  secteur  priv6,  ce  sont  les  forces 
du  marche  qui  fixent  les  loyers,  ce  qui  devrait  egalement  s'appliquer  dans  ce  cas- 
ci  dans  la  plus  large  mesure  possible;  autrement  dit,  les  loyers  a  6tablir  pour  les 
locaux  du  gouvernement  devraient  correspondre  a  ceux  en  vigueur  dans  le  secteur 
prive  pour  des  espaces  semblables. 

S'ils  sont  fondes  sur  des  loyers  comparables  du  secteur  priv6,  les  loyers  verses  par 
les  ministeres  pour  les  locaux  qu'ils  occupent  devraient  produire  suffisamment  de 
revenus  pour  recouvrer  tous  les  couts  d'exploitation,  de  sorte  que  toute  somme  en 
sus  correspondrait  aux  profits  avant  impot  dans  le  secteur  priv£. 

Affectations  pour  l'acquisition  de  nouveaux  locaux.  A  l'heure  actuelle,  le  Parle- 
ment  accorde  des  affectations  d'immobilisations  distinctes  pour  financer  la 
construction  ou  1'achat  de  nouveaux  locaux  pour  les  programmes  dont  la  valeur  des 
nouveaux  locaux  d^passe  cinq  millions  de  dollars.  Les  locaux  lou§s  a  bail  sont 
finances  a  partir  des  credits  d'exploitation.  Dans  ces  deux  cas,  la  m^thode 
actuelle  de  comptabilisation  declare  en  moins  le  cout  r6el  des  nouveaux  locaux. 
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En  consequence,  il  est  difficile  d'etablir  des  com parai sons  valables  entre  les 
avantages  particuliers  de  construire,  d'acheter  ou  des  diverses  methodes  de 
location  a  bail. 

Le  cout  total  declare  en  ce  qui  a  trait  a  la  construction  ou  a  l'achat  de  nouveaux 
locaux  devrait  comprendre  (en  plus  des  couts  d6ja  communiques): 

•  les  coOts  directs  d'administration  et  de  soutien  du  projet  (ces  couts 
sont  finances  a  l'heure  actuelle  a  partir,  ou  bien  des  affectations  de 
credits  des  Travaux  publics,  ou  bien  des  credits  d'exploitation  des 
autres  ministeres); 

•  les  couts  des  subventions  tenant  lieu  de  taxes  et  de  l'interet  sur  les 
fonds  emprunt£s  au  cours  de  la  construction  (maintenant  finances  par 
d'autres  affectations  de  credits);  et 

•  les  couts  de  1'assurance  (qui  ne  sont  pas  pr^sentement  verses  par  le 
gouvernement). 

De  ces  trois  elements,  le  plus  important  est  le  premier.  II  est  recommande-  que  les 
couts  directs  d'administration  et  de  soutien  d'un  projet  soient  determines  a  l'aide 
des  baremes  appropri£s  d'honoraires  §tablis  par  les  associations  provinciales 
d'architectes  et  d'ing£nieurs  professionnels.  Pour  mieux  faciliter  la  comparaison 
avec  des  projets  du  secteur  priv6,  l'estimation  des  couts  devrait  6galement  inclure 
les  couts  que  le  ministere  des  Travaux  publics  ne  sera  pas  tenu  de  payer,  par 
exemple  l'inte>et,  les  taxes  municipales  et  1'assurance  au  cours  de  la  construction. 
II  faudrait  6tablir  ces  montants  selon  les  taux  d'emprunt  du  gouvernement,  les 
taux  des  subventions  tenant  lieu  de  taxes  municipales  et  les  taux  en  vigueur  pour 
les  primes  des  assurances  commerciales. 

Dans  le  cas  des  locations  a  bail,  il  faudrait  6tablir  une  distinction  entre  les  baux 
simples  et  les  baux  avec  option  d'achat.  Afin  de  s'apercevoir  de  l'option  d'achat  de 
ce  dernier,  les  contrats  avec  option  d'achat  devraient  etre  finances  par  les 
affectations  de  capital  du  ministere  des  Travaux  publics. 

Fonds  renouvelable  de  la  gestion  des  locaux  et  des  services  professionnels.   Si    le 

systeme  que  nous  proposons  est  accepts,  le  ministere  des  Travaux  publics  tirera 
des  revenus  de  deux  sources: 

■  les  honoraires  professionnels  imputes  aux  credits  de  capital  du 
Ministere  ou  des  ministeres  utilisateurs;  et 

•  des  honoraires  de  gestion  d'immeubles  imputes  au  Fonds  renouvelable 
d'exploitation  des  immeubles. 

Si  ces  revenus  £taient  deposes  dans  un  Fonds  renouvelable  de  la  gestion  des  locaux 
et  des  services  professionnels,  le  Ministere  pourrait  les  utiliser  pour  acquitter  tous 
les  frais  g£n£raux  du  ministere.  Les  versements  a  des  tiers  pour  des  immeubles 
particuliers  ne  seraient  pas  compris  (ces  versements  seraient  directement  imputes 
au  Fonds  renouvelable  de  l'exploitation  des  immeubles). 
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En  outre,  les  couts  des  services  consultatifs  devraient  etre  imputes  aux 
utilisateurs  qui  les  paieraient  en  puisant  a  leurs  credits  de  capital.  Les  taux  des 
services  consultatifs  devraient  etre  fondes  sur  les  baremes  d'honoraires  profes- 
sionnels. 

II  serait  possible  d'evaluer  en  tout  temps  le  rendement  du  ministere  des  Travaux 
publics  en  procedant  a  l'examen  de  la  situation  courante  du  Fonds  renouvelable  de 
la  gestion  des  locaux  et  des  services  professionnels.  Tout  excedent  des  revenus 
sur  les  couts,  a  la  fin  de  l'ann^e,  devrait  etre  verse'  au  Fonds  du  revenu  consolide. 

Conclusion.  Certains  s'opposeront,  sans  doute,  a  cette  methode  d'imputation 
directe  des  couts  de  locaux,  mais  nous  demeurons  convaincus  que  c'est  la  la  seule 
methode  permettant  de  renseigner  pleinement  le  Parlement  sur  les  couts  de 
locaux  et  obligeant  ceux  qui  fournissent  ces  services  et  ceux  qui  en  font  la 
demande  a  rendre  compte  des  decisions  prises  a  ce  sujet.  Nos  propositions  visent 
un  double  but:  permettre  au  Parlement  une  meilleure  comprehension  de 
l'ensemble  des  couts  des  programmes  ministeriels  et  fournir  un  meilleur  moyen 
d'evaluer  l'efficience  et  l'efficacite  des  Travaux  publics  a  titre  de  fournisseur  de 
services  communs. 


Proce'des  de  marches  (Chapitre  9) 

Le  Bureau  de  la  verification  a  entrepris,  en  1976,  une  etude  sp^ciale  portant  sur 
les  methodes  qu'utilise  le  gouvernement  dans  la  passation  et  l'administration  des 
marches.  L'objectif  etait  de  determiner  si  les  accords  de  marches  etaient  conclus 
apres  avoir  obtenu  les  autorisations  appropriees  et  en  tenant  compte  de  l'economie 
et  s'ils  etaient  administr^s  de  maniere  uniforme  et  appropriee.  Nous  avons 
effectue  des  examens  a  ce  titre  dans  huit  ministeres  et  une  society  de  la 
Couronne: 

•  le  ministere  des  Communications, 

•  le  ministere  de  la  Consommation  et  des  Corporations, 

•  le  ministere  de  l'Environnement, 

•  le  ministere  de  la  Defense  nationale, 

•  le  ministere  des  Postes, 

•  le  ministere  des  Travaux  publics, 

•  le  Secretariat  d'Etat  du  Canada, 

•  le  ministere  des  Approvisionnements  et  Services,  et 

•  la  Construction  de  defense  (1951),  Limitee. 
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Cette  etude  nous  a  permis  de  relever  un  certain  nombre  de  questions  s'appliquant 
a  l'ensemble  du  gouvernement  et  que  Ton  retrouvait  dans  toutes  les  entites 
etudiees  ou  dans  la  plupart  de  celles-ci.  Les  pages  qui  suivent  presentent  un 
sommaire  de  ces  questions.  Le  lecteur  trouvera  au  chapitre  9  un  releve"  detailie 
de  nos  constatations  en  ce  qui  concerne  la  societe  de  la  Couronne  et  les  ministeres 
etudies. 

Appel  d'offres  concurrentiel.  Les  Reglements  du  gouvernement  exigent  qu'un 
appel  d'offres  soit  lance"  avant  la  passation  d'un  marche,  sauf  en  certaines 
circonstances  exceptionnelles  dument  pr^cis^es.  Notre  examen  a  demontre  que, 
pour  la  plupart  des  types  d'achats  gouvernementaux,  la  valeur  des  marches 
accorded  a  titre  d'exception  est  superieure  a  celle  des  marches  adjuges  sur  une 
base  concurrentielle.  On  peut  done  en  conclure  qu'il  n'y  a  pas  de  concurrence 
officielle  pour  une  partie  importante  des  marches  conclus  par  le  gouvernement  et 
que  les  justifications  en  ce  qui  concerne  les  cas  d'exceptions  ne  sont  pas  toujours 
suffisantes. 

Etablissement  des  prix  et  modalites  de  paiement.  Lors  de  l'etablissement  des  mo- 
dalites des  marches,  il  incombe  aux  ministeres  de  veiller  a  ce  que  les  interets  de 
la  Couronne  soient  adequatement  proteges,  a  ce  que  la  methode  utilised  pour 
l'etablissement  des  prix  soit  la  plus  appropriee  pour  assurer  la  meilleure  valeur  et 
un  controle  efficace  des  couts  et  a  ce  que  les  modalites  soient  conformes  a  tous 
les  statuts  et  reglements  pertinents.  L'utilisation  des  methodes  d'etablissement 
des  prix  a  taux  fixes  par  periode  et  de  prix  coutants  majores  pour  l'etablissement 
des  prix  est  souvent  source  de  problemes.  Non  seulement  n'existe-t-il  pas  de 
controles  appropries  du  cout  total,  mais  ces  methodes  peuvent  en  r^alite  inciter 
les  entrepreneurs  a  multiplier  les  heures  n^cessaires  a  la  realisation  d'un  projet  ou 
a  engager  des  depenses  inutiles.  Un  certain  nombre  de  mesures  peuvent  etre 
prises  pour  assurer  un  controle  des  couts  approprie,  mais  frequemment  on  ne  les 
utilise  pas  ou  on  les  utilise  mal. 

En  ce  qui  a  trait  aux  marches  exigeant  son  approbation,  le  Conseil  du  Tresor,  n'a 
habituellement  pas  connaissance  des  details  du  marche  en  question  et  peut  ainsi  ne 
pas  connaftre  les  lacunes  de  ses  modalites. 

Approbation.  Les  Reglements  du  gouvernement  exigent,  pour  les  contrats  depas- 
sant  un  montant  precis,  que  soit  obtenue  une  autorisation  du  Conseil  du  Tresor 
avant  que  I'entrepreneur  ne  commence  les  travaux.  Notre  verification  a  reveie 
que,  dans  un  certain  nombre  de  cas,  on  avait  demande  aux  entrepreneurs,  parce 
que  l'on  jugeait  les  travaux  urgents,  de  les  commencer  avant  que  n'ait  ete  obtenue 
l'approbation  du  Conseil  du  Tresor.  Dans  les  cas  exigeant  simplement  l'appro- 
bation  du  ministere  ou  de  1'organisme,  il  est  parfois  arrive  que  l'on  ait  commence, 
et  meme  acheve,  les  travaux  avant  meme  qu'ait  ete  obtenue  une  approbation 
appropriee  ou  qu'ait  ete  signe  un  marche. 

Delegations  des  pouvoirs  par  les  ministeres.  Le  Guide  d'administration  financiere 
du  Conseil  du  Tresor  presente  des  lignes  directrices  et  des  directives  concernant 
la  delegation  par  les  ministeres  des  pouvoirs  de  signer  en  matiere  de  finances. 
Notre  examen  a  reveie  des  lacunes  importantes  dans  certains  systemes  minis- 
teriels  de  delegation  et  de  consignation  des  pouvoirs  de  signer.  Dans  un  ministere, 
des    marches    ont    ete    modifies    sans    autorisation   appropriee    ou    l'exercice    des 
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pouvoirs  n'a  pas  ete  consigne;  dans  un  autre,  on  avait  redetegue"  indument  les 
pouvoirs  de  signer  a  des  subalternes. 

Pouvoir  de  dtelivrer  des  certificate  cfengagement.  La  Loi  sur  l'administration 
financiere  stipule  qu'aucun  marche  ne  peut  etre  pass6,  etre  valable  ou  entrer  en 
vigueur  a  moins  qu'un  certificat  relatif  a  la  disponibilite'  des  fonds  n'ait  6t§ 
d^livre.    En  outre,  la  Loi  exige  que  l'on  tienne  un  registre  de  tous  les  engagements. 

Nous  avons  remarque  un  certain  nombre  de  cas  ou  des  contrats  6taient  conclus  ou 
modifies  sans  une  certification  pr^alable  de  la  disponibilite  des  fonds.  En  outre, 
lorsque  les  paiements  au  titre  d'un  marche  devaient  s'echelonner  sur  plus  d'un 
exercice  financier,  les  certificats  n'6tablissaient  pas  toujours  de  distinction  entre 
le  montant  disponible  a  partir  des  credits  de  l'exercice  en  cours  et  le  montant  a 
pr^voir  pour  les  exercices  subsequents.  Dans  certains  cas,  on  6mettait  des 
certificats  sans  mentionner  une  valeur  declaree  en  dollars  ou  une  limite  financiere 
quelconque. 

Paiement  des  comptes  des  entrepreneurs.  La  Loi  sur  l'administration  financiere 
enonce  des  exigences  precises  en  ce  qui  concerne  la  certification  des  comptes 
pour  paiement  et  l'exercice  des  pouvoirs  de  d^penser.  Les  systemes  de  paiement 
de  tous  les  ministeres  verifies  presentaient  des  faiblesses.  En  raison  de  ces 
faiblesses  on  avait  effectue  des  paiements: 

pour  lesquels  on  n'avait  pas  obtenu  toutes  les  autorisations  necessaires; 

qui  n'etaient  pas  conformes  aux  modalites  des  marches; 

qui  depassaient  les  limites  financieres  des  marches; 

pour  lesquels  on  ne  fournissait  pas  de  preuves  suffisantes  de  reception 
des  biens  et  services  ou  d'ex£cution  des  travaux; 

pour   lesquels  on   n'avait   pas  obtenu  tous  les  documents  essentiels  a 
l'appui  des  articles  imputes; 

qui  constituaient  des  paiements  en  trop  ou  en  double; 

qui  n'avaient  pas  ete  correctement  certifies;  et 

qui  n'avaient  pas  6te  verifies  correctement. 

Les  recommandations  pour  corriger  ces  faiblesses  ainsi  que  les  autres  faiblesses 
d^celees  au  cours  de  notre  etude  ont  fait  l'objet  de  rapports  aux  ministeres 
concernes.  Nous  avons  6t&  inform^  que  dans  la  plupart  des  cas,  des  mesures 
correctives  ont  6te  prises  ou  sont  actuellement  en  voie  d'application. 
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Systemes  financiers  automatisms  (Chapitre  10) 

En  aout  1976,  le  Bureau  de  la  verification  a  lance  une  etude  dans  l'ensemble  du 
gouvernement,  portant  sur  revaluation  des  systemes  d'informatique  et  d'informa- 
tion  (E.S.I. I.),  afin  d'examiner  et  d'evaluer  les  controles  des  systemes  informa- 
tiques.  Mon  Rapport  annuel  de  1977  donnait  les  resultats  de  l'etude  ainsi  qu'une 
serie  de  recommandations  visant  a  ameiiorer  les  systemes  et  les  proc6des.  Le 
Rapport  de  cette  ann£e  presente  les  recommandations  dont  la  mise  en  oeuvre  n'est 
pas  entierement  termin^e. 

Rapport  du  Comite"  permanent  des  comptes  publics.  Le  Comite  permanent  des 
comptes  publics  a  tenu  six  reunions,  afin  de  discuter  des  conclusions  de  l'etude 
E.S.I. I.,  et  a  presents  un  compte  rendu  de  ces  reunions  dans  son  Troisieme  Rapport 
a  la  Chambre  des  communes.  Le  Comite  s'est  dit  d'accord  avec  nos  constatations 
et  recommandations. 

Controle  de  gestion  sur  les  ressources  de  l'informatique.  Nous  avions  recommande 
que  le  Secretariat  du  Conseil  du  Trevor  devrait  controler  et  ^valuer  tous  les 
importants  projets  de  mise  au  point  de  l'informatique.  Nous  estimons  que  la 
Division  des  Systemes  d'information  du  Secretariat  ne  possede  pas  les  ressources 
necessaires  a  un  travail  de  surveillance  efficace. 

Security  de  l'informatique.  On  est  presentement  a  eiaborer  une  politique  et  des 
directives  concernant  la  classification  de  l'information  dite  "delicate".  En  outre, 
on  est  a  eiaborer  des  normes  de  securite  et  l'on  a  recemment  produit  des 
directives  provisoires  de  securite  pour  l'achat  de  services  informatiques  aupres  du 
secteur  prive. 

Information  financiere  traitee  par  ordinateur.  Le  Guide  d'aministration  financiere 
du  Conseil  du  Tresor  fait  presentement  l'objet  d'une  revision  et  la  nouvelle  version 
du  Guide  portera  sur  les  roles  et  responsabilites  des  agents  financiers  des 
ministeres  en  ce  qui  a  trait  aux  systemes  informatiques  de  traitement  de 
l'information  f inanciere.  Le  Bureau  du  Controleur  general  enquete  sur  les  besoins 
de  formation  de  ces  employes  mais  aucune  mesure  precise  ne  peut  etre  prise  tant 
que  les  roles  et  les  responsabilites  n'auront  pas  ete  suffisamment  detailies.  Le 
Guide  contiendra  egalement  les  normes  et  les  methodes  de  controle  recommandes 
pour  toute  l'information  financiere  traitee  par  les  systemes  informatiques. 

Capacite  de  verification  interne.  Le  Bureau  du  Controleur  general  est  a  evaluer 
la  verification  interne  du  gouvernement,  y  compris  la  verification  informatique, 
dans  le  but  de  dresser  des  plans  d'action  ministeriels  qui  decriront,  lorsque 
necessaire,  les  besoins  de  recrutement  et  de  formation.  Le  Controleur  general  a 
egalement  commence  a  surveiller  les  verifications  financieres  internes  et  a  pris 
des  mesures  pour  etablir  et  publier  des  normes  et  des  procedes  y  relatifs,  y 
compris  ceux  ayant  trait  aux  verifications  internes  des  systemes  informatiques  de 
traitement  de  l'information  financiere. 
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Contrfiles  financiers  (fimportants  systemes  automatisms.  Dans  le  cadre  de  1'etude 
E.S.I. I.,  les  controles  sur  le  traitement  de  I'information  financiere  de  neuf 
importants  systemes  automatisms  ont  fait  l'objet  d'un  examen  approfondi.  Les  sept 
ministeres  et  systemes  dans  lesquels  les  recommandations  n'ont  pas  6t6  entiere- 
ment  mises  en  oeuvre  sont: 


Secretariat  d'Etat  -  Regime  canadien  de  prets  aux  £tudiants 

Ministere  des  Finances  -  Paiements  provinciaux  de  pe>6quation 

Ministere  de  la  Defense  nationale  -  Systeme  central  de  calcul  de  la 
solde 

Ministere    du    Revenu    national    -      Impot   -    Chafne   syst^matique    de 
traitement  des  T-l 


Ministere  des  Postes 
poste 


Systemes  de  recus  de  caisse  et   de  mandats- 


Ministere  des  Approvisionnements  et  Services 
regional  de  paye 


Systemes  central  et 


Commission  de  l'emploi  et  de  l'immigration  du  Canada  -  Systeme  de 
prestations  et  de  trop-pay^s. 

En  regie  gene>ale,  le  Secretariat  du  Conseil  du  Tresor,  le  Bureau  du  Controleur 
g£ne>al  et  les  ministeres  vis6s  ont  bien  accueilli  nos  recommandations.  La  mise 
en  oeuvre  progresse  lentement  en  raison  de  la  nature  complexe  et  f  astidieuse  de  la 
tache.    Le  chapitre  10  contient  les  details  sur  le  suivi  de  l'E. S.I.I. 
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Nouvelle  m6thode  cyclique  (Chapitre  11) 

Dans  mon  Rapport  de  1977  presente  a  la  Chambre  des  communes,  j'ai  declare  que 
nous  avions  commence  a  examiner  nos  process  de  verification  ainsi  que  ceux  des 
groupes  de  verification  interne  oeuvrant  soit  aupres  d'un  organisme  central  ou 
aupres  des  divers  ministeres.    Cet  examen  visait  plusieurs  buts,  c'est-a-dire: 

•  verifier  si  nos  propres  activites  de  verification  etaient  exercees  en 
tenant  compte  des  principes  d'economie  et  de  rendement; 

•  verifier  dans  quelle  mesure  la  methodologie  eiaboree  dans  le  cadre  des 
trois  principales  etudes  mises  sur  pied  depuis  1973  -  l'Etude  de  la 
gestion  et  du  controle  financiers,  l'Etude  portant  sur  revaluation  des 
systemes  d'informatique  et  d'information  et  le  Travail  de  recherche  sur 
l'analyse  du  cout-efficacite  -  pouvait  etre  integree  d'une  facon 
appropriee  aux  programmes  de  verification  du  Bureau  de  la  verifica- 
tion; 

•  evaluer  la  nature  et  la  qualite  de  la  verificaiton  interne  et  de 
revaluation  effectuees  au  sein  du  gouvernement  et  etablir  dans  quelle 
mesure  notre  Bureau  pouvait  se  fier  a  ces  travaux  dans  le  but  d'eviter 
les  doubles  emplois  et  d'eiiminer  les  travaux  inutiles;  et 

•  preciser  les  changements  qu'il  serait  souhaitable  d'apporter  a  notre 
maniere  de  faire  rapport  au  Parlement  des  resultats  de  nos  examens. 

A  partir  de  cette  etude,  notre  comite  de  gestion  a  decide  d'instaurer  ce  que  nous 
avons  appeie  un  plan  de  verification  integree  incluant  des  examens  et  des  rapports 
cycliques  et  comportant  les  cinq  elements  distincts,  mais  etroitement  relies,  que 
represente  le  sigle  C.A.D.R.E: 

•  Controles  financiers, 

•  Attestation  et  autorisation, 

•  Direction  des  operations, 

•  Rapports  au  Parlement,  et 

•  Electronique  et  controles. 

Deux  de  ces  elements,  Attestation  et  autorisation  ainsi  que  Rapports  au 
Parlement,  represented  des  elements  fondamentaux  pour  le  Bureau  de  la 
verification  et  cela  depuis  sa  naissance  il  y  a  cent  ans.  Deux  autres,  Controles 
financiers  ainsi  qu'Electronique  et  controles,  sont  des  elements  nouveaux  lies  aux 
methodes  modernes  de  verification  qui  ont  ete  integrees  aux  programmes  reguliers 
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de  verification  du  Bureau.  Le  cinquieme  element,  Direction  des  operations,  n'a 
ete  introduit  que  tres  recemment  au  Canada;  il  s'agit  de  la  methodologie  que  le 
Bureau  de  la  verification  est  en  train  d'eiaborer  pour  ses  verifications  selon  le 
principe  de  la  valeur  recue  en  contrepartie  de  l'argent  d^pense. 

L'eiement  Controles  financiers  est  en  quelque  sorte  une  suite  logique  de  l'Etude  de 
la  gestion  et  du  controle  financiers  (1974-1976)  par  le  biais  de  laquelle  a  ete 
introduite  au  Bureau  la  verification  systemique.  L'eiement  Electronique  et 
controles,  exigeant  une  methodologie  specialisee  et  complexe  utilisee  pour  les 
verifications  informatiques,  a  ete  eiabore  a  l'intention  du  Bureau  au  cours  de 
l'Etude  portant  sur  revaluation  des  systemes  d'informatique  et  d'information 
(1976-1977).  L'eiement  Direction  des  operations  englobe  les  examens  portant  sur 
1'application  des  principes  d'economie,  de  rendement  et  d'efficacite  a  1'egard  des 
programmes;  nous  avons  concu  ces  examens  au  cours  du  Travail  de  recherche  sur 
l'analyse  du  cout-efficacite  (1976-1978)  et  nous  continuerons  de  les  mettre  au 
point  au  fur  et  a  mesure  de  l'experience  acquise. 

Traditionnellement,  et  en  vertu  des  exigences  de  la  Loi  sur  les  corporations 
commerciales  canadiennes,  les  societes  fonctionnent  selon  un  cycle  commercial 
annuel.  Les  verif  icateurs  des  societes  doivent  exprimer  une  opinion  sur  la  justesse 
des  etats  financiers  presentes  chaque  annee  aux  actionnaires.  La  comptabilite 
gouvernementale  est  aussi  axee  sur  un  cycle  annuel  base  sur  la  presentation 
annuelle  au  Parlement  du  Budget  des  depenses,  sur  le  vote  des  subsides  ainsi  que 
sur  l'etablissement  et  la  presentation  des  Comptes  publics  annuels.  La  Loi  sur  le 
verificateur  general  oblige  le  verificateur  du  Parlement,  comme  cela  est  exige  du 
verificateur  d'une  societe  dans  le  secteur  prive,  d'exprimer  une  opinion  sur  les 
etats  financiers  annuels  presentes  au  Parlement.  II  doit  egalement  porter  a 
l'attention  du  Parlement  certaines  questions  qu'il  a  relevees  au  cours  de  ses 
examens  annuels.  Le  respect  de  ces  exigences  a  ete  et  demeure  l'eiement  de  base, 
au  plan  legal,  du  mandat  dont  le  Verificateur  general  doit  s'acquitter  a  1'egard  du 
Parlement. 

Cependant,  la  justesse  des  systemes  de  gestion  et  de  controle  financiers,  y 
compris  leurs  elements  exigeant  un  traitement  electronique  de  donnees,  n'est  pas 
directement  liee  a  un  cycle  annuel.  II  en  est  de  meme  des  nouvelles  modalites  du 
mandat  du  Verificateur  general  exigeant  que  les  depenses  soient  verifiees  en 
tenant  compte  des  principes  d'economie  et  de  rendement  et  lui  demandant  de 
s'assurer  qu'il  existe  des  procedes  satisfaisants  pour  evaluer  l'efficacite  des 
programmes.  Chercher  a  effectuer  ces  parties  essentielles  de  la  verification 
chaque  annee  pour  toutes  les  entites  que  nous  devons  verifier  constituerait  une 
entreprise  non-pratique  et  extremement  couteuse.  En  outre,  l'adoption  d'un  cycle 
annuel  en  ce  qui  a  trait  aux  nouveaux  elements  des  verifications  nous  ferait 
vraisemblablement  accoucher  d'un  volumineux  et  indigeste  Rapport  pour  la 
Chambre  des  communes  et  dont  l'etude  serieuse  au  cours  de  l'annee  suivant  sa 
presentation  constituerait  pour  le  Comite  permanent  des  comptes  publics  une 
mission  difficile  et  meme  impossible. 

Par  consequent,  la  methode  la  plus  pratique  et  la  plus  economique  semble  etre  un 
plan  cyclique  de  verification  integree.  En  vertu  de  ce  plan,  le  Parlement 
continuera  de  recevoir  chaque  annee  de  l'information  sur  les  etats  financiers 
officiels  du  gouvernement  et  sur  ceux  des  entites  pour  lesquelles  est  exigee  une 
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verification  annuelle  d'attestation  et  de  conformity,  en  strict  respect  des 
exigences  de  la  Loi.  Les  constatations  et  les  observations  d^coulant  des  autres 
elements  de  la  verification,  surtout  ceux  li6s  aux  controles  financiers  et  a  la 
valeur  recue  en  contrepartie  de  l'argent  depense,  seraient  pr6sent£es  annuelle- 
ment  au  Parlement  mais  en  utilisant  un  cycle  quadriennal.  Ce  cyle  quadriennal 
coincide  avec  la  dur6e  moyenne  d'un  Parlement,  entre  les  Elections.  A  l'intention 
du  Parlement,  et  plus  particulierement  du  Comite  des  comptes  publics,  nous 
songeons  a  inclure  dans  nos  Rapports  annuels  a  la  Chambre  des  communes,  au 
moins  une  fois  par  cycle  de  quatre  ans,  des  sommaires  des  r^sultats  de  nos 
verifications  int£gr6es  pour  chaque  entite  principale  v^rifiee.  Cela  nous 
permettra  d'informer  le  Parlement  de  nos  constatations  et  de  nos  observations, 
positives  ou  negatives  en  ce  qui  concerne  la  quality  et  la  justesse  des  systemes  de 
controles,  d'administration  et  de  rapports  financiers  utilises  par  chaque  entity. 
Lorsque  nous  noterons  des  lacunes  ou  des  insuffisances,  nous  consignerons  les 
recommandations  appropri^es  et  les  r^ponses  obtenues  de  la  gestion. 

Les  implications  de  ce  plan,  d^crites  plus  longuement  a  l'annexe  A,  sont 
importantes  et  lourdes  de  consequences.  Nous  l'avons  §labor6  et  nous  sommes  a 
l'implanter  dans  le  but  de  servir  le  Parlement  plus  efficacement  et  en  tenant 
compte  des  principes  d'6conomie  et  de  rendement.  Le  Rapport  du  centenaire 
presente  des  exemples  de  verification  int£gr6e  et  cylique.  Comme  1'indique  la 
table  des  matieres,  la  Partie  I  du  Rapport  comprend  des  questions  touchant 
l'ensemble  du  gouvernement  et  principalement  les  organismes  centraux,  par 
exemple,  le  Bureau  du  Controleur  g§ne>al,  le  Secretariat  du  Conseil  du  Tr6sor  et 
les  organismes  offrant  des  services  a  tout  le  gouvernement,  par  exemple,  le 
ministere  des  Travaux  publics.  La  Partie  II  traite  de  questions  concernant  surtout 
les  ministeres,  a  la  fois  les  questions  relevees  au  cours  de  nos  premieres 
verifications  int£gr6es  et  celles  retenues  a  la  suite  de  nos  examens  annuels  que 
nous  jugions  devoir  porter  a  l'attention  du  Parlement  au  cours  de  l'annee  ou  elles 
avaient  6te  relevees. 

Nos  Rapports  annuels,  qui  contiendront  des  sommaires  des  verifications  integr^es 
effectu^es  aupres  de  ministeres,  d'organismes  et  de  soci^tes  de  la  Couronne 
choisis  a  l'avance,  chacun  d'entre  eux  revenant  a  l'avant-scene  tous  les  quatre  ans, 
ou  plus  frequemment  si  des  circonstances  particulieres  le  justifient,  permettront 
au  Parlement: 

•  d'evaluer  la  qualite  de  la  gestion  administrative  et  financiere; 

t  de  s'assurer  que  les  deniers  publics  et  les  ressources  font  l'objet  d'un 

controle  adequat  et  qu'on  en  gere  l'utilisation  eu  6gard  aux  principes 
d'economie,  de  rendement  et  d'efficacite;  et 

•  de  prendre  des  mesures  pour  corriger  les  situations  insatisfaisantes  ou 
les  proc^des  ne  repondant  pas  aux  normes  gtablies. 
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Recherche  en  verification  integree 

Au  cours  de  cette  ann6e  centenaire  du  Bureau  de  la  verification,  nous  avons 
planifie  et  mis  sur  pied  un  programme  interne  tres  pousse  visant  a  consigner  la 
methodologie  que  nous  avons  elabor^e  au  cours  des  cinq  dernieres  annees  dans  le 
cadre  de  nos  grandes  etudes  s'appliquant  a  l'ensemble  du  gouvernement  (E.G.C.F., 
E. S.I.I,  et  T.R.A.C.E.).  Nous  sommes  a  preparer  une  version  revisee  du  manuel  de 
la  verification,  un  cours  de  formation  et  un  guide  d'introduction  a  la  methodologie 
de  la  verification  integree,  methodologie  mise  au  point  et  utilised  par  le  Bureau  du 
Verificateur  general  du  Canada.  Ces  instruments  de  travail,  au  plan  de  nos 
activites  professionnelles,  sont  essentiels  pour  assurer  la  mise  en  oeuvre  de 
normes,  de  proc^des  et  de  methodes  uniformes  de  verification  pour  tous  les 
travaux  que  nous  effectuerons  aupres  des  ministeres,  des  organismes  et  des 
societes  de  la  Couronne. 

Le  sigle  du  programme,  le  mot  C.A.D.R.E.,  est  tire"  des  cinq  elements  de  base  que 
nous  avons  mentionnes  plus  tot:  C  -  Controles  financiers;  A  -  Attestation  et 
automation;  D  -  Direction  des  operations;  R  -  Rapports  au  Parlement;  et  E  - 
Electronique  et  controles.  Nous  prevoyons  produire  d'autres  documents  appropri£s 
qui  traiteront  d'activites  comme  la  planification  d'une  verification  integree  et 
cyclique  et  la  coordination  des  programmes  de  verification  avec  les  activites  de 
verification  interne  et  devaluation  des  ministeres. 

J'ai  fait  part  de  ce  programme  a  mes  collegues  des  provinces  et  j'ai  entrepris  de 
les  tenir  pleinement  au  courant  des  progres  realises,  tenant  compte  du  fait  que 
plusieurs  provinces  ont  deja  vote,  ou  projettent  de  voter,  une  loi  semblable  a  notre 
recente  Loi  sur  le  verificateur  general. 

J'ai  egalement  fait  part  de  notre  programme  au  Controleur  general  et  j'entends  le 
tenir  entierement  au  courant  des  progres  accomplis,  realisant  que,  si  les 
organismes  centraux  et  les  ministeres  acceptent  notre  importante  recommanda- 
tion  ayant  trait  a  une  verification  interne  integree  et  a  une  evaluation,  il  pourra 
se  presenter  d'excellentes  occasions  de  travailler  en  collaboration  avec  ce  haut 
fonctionnaire  en  ce  qui  concerne  l'eiaboration  et  la  mise  en  vigueur  de  normes  et 
de  methodes  professionnelles  de  verification  appliquees  de  maniere  uniforme  qui 
seront,  de  toute  evidence,  source  d'epargnes  en  evitant  le  dedoublement  des 
efforts  de  formation  et  des  installations  que  cette  derniere  exige. 
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Partie  2 


MINISTERES,  ORGANISMES  ET  SOCIETES  DE  LA  COURONNE 


VERIFICATIONS  INTEGREES  DES  MINISTERES 


Introduction 


Comme  il  est  explique"  plus  en  detail  a  l'annexe  A,  notre  Bureau  a  entrepris  un  plan 
de  verification  integree  comprenant  des  examens  et  des  rapports  cycliques  a 
partir  de  cinq  elements  distincts  mais  lies  de  pres,  soit:  les  controles  financiers, 
l'attestation  et  l'autorisation,  la  direction  des  operations,  les  rapports  au 
Parlement,  l'informatique  et  les  controles.  Nous  avons  l'intention  d'inclure  dans 
nos  rapports  annuels  au  Parlement,  au  mo  ins  une  fois  tous  les  quatre  ans,  des 
resumes  des  resultats  de  nos  examens  de  verification  integree  de  chaque 
organisme  soumis  a  notre  verification. 

Cette  annee  voit  le  debut  de  notre  premier  cycle  de  quatre  ans  de  verification 
integree.  Six  ministeres  ont  ete  verifies.  Pour  chacun  des  ministeres,  nous  avons 
effectue  notre  verification  regulifere  de  l'attestation  et  de  la  conformite 
necessaire  pour  appuyer  notre  opinion  sur  les  etats  financiers  du  gouvernement  du 
Canada.  L'examen  de  cette  annee  comprenait  en  plus  quelques  etudes  speciales, 
entre  autre,  des  etudes  T.R.A.C.E.  des  procedes  pour  la  planification  des  projets 
d'acquisitions  d'immobilisations,  de  mesure  et  d'augmentation  de  rendement  et 
devaluation  de  1'efficacite.  II  y  avait  aussi  des  examens  de  l'organisation  et  du 
role  de  la  fonction  financiere  en  plus  d'une  revue  detailiee  de  la  fonction  de 
verification  interne. 

L'etendue  de  la  verification  a  varie  selon  les  ministeres  pour  tenir  compte  de 
plusieurs  facteurs  comme  la  nature  des  operations  du  ministere,  le  resultat  des 
verifications  anterieures,  les  questions  touchant  principalement  l'administration 
ministerielle  et  les  projets  accomplis  dans  des  ministeres  choisis  pour  appuyer  les 
etudes  gouvernementales  susmentionnees.  Par  consequent,  les  constatations  de  la 
verification  ne  sont  pas  toutes  presentees  de  la  meme  facon  pour  chaque 
ministere. 

Finalement,  nous  rappelons  que  cet  apercu  general  est  un  resume  des  chapitres  du 
Rapport,  qui  lui-meme  resume  les  principales  constatations  de  nos  verifications. 
Les  chapitres  ministeriels  de  la  partie  2  du  Rapport  contiennent  de  nombreux 
details  a  propos  de  la  nature,  du  volume  et  de  la  complexite  des  operations  de  ces 
ministeres,  details  que  nous  avons  omis  dans  le  present  chapitre  au  profit  de  la 
concision. 


Commission  de  l'emploi  et  de  l'immigration  du  Canada  (Chapitre  14) 

En  aout  1977,  la  Commission  de  l'assurance-chomage  et  le  ministere  de  la  Main- 
d'oeuvre  et  de  l'immigration  sont  devenus  la  Commission  de  l'emploi  et  de 
l'immigration  du  Canada,  l'un  des  organismes  les  plus  importants  et  les  plus 
complexes  du  gouvernement. 
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La  verification  de  la  Commission  pour  l'ann^e  1977-1978  a  6t&  divis^e  en  cinq 
elapes: 

•  examen  de  son  organisation  et  de  sa  fonction  financiere; 

•  travaux  de  recherche  sur  l'analyse  du  cout-efficacite  relativement: 

au  Programme  de  formation  de  la  main-d'oeuvre  du  Canada, 

au  Programme  d'initiatives  locales,  et 

aux  systemes  ministEriels  de  mesure  de  la  performance; 

•  examen  des  activity  de  verification  interne; 

•  examen  du  groupe  des  Programmes  des  prestations,  et  notamment: 

examen  du  systeme  de  prestations  et  de  trop-pay£s  (a  partir  d'un 
£chantilion  statistique  des  prestations), 

suivi    de    l'6tude    devaluation    des    systemes    d'informatique    et 
d'information  r6alis6e  en  1977, 

examen  de  Involution  du  systeme  a  acces  direct  de  paiements  de 
prestations,  et 

examen  des  comptes  financiers;  et 

•  examen  des  groupes  de  la  Politique  du  marche"  du  travail  et  de  la 
Politique  relative  a  l'immigration  et  a  la  population,  examen  des 
systemes  de  controles  financiers  et  sondages  des  transactions  de  tous 
les  programmes  et  activity  importants  de  chacune  des  regions. 

Organisation  et  r61e  de  la  fonction  financiere.  L'un  des  plus  importants  elements 
d'un  systeme  efficace  de  gestion  et  de  controle  financiers  consiste  en  une 
structure  organisationnelle  financiere  solide.  C'est  pourquoi  notre  verification  de 
la  Commission  comprend  une  Evaluation  de  la  nouvelle  structure  en  voie 
d'instauration.  Comme  certains  arrangements  et  relations  structurels  ne  sont  pas 
encore  d^finitifs,  il  serait  premature"  de  vouloir  ^valuer  le  succes  du  nouveau  plan. 
Nous  nous  sommes  plutot  attaches  a  ^valuer  jusqu'a  quel  point  il  se  conforme  aux 
criteres  normalement  utilises  dans  ce  genre  devaluation. 

Dans  l'ensemble,  la  structure  organisationnelle  proposed  r£vele  une  excellente 
comprehension  des  principes  d'organisation  de  la  fonction  financiere  devant 
pr£valoir  dans  un  grand  ministere.  A  notre  avis  ce  systeme  fonctionnera  tres  bien 
aussi  longtemps  que  se  maintiendra  l'esprit  de  collaboration  qui  se  manifeste  entre 
les  fonctionnaires  principaux  des  finances  et  les  agents  principaux  de  programme. 
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Travail  de  recherche  sur  l'analyse  du  co0t-efficacit6.  Les  etudes  T.R.A.C.E.  au 
sein  de  la  Commission  se  sont  concentrees  sur  les  process  de  mesure  et  de 
rapport  de  l'efficacite  des  programmes  et  sur  la  mesure  du  rendement.  Le  groupe 
de  la  Politique  strategique  et  de  la  Planification  a  pris  des  mesures  importantes 
pour  ^valuer  l'efficacite  des  programmes  de  la  Politique  du  marche  du  travail. 
Dans  l'examen  du  Programme  de  formation  de  main-d'oeuvre  du  Canada  et  du 
Programme  d'initiatives  locales,  nous  avons  releve  des  progres  importants  dans 
l'approche  et  la  methodologie. 

Nous  avons  egalement  releve  plusieurs  faiblesses,  les  plus  importantes  etant  entre 
autres: 

•  La  repartition  des  credits  de  formation  de  main-d'oeuvre  entre  les 
provinces  a  ete  jusqu'a  maintenant  en  rapport  plus  direct  avec  le 
chfimage  regional  qu'avec  le  souci  d'accroftre  les  possibilites  d'emploi 
en  developpant  les  competences  requises  par  l'economie. 

•  Les  n^gociations  sur  le  prix  des  cours  et  les  frais  generaux  des 
provinces  souffrent  de  1'absence  de  renseignements  adequats  sur  les 
coQts,  de  1'insuffisance  des  competences  financieres  et  de  1'absence 
d'un  mandat  solide  pour  negocier  au  niveau  des  bureaux  r£gionaux. 

•  Au  sein  de  la  Commission,  il  y  a  place  a  l'ameiioration  dans 
revaluation  des  programmes  de  formation  et  a  revaluation  des 
repercussions  des  allocations  de  formation,  du  processus  de  selection 
des  candidats  et  des  procedes  d'achat  de  cours. 

•  Le  mandat  des  etudes  devaluation  de  l'efficacite  du  Programme 
d'initiatives  locales  (P.I.L.)  etait  beaucoup  trop  ambitieux  par  rapport 
aux  moyens  financiers  et  peu  realistes  par  rapport  aux  resultats 
auxquels  on  pourrait  raisonnablement  s'attendre  de  ce  genre  d'etude. 

•  Les  lacunes  techniques  des  etudes  devaluation  du  P.I.L.  ont  serieuse- 
ment  affecte  la  fiabilite  de  certains  resultats. 

•  La  documentation  off icielle  contient  des  affirmations  non  motivees  sur 
l'efficacite  du  P.I.L.  qui  ont  par  la  suite  servi  a  d'autres  evaluations. 

Au  sein  de  la  Commission,  la  mesure  de  la  performance  est  destinee  a  fournir 
regulierement  a  la  direction  des  renseignements  sur  la  performance  de  ces 
diverses  unites  d'exploitation  et  a  appuyer  les  propositions  budgetaires  soumises  au 
sein  du  Conseil  du  Tresor.  Environ  70%  du  personnel  de  la  Commission  est  touche 
par  ces  systemes. 

Nous  avons  verifie  les  systemes  de  mesure  de  la  performance  en  oeuvre  dans  les 
groupes  des  Programmes  des  prestations,  de  la  Politique  du  marche  du  travail  et 
de  la  Politique  relative  a  1'immigration  et  a  la  population.  Nous  avons  trouve  que 
les  mesures  de  la  performance  ont  ete  appliquees  a  bon  nombre  de  programmes 
bien  que  revaluation  de  la  performance  a  progresse  plus  dans  certains  secteurs  que 
d'autres.   C'est  ainsi,  notamment,  que: 
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m  Les  couts  unitaires  ne  sont  utilises  que  dans  le  groupe  des  Programmes 
des  prestations  meme  s'ils  devraient  etre  mis  au  point  dans  d'autres 
groupes  pour  servir  d'indices  de  performance. 

•  Les  normes  de  temps,  la  definition  des  activites  et  les  indices  de 
performance  varient  d'une  region  a  l'autre,  ce  qui  rend  la  comparaison 
difficile. 

•  Aux  endroits  ou  le  rendement  du  groupe  des  Programmes  des 
prestations  a  ete  mesure,  celui-ci  atteint  65%  des  normes  nationales. 
Dans  les  deux  autres  groupes,  le  rendement  reel  ne  peut  etre 
determine"  a  l'aide  des  systemes  actuels. 

•  II  n'y  a  pas  de  programme  coordonne  de  l'ameiioration  du  rendement. 
II  faudrait  des  normes  de  travail  et  des  mesures  du  rendement  dans  les 
groupes  de  la  Politique  du  marche  du  travail  et  de  la  Politique  relative 
a  l'immigration  et  a  la  population. 

Verification  interne.  Notre  examen  des  activites  de  verification  interne  de  la 
Commission  a  reveie  que: 

•  La  Commission  n'a  pas  fourni  a  son  Bureau  de  la  verification  interne 
les  directives  et  l'appui  necessaires. 

•  II  y  a  des  lacunes  dans  le  choix  des  domaines  a  verifier  et  des  methodes 
utilisees. 

•  Les  rapports  de  verification  n'arrivent  pas  a  suffisamment  mettre  en 
evidence  et  resumer  les  constatations  importantes  pour  permettre  a 
l'administration  d'en  evaluer  justement  la  portee. 

Nous  en  concluons  que  le  Bureau  de  la  verification  interne  n'a  pas  ete  en  mesure 
de  fournir  au  president  et  au  vice-president  tous  les  renseignements  et  conseils 
qu'ils  auraient  pu  attendre  des  services  de  verification  interne  afin  de  s'acquitter 
au  mieux  de  leurs  fonctions  de  gestion  de  la  Commission.  Nous  croyons  qu'il  y  a 
place  pour  une  nette  amelioration  de  certains  aspects  de  la  verification; 
neanmoins,  nous  sommes  d'avis  que  le  travail  accompli  etait  de  qualite 
satisfaisante  au  vu  des  objectifs  choisis  et  que  notre  Bureau  peut  se  fonder  sur  lui 
pour  determiner  la  portee  des  examens  necessaires  a  notre  verification  d'attesta- 
tion. 

Groupe  des  Programmes  des  prestations.  Notre  examen  du  groupe  des  Program- 
mes des  prestations  a  reveie  que: 

■  Les  controles  de  la  Commission  n'ont  pu  deceler  en  1977,  des 
paiements  en  trop  estimes  a  $142  millions  (se  situant  dans  un  intervalle 
possible  de  $99  a  $179  millions). 

•  II  existe  encore  d'importantes  faiblesses  de  controle  dans  le  Systeme 
de  prestations  et  de  trop-payes  (S.P.T.P.). 
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m  II  n'y  a  pas  eu  d'analyse  du  systeme  a  acces  direct  de  paiements  de 
prestations  pour  s'assurer  qu'on  y  avait  incorpore  les  controles  internes 
et  les  pistes  de  verification  n£cessaires. 

•  Les  systemes  comptables,  a  part  le  S.P.T.P.,  sont  en  general  adequats. 

Certains  des  controles  de  la  Commission  sont  efficaces  et  l'on  decele  des  sommes 
importantes  de  trop-payes  en  prestations  qui  sont  habituellement  recouvrees. 
Toutefois,  comme  nous  l'avons  deja  mentionne,  des  paiements  en  trop  additionnels 
n'ont  pas  ete  deceits  en  1977  et  qu'un  nombre  important  d'autres  demandes  ne  se 
conformait  pas  aux  proc^des  approuves.  De  plus,  on  a  decele  un  certain  nombre 
de  cas  lesquels,  bien  qu'il  ne  constitue  pas  de  veritables  trop-payes,  laissent  croire 
qu'il  y  a  possibility  d'abus. 

Groupes  de  la  Politique  du  marche"  du  travail  et  de  la  Politique  relative  a  l'immigra- 
tion  et  a  la  population.   Notre  examen  des  comptes  des  groupes  de  la  Politique  du 
marche  du  travail  et  de  la  Politique  de  l'immigration  et  de  la  population  nous  a 
amends  a  porter  les  conclusions  suivantes: 

•  II  faut  ameiiorer  les  ententes  avec  les  provinces  visant  l'achat  de  cours 
en  ce  qui  a  trait  aux  paiements  periodiques  et  a  l'attestation  des  couts 
en  temps  opportun. 

•  II  faut  etablir  un  proc^de  normalise  d'examen  et  de  suivi  des  rapports 
de  perfectionnement  de  la  formation. 

■  Certains  des  projets  finances  par  le  Programme  Canada  au  travail  ne 
semblaient  pas  se  conformer  aux  objectifs  du  programme. 

•  Les  ententes  de  l'un  des  programmes  de  contributions  ne  contenaient 
pas  de  clause  pour  assurer  le  recouvrement  des  trop-payes. 

•  La  Commission  ne  se  conformait  pas  au  Reglement  sur  les  marches  de 
l'Etat  pour  accorder  des  contrats  de  publicity. 


Ministere  des  Communications  (Chapitre  15) 

Le  Ministere  a  pour  objectif  de  promouvoir  la  mise  au  point  et  le  fonctionnement 
des  communications  du  Canada  au  niveau  national  et  international.  Ses 
responsabilites  sont  les  suivantes: 

•  la   prolongation    des    r^seaux    et   des   services   de   telecommunications 
existants; 

•  l'elaboration    de    nouveaux    systemes    et    de    nouvelles    ressources    des 
communications; 

•  la  gestion  du  spectre  des  frequences  radio£lectriques;  et 

■         l'elaboration  de  services  de  telecommunications  pour  le  gouvernement. 
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En  1977-1978,  le  budget  des  depenses  du  Ministere  etait  de  $86.7  millions  et 
d'environ  1,900  annees-hommes  autoris^es. 

Notre  verification  comprenait  les  domaines  suivants: 

•  l'organisation  et  le  role  de  la  fonction  financiere; 

•  une  etude  T.R.A.C.E.  du  Programme  du  spectre  des  frequences 
radioelectriques  et  de  l'Agence  des  telecommunications  gouverne- 
mentales; 

•  la  fonction  de  verification  interne; 

•  une  etude  des  contrats;  et 

•  un  examen  des  systemes  de  controle  financiers  et  des  sondages  des 
transactions. 

Regie  generale,  nous  avons  constate  que  le  Ministere  etait  conscient  de 
l'importance  d'une  gestion  et  d'un  controle  financiers  forts,  comme  en  fait  foi  le 
nouveau  plan  propose  d'organisation  pour  la  fonction  financiere,  en  plus  du  fait 
qu'il  ait  applique  la  plupart  des  recommandations  faites  dans  les  Rapports  des 
annees  anterieures.  Meme  si  nous  n'avons  pas  deceie  de  faiblesses  importantes,  en 
verifiant  les  operations  financieres,  nous  croyons  qu'il  y  a  lieu  d'ameiiorer 
sensiblement  certains  aspects  des  operations  ministerielles  dont  il  est  question  ci- 
dessous. 

Organisation  et  r61e  de  la  fonction  financiere.  On  a  eiabore  une  proposition  de 
plan  d'organisation  de  la  fonction  financiere  qui  fait  l'objet  d'une  evaluation  par 
une  tierce  partie  a  la  demande  du  sous-ministre.  II  serait  premature  que  notre 
Bureau  evalue  son  efficacite  avant  qu'il  ait  ete  approuve  et  applique.  Bien  que  le 
plan  propose  reconnaisse  l'importance  de  la  gestion  et  du  controle  financiers,  il  y  a 
deux  secteurs  fondamentaux  des  dispositions  proposees  pour  l'organisation  qui 
necessitent  une  etude  plus  approfondie.  Le  premier  secteur  touche  au  fait  que  la 
fonction  financiere  n'est  qu'une  des  sept  fonctions  qui  relevent  du  sous-ministre 
adjoint  (Services),  en  plus  des  operations  exterieures  du  Ministere,  ce  qui  cree  le 
danger  que  l'on  ne  puisse  consacrer  suffisamment  de  temps  et  d'attention  a  cette 
fonction.  L'autre  secteur  touche  au  besoin  d'etablir,  de  consigner  et  de 
communiquer  clairement  les  liens  hierarchiques  entre  le  personnel  financier  de 
l'administration  centrale  et  les  agents  financiers  des  programmes  et  des  bureaux 
regionaux. 

Travail  de  recherche  sur  l'analyse  du  cout-efficacite".  Notre  etude  du  Programme 
du  spectre  des  frequences  radioelectriques  et  de  l'Agence  des  telecommunications 
gouvernementales  s'est  attachee  aux  systemes  et  procedes  qu'utilise  le  Ministere 
dans  le  fonctionnement  de  ces  programmes  afin  qu'ils  soient  economiques, 
rentables  et  efficaces. 

Le  Programme  du  spectre  des  frequences  radioelectriques  a  pour  but  d'ameiiorer 
et  d'etendre  l'utilisation  du  spectre  afin  de  permettre  l'avancement  des  telecom- 
munications radio.  Les  plans  pour  1977-1978  prevoyaient  1,056  annees-hommes  et 
des  depenses  d'environ  $24  millions. 
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Notre  examen  nous  a  menes  aux  conclusions  suivantes: 

•  Les  controles  de  gestion  ne  permettaient  pas  de  verifier  si  le 
Programme  atteignait  ses  objectifs  ou  s'il  etait  execute  de  facon 
economique  et  efficace. 

•  L'autonomie  des  regions  allait  au-dela  des  limites  raisonnables,  ce  qui 
faisait  qu'on  ne  tenait  pas  compte  des  importantes  questions  soulign<§es 
par  Tadministration  centrale,  des  systemes  et  des  proc<§des  techniques 
et  que  le  niveau  des  services  fournis  au  public  n'etait  pas  uniforme. 

•  Au  sein  de  l'administration  centrale,  l'elaboration  des  reglements  sur  la 
radio  n'etait  pas  coordonnee  et  controlee  comme  il  convient  et  il  n'y 
avait  pas  de  procSdes  etablis  visant  le  recouvrement  du  cout  des 
services  fournis  au  public. 

•  II  n'y  avait  pas  de  controles  de  gestion  sur  un  important  programme  de 
mise  en  oeuvre  informatise. 

•  La  presentation  de  donnees  de  mesure  du  rendement  dans  les 
Provisions  de  programme  pretait  a  confusion  et  pouvait  etre  mal 
interprel^e. 

La  direction  s'etait  deja  penchee  sur  un  certain  nombre  de  lacunes  signalees  avant 
notre  verification.  Au  cours  de  la  verification,  la  haute  direction  a  rapidement 
r^agi  a  nos  premieres  constatations. 

L'Agence  des  telecommunications  gouvernementales  fournit  des  services  de 
transmission  de  signaux  teiephoniques,  de  donnees  et  de  fac-simiies  a  ses 
utilisateurs  grace  a  la  location  d'installations  en  vrac.  Elle  fonctionne  dans  le 
cadre  d'un  fonds  renouvelable  et  recouvre  tous  les  frais  de  ses  services  en 
imputant  ceux-ci  aux  ministeres  et  organismes  utilisateurs.  Notre  verification  a 
touche  le  fonctionnement  du  rOseau  teiephonique  interurbain,  dont  le  cout  annuel 
de  fonctionnement  s'eifeve  a  environ  $24  millions. 

Nos  conclusions  sont  les  suivantes: 

•  Les  controles  touchant  la  gestion  du  service  teiephonique  interurbain 
du  gouvernement  doivent  etre  ameiiores.  11  faudrait  de  meilleurs 
renseignements  sur  le  trafic  afin  de  pouvoir  eiaborer  des  lignes 
directrices  permettant  d'ameiiorer  la  qualite  de  service  pour  l'utilisa- 
tion  des  circuits  et  de  pouvoir  controler  la  fourniture  des  circuits  a 
partir  de  ces  lignes  directrices. 

•  Les  politiques  et  procedes  officiels  concernant  la  fourniture  de  circuits 
individuels  ne  sont  pas  satisfaisants  et  les  decisions  prises  ne  sont  pas 
consignees  comme  il  convient. 

•  Si  1'Agence  pouvait  obtenir  des  renseignements  suppiementaires  sur  le 
volume  des  communications  interurbaines  commerciales  qui  pourraient 
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se  faire  sur  le  r^seau  de  l'Agence,  ce  qui  n'est  pas  le  cas  actuellement, 
il  serait  possible  de  determiner  les  Economies  qu'on  pourrait  realiser 
par  une  plus  grande  utilisation  des  installations  de  l'Agence. 

•  II  faudrait  que  l'Agence,  en  collaboration  avec  d'autres  utilisateurs 
importants,  determine  les  Economies  possibles  en  ayant  recours  aux 
services  Telpak  communs  pour  ces  utilisateurs. 

•  Tant  que  1'objectif  de  programme  de  l'Agence,  approuve  par  le  Conseil 
du  Tr6sor,  ne  sera  pas  eiargi  pour  tenir  compte  du  mandat  defini  par  la 
Loi  sur  le  ministere  des  Communications,  l'Agence  aura  de  la  difficult^ 
a  remplir  le  role  de  planif  ication  et  de  coordination  preVu  par  la  Loi  et 
il  restera  des  incertitudes  quant  aux  indices  de  rendement  particuliers 
a  utiliser  pour  mesurer  l'efficacite  du  programme. 

Verification  interne.  La  fonction  de  verification  interne  releve  du  groupe  de 
l'Evaluation  des  programmes.  Le  Ministere  a  ete  l'un  des  premiers  a  adopter  une 
methode  de  verification  combin^e  comportant  a  la  fois  des  verifications 
operationnelles  et  des  verifications  financieres.  Cette  methode  prevoit  des 
verifications  du  systeme  financier  au  moins  une  fois  tous  les  trois  ans.  Le  coOt  de 
cette  fonction  a  ete  estime  a  $450,000  pour  1977-1978,  ce  qui  comprend  $310,000 
pour  les  services  du  Bureau  des  services  de  verification. 

Notre  examen  visait  a  determiner  si  le  Ministere  obtenait  de  bons  services  de  ses 
activites  de  verification  interne  et  a  quel  point  notre  Bureau  pouvait  s'y  fier. 
Notre  verification  nous  a  amenes  aux  conclusions  suivantes: 

•  Bien  que  le  groupe  de  l'Evaluation  des  programmes  ait  fait  dans 
certains  cas  des  recommandations  saines,  les  feuilles  de  travail  ne 
contenaient  pas  toujours  suffisamment  de  preuves  pour  demontrer  que 
l'on  avait  repere  toutes  les  faiblesses  importantes  du  contrdle  et  que 
les  conclusions  auxquelles  le  Groupe  en  etait  arrive  etaient  valides. 

•  Parce  que  le  groupe  de  l'Evaluation  des  programmes  en  est  toujours  a 
son  stade  de  mise  en  forme  et  que  ses  efforts  a  ce  jour  ont 
principalement  porte  sur  les  verifications  operationnelles  plutot  que 
sur  les  verifications  financieres,  le  travail  execute  par  ce  Groupe  ne 
modifie  pas  de  facon  significative  la  nature,  le  calendrier  et  la  portee 
de  notre  verification. 

Etude  des  contrats.  Notre  etude  des  procedes  de  marches  au  Ministere  a  ete 
menee  au  cours  des  annees  financieres  1976-1977  et  1977-1978.  De  fagon 
generale,  notre  examen  n'a  pas  reveie  de  faiblesses  majeures  dans  les  procedes  ou 
les  contrfiles.  Les  lacunes  relevees  provenaient  du  non-respect  des  procedes 
approuves.  Une  fois  informe  des  lacunes,  le  Ministere  a  pris  les  mesures 
correctives  qui  s'imposaient. 
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Examen  des  operations  financieres.  Le  Bureau  a  examine  les  systemes  de  contrdle 
financier  du  Ministere  et  de  l'Agence  des  telecommunications  gouvernementales 
en  plus  d'effectuer  des  sondages  de  transactions  dans  la  plupart  des  secteurs 
importants. 

Notre  verification  a  r§v£ie  les  faits  suivants: 

•  Le  controle  sur  les  immobilisations  et  les  stocks  du  Centre  de 
recherches  sur  les  communications  etait  grandement  insatisfaisant. 

•  Les  demandes  de  services  de  recherches  provenant  du  secteur  prive, 
adress£es  au  Centre  de  recherches,  ne  sont  pas  approuvees  par  le  Sous- 
ministre  adjoint,  Recherches,  comme  l'exige  une  directive  ministe- 
rielle,  et  le  prix  de  ces  services  n'a  pas  ete  autorise  par  le  gouverneur 
en  conseil. 

•  II  faudrait  etablir  un  controle  plus  efficace  des  recettes  de  caisse  dans 
les  bureaux  de  district. 

•  Bien  que  les  services  de  facturation  de  l'Agence  des  telecommunica- 
tions gouvernementales  aient  ete  informatis^s,  les  Ventures  au  grand 
livre  auxiliaire  des  comptes  a  recevoir  sont  encore  inscrites  au  moyen 
d'une  machine  comptable,  ce  qui  entrafne  des  retards  en  plus  d'etre 
inefficace. 


Ministere  de  l'Industrie  et  du  Commerce  (chapitre  16) 

Le  ministere  de  l'Industrie  et  du  Commerce  a  pour  principal  objectif  de  favoriser 
la  prosperity  de  l'economie  canadienne  grace  a  une  saine  evolution  des  industries 
de  fabrication  et  de  transformation  et  a  l'expansion  du  commerce  et  du  tourisme. 
En  1977-1978,  environ  2,700  ann£es-hommes  ont  6te  autoris^es  pour  ce  Ministere 
et  son  Budget  des  defenses  se  chiffrait  a  $391  millions.  Ce  Ministere  detient  un 
actif  d'environ  $2,000  millions,  constitu£s  principalement  de  placements  dans  des 
societes  d'Etat,  de  societes  en  propriete  exclusive  et  de  prets  consentis  a  des 
entreprises  canadiennes. 

Notre  verification  du  Ministere,  pour  l'annee  1977-1978,  comportait: 

•  un  examen,  dans  l'ensemble  du  Ministere,  de  certains  elements 
essentiels  du  systeme  de  gestion  et  de  controle  financiers; 

•  un  examen  des  systemes  et  des  procedes  qu'emploie  la  Direction  de  la 
machinerie  dans  le  but  d'assurer  un  fonctionnement  economique, 
rentable  et  efficace; 

•  une  evaluation  des  activites  de  verification  interne; 

•  un  examen  des  controles  et  des  procedes  utilises  pour  le  traitement 
informatique  des  renseignements  financiers;  et 
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m         une  verification  de  certains  programmes  de  subventions. 

Au  cours  de  l'ann£e  derniere,  le  Ministere  a  apporte  des  ameliorations  a  sa 
structure  organisationnelle  et  a  ses  controles  financiers.  En  outre,  il  a  deja  donne 
suite  ou  etudie"  serieusement,  la  plupart  des  observations  et  recommandations 
qui  figurent  dans  les  rapports  interimaires  detailies  qui  lui  ont  6te  presentes  au 
cours  de  1977-1978. 

Organisation  et  role  de  la  fonction  financiere.  Le  Directeur  des  Services  finan- 
ciers est  le  principal  responsable  des  systemes  financiers  du  Ministere  et  releve  du 
Directeur  general  des  Finances  et  de  l'Administration  lequel  a  titre  de 
fonctionnaire  superieur  des  finances  du  Ministere,  releve  du  sous-ministre. 

Notre  examen  nous  a  permis  de  constater  que  le  systeme  financier  fonctionne  de 
maniere  satisfaisante  mais  que,  par  contre,  il  y  aurait  lieu  de  centraliser 
davantage  la  planification  et  la  direction  des  finances  et  de  s'assurer  que  les 
responsabilites  non  financieres  du  Directeur  general  ne  puissent  restreindre  la 
direction  et  le  leadership  financiers. 

Direction  de  la  Machinerie  -  controles  de  la  gestion.  Le  Programme  commercial 
et  industriel  constitue  l'activite"  principale  du  Ministere.  Sept  directions,  chacune 
responsable  d'un  secteur  particulier  de  l'industrie  canadienne,  accorde  de  l'aide 
aux  entreprises  dans  le  cadre  de  ce  programme.  La  Direction  de  la  machinerie, 
l'une  des  sept  directions,  compte  83  employes  et  a  un  budget  annuel  d'environ  $2 
millions.  Au  cours  de  l'annee  1976-1977,  elle  a  accorde  des  subventions  et  des 
contributions  s'eievant  a  environ  $10  millions  et  a  recommande*  des  remises  de 
droits  totalisant  environ  $200  millions. 

Notre  examen  des  proc6des  devaluation  servant  a  mesurer  et  rendre  compte  de 
l'efficacite  des  programmes  et  de  la  pertinence  des  controles  de  gestion  exerces 
sur  les  operations  nous  a  permis  d'etablir  les  constatations  suivantes: 

•  il  faudrait  ameliorer  les  process  pour  mesurer  et  rendre  compte  de 
l'efficacite  de  l'aide  fournie  a  l'industrie  de  la  machinerie; 

•  les  objectifs  concernant  l'industrie  de  la  machinerie  et  les  strategies 
de  la  Direction  n'ont  pas  £te  clairement  definis; 

•  le  Ministere  a  evalue"  seulement  certains  de  ses  nombreux  programmes 
d'aide  financiere  et  de  remise  des  droits.  En  consequence,  la  Direction 
ne  possede  pas  de  donnees  objectives  pour  evaluer  l'utilite  relative  de 
ses  programmes; 

•  la  Direction  n'a  pas  clairement  indique  les  resultats  prevus,  ou  n'a  pas 
surveilie  suffisamment  les  effets  reels  de  ses  activites; 

•  on  ne  dispose  pas  de  renseignements  sur  les  consequences  que  les 
renseignements  incomplets  ou  inexacts  peuvent  avoir  sur  l'utilite  de  la 
banque  de  donnees  qu'a  etablies  la  Direction  en  ce  qui  a  trait  aux 
capacites  de  fabrication  de  machines    au  Canada;  et 
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•  la  Direction  ne  mesure  et  ne  rend  pas  comptedu  nombre  et  des  raisons 
des  demandes  de  renseignements,  des  plaintes  et  des  demandes 
presentees  a  nouveau  en  ce  qui  a  trait  aux  remises  de  droits. 

Verification  interne.  Au  cours  des  trois  dernieres  ann6es,  la  verification  interne 
du  Ministere  a  consists  en  une  verification  financiere  effectu^e  a  contrat  par  le 
Bureau  des  services  de  verification.  Ce  contrat  avec  le  Bureau  a  pris  fin  le  31 
mars  1978.  La  Direction  generale  de  l'Examen  ministeriel  a  ete  etablie  en  1976, 
mais  le  mandat  de  ce  groupe  de  verification  interne  n'a  ete  approuve  qu'en  1977. 
Le  programme  de  verification  combine,  qu'a  alors  approuve  le  Comite  de  gestion, 
visait  tous  les  aspects  de  la  verification  interne  y  compris  les  finances,  les 
operations  et  le  personnel. 

Notre  examen  des  activites  de  verification  interne  du  Ministere  a  indique  que: 

•  par  le  passe,  les  cadres  superieurs  n'ont  pas  fourni  l'appui  et  la 
direction  necessaires; 

•  le  chef  de  la  verification  interne  ne  releve  pas  du  Sous-chef; 

•  le  Comite  de  verification,  mis  sur  pied  en  novembre  1977  ne  s'est  pas 


•  il  faudrait  reviser  le  plan  directeur  original  de  la  verification  pour  qu'il 
comporte  des  verifications  de  gestion,  des  verifications  d'envergure 
ministerielle  et  des  verifications  des  directions  de  tous  les  programmes 
et  activites;  et 

•  il  faudrait  que  les  procedes,  programmes  et  methodes  de  la  Direction 
de  la  Verification  soient  rendus  officiels  et  que  l'on  eiabore  un  manuel 
de  la  verification  interne  integree. 

Contrdle  budgetaire.  Le  Ministere  a  etabli  un  systeme  de  programmes  de  travail 
demandant  que  les  budgets  soient  prepares  par  programme  plutot  que  par  article 
de  depense.  Fondamentalement  le  systeme  est  sur  et  capable  de  fournir  un  cadre 
approprie  pour  la  planification  et  le  controle  budgetaires,  mais  pour  le  moment  on 
n'arrive  pas  a  atteindre  les  objectifs  fixes.  Cette  situation  est  attribuable  a  deux 
facteurs  principaux: 

•  une  absence  de  procedes  ecrits  couvrant  la  mise  au  point,  l'examen 
critique,  la  revision  et  le  suivi  des  programmes  de  travail;  et 

•  le  fait  que  quelques-unes  des  personnes  responsables  de  la  preparation 
et  de  la  revision  des  programmes  de  travail  ont  refuse  d'accepter  et 
d'appuyer  le  systeme. 

Preparation  de  rapports  financiers.  Les  transactions  f inancieres  peuvent  etre 
comptabilisees  selon  trois  systemes  financiers  distincts:  les  rapports  fournis  par 
le  ministere  des  Approvisionnements  et  Services;  le  propre  systeme  d'information 
en  gestion  financiere  du  Ministere;  et  les  registres  comptables  manuels  que 
tiennent  plusieurs  directions. 
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Nous  avons  constats  que  le  systeme  (^information  du  Ministere  est  raisonnable- 
ment  ordonnd.  Son  efficacite  cependant  pourrait  etre  plus  grande  si  l'on  tenait 
compte  de  l'information  financiere  et  si  on  la  signalait  selon  la  methode  utilised 
pour  eTaborer  les  programmes  de  travail.  II  faudrait  6galement  un  systeme 
efficace  pour  l'analyse  des  hearts. 

Traitement  elect ronique  des  donnees.  Le  materiel  informatique  interne  du  Minis- 
tere comprend  un  mini-ordinateur  d'une  capacite  moyenne,  un  systeme  d'intro- 
duction  des  donnees  et  de  nombreux  terminaux.  Le  Ministere  ne  possede  pas 
d'ordinateur  de  grande  puissance  et  les  donnees  sont  gen£ralement  traitees  par  des 
bureaux  de  services. 

Notre  examen  des  systemes  financiers  a  r^vele"  plusieurs  domaines  n^cessitant  des 
ameliorations.  Les  fonctionnaires  superieurs  charges  du  traitement  e^ectronique 
des  donnees  (T.E.D.)  sont  au  courant  d'un  grand  nombre  de  ces  lacunes  et 
pr^voient  prendre  des  mesures  correctives.  Voici  quelques-unes  des  lacunes  les 
plus  importantes  relevees  au  cours  de  notre  verification: 

•  le  Ministere  ne  possede  pas  de  comity  directeur  (T.E.D.)  pour 
approuver  les  plans  annuels  et  a  long  terme  et  pour  etablir  les  priorites 
pour  les  activites  T.E.D.; 

•  un  rapport  de  controle  securitaire  n'a  pas  6te  attribue"  aux  bureaux  de 
services  utilises  par  le  Ministere,  comme  l'exige  une  directive  du 
Conseil  du  Tresor; 

•  il  n'existe  ni  plan  de  secours  ni  proced^s  officiels  pour  le  stockage 
exterieur  du  materiel  informatique; 

•  la  consignation  sur  les  systemes  et  les  manuels  de  proced^s  sont 
incomplets  et  desuets;  la  consignation  sur  les  systemes  et  les 
programmes  est  repartie  dans  toute  la  Division  au  lieu  d'etre  confine  a 
la  garde  d'un  biblioth§caire; 

•  la  repartition  des  taches  est  en  ce  qui  a  trait  aux  fonctions  li£es  au 
T.E.D.;  et 

•  la  participation  des  utilisateurs  a  la  planification  et  au  controle  des 
activit6s  de  T.E.D.  est  insuffisante. 

Subventions  et  contributions.   Le    paiement    de    subventions    et    de    contributions 
repr^sentait  plus  de  60%  des  defenses  totales  prSvues  en  1977-1978.    Nous  avons 
ve>ifi6    quatre    grands    programmes    qui    repr6sentent    environ    54%    du    total    - 
D§veloppement  des  entreprises,  Loi  sur  le  double  prix  du  bl6,  Wagons-tr^mies  a 
grains  et  Aide  a  l'industrie  de  la  construction  navale. 

Le  Programme  de  d^veloppement  des  entreprises  est  une  importante  activity 
financiere  dont  l'objectif  consiste  a  ameliorer  la  viabilite  et  la  concurrence,  sur 
les  marches  internationaux  d'entreprises  canadiennes  de  fabrication  et  de 
transformation.    Notre  verification  a  r^veTe"  plusieurs  faiblesses  en  ce  qui  a  trait  a 
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la  gestion  et  au  controle  financiers,  plusieurs  d'entre  elles  trouvant  leur  source 
dans  des  programmes  pr£c6dents.  II  nous  faut  signaler  l'importance  particuliere 
des  questions  et  des  problemes  relatifs  aux  contributions  remboursables  en 
souffrance  dans  le  cadre  du  Programme  d'avancement  de  la  technologie 
industrielle  (P.A.I.T.  1). 

Ce  programme,  qui  a  pris  fin  en  1970,  est  l'un  des  sept  programmes  regroupes  pour 
former,  en  1977,  le  Programme  de  developpement  des  entreprises.  II  sert  a 
subventionner  une  partie  des  couts  des  societ^s  s'occupant  de  projets  de  recherche 
approuv§s  et  comporte  comme  condition  que  la  contribution  soit  rembours£e  si  les 
r^sultats  §taient  exploited  a  l'6chelle  commerciale.  Nous  avons  releve"  pour  ce 
Programme  les  problemes  suivants: 

•  II  n'y  a  pas  eu  n^gociation  d'accords  de  remboursement  ou  de 
resiliation  avec  58  b6n6ficiaires,  meme  si  le  programme  s'est  termini 
il  y  a  huit  ans. 

•  Les  donn£es  sur  les  ventes  fournies  par  les  entreprises  ayant  des 
accords  de  remboursement  n'ont  pas  6te  verifiees  de  facon  ind^pen- 
dante. 

•  Les  ventes  des  entreprises  sans  accord  ne  sont  pas  surveillees  de  facon 
systematique. 

Notre  verification  du  Programme  des  ce>eales  et  graines  ol£agineuses  a  comports 
un  examen  des  paiements  effectues  en  vertu  de  la  Loi  sur  le  double  prix  du  bl§  et 
des  paiements  destines  a  l'achat  de  wagons-tr6mies.  Les  paiements,  dans  le 
premier  cas,  lvalues  a  $19.1  millions  en  1977-1978,  representent  des  subventions 
aux  producteurs  pour  la  difference  entre  le  prix  garanti  et  la  moyenne  des  prix  a 
l'exportation,  permettant  de  s'assurer  que  les  consommateurs  ne  paieront  pas  plus 
de  $3.25  le  boisseau  de  ble.  Le  Programme  d'achat  des  wagons-tr£mies  a  6t&  mis 
sur  pied  pour  assurer  un  transport  efficace  du  ble"  dans  l'Ouest  canadien  et  pour 
aider  l'industrie  des  wagons.  Depuis  1973,  6,000  wagons  ont  §te  livr£s,  au  cout 
d'environ  $137  millions.  Les  paiements,  au  titre  de  ces  deux  volets  du  programme, 
sont  subventionnes  par  le  Ministere  mais  ger6s  par  des  tiers.  Nous  avons  constate 
que  le  Ministere  depend  des  systemes  de  controle  financier  utilises  par  les 
impliques,  bien  qu'il  n'existe  pas  de  delegation  officielle  des  pouvoirs  et  des 
responsabilit^s.  II  faudrait  qu'il  existe  des  proc^des  de  verification  et  des  accords 
plus  officiels  afin  d'eviter  qu'il  y  ait  chevauchement  ou  negligence  en  ce  qui  a 
trait  aux  aspects  essentiels  de  la  gestion  et  du  controle  financiers. 

Ministere  de  la  Sante"  nationale  et  du  Bien-§tre  social  (chapitre  17) 

En  1977-1978,  les  operations  du  ministere  de  la  Sante  nationale  et  du  Bien-etre 
social  et  du  Conseil  de  recherches  m^dicales  ont  n^cessite  plus  de  10,000  annees- 
hommes  et  $11,171  millions  de  defenses,  sans  compter  le  Regime  de  pensions  du 
Canada.  En  1976-1977,  le  Ministere  etait  reuni  sous  un  seul  sous-ministre  et  est 
actuellement  en  train  d'int£grer  graduellement  les  Elements  de  la  sante  et  du 
bien-etre  et  de  l'administration  des  prestations  de  revenu  garanti. 
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Notre  verification  de  1977-1978  visait  les  quatre  domaines  d'interet  a  l'echelle  du 
Ministere: 

•  role  de  la  fonction  f inanciere; 

•  renseignements  presentes  au  Parlement; 

•  la  fonction  de  la  verification  interne;  et 

•  controles  de  la  paye. 

D'autres  activites  de  verification  ont  ete  regroup^es  en  projets  selon  les 
programmes  afin  de  tenir  compte  de  tous  les  aspects  du  controle  financier  au  sein 
de  la  plupart  des  principaux  programmes  ou  elements  de  programme.  Les 
paragraphes  qui  suivent  donnent  les  points  saillants  de  nos  remarques  portant  sur 
chaque  domaine  principal  interessant  la  verification. 

Rdle  de  la  fonction  f inanciere.  Le  role  de  la  fonction  f inanciere  a  ete  augments 
par  la  revision  des  responsabilites  et  par  des  modifications  a  la  structure 
hie>archique  mais  il  y  a  encore  place  pour  des  ameliorations  importantes  quant  a 
la  precision,  a  la  definition,  au  rendement  et  a  l'acceptation  du  role  de  la  fonction 
financiere.  Le  sous-ministre  adjoint  a  l'Administration  est  directement  respon- 
sable  d'un  grand  nombre  de  fonctions  administratives  qui  rendent  sa  tache  difficile 
en  vue  de  se  consacrer  suffisamment  a  la  fonction  financiere  et  de  fournir  les 
conseils  financiers  integres  auxquels  on  est  en  droit  de  s'attendre  de  la  part  d'un 
fonctionnaire  superieur  des  finances. 

Renseignements  financiers  recus  par  le  Parlement.  Les  renseignements  financiers 
sur  le  Ministere  qui  sont  presentes  en  conformite  avec  la  formule  normalisee  du 
gouvernement  dans  le  Budget  des  depenses  et  dans  les  Comptes  publics  ne  donnent 
guere  d'indication  pratique  du  contenu  des  programmes,  des  tendances  significa- 
tives  des  depenses  ni  de  la  facon  dont  les  programmes  sont  diriges  et  controles. 
Nous  avons  prepare  pour  le  Ministere  des  exemples  de  Budget  des  depenses 
presentant  certaines  suggestions  d'ameiiorations. 

Verification  interne.  En  1977-1978,  le  Ministere  encourait  des  coQts  directs 
d'environ  $500,000  pour  une  direction  centralisee  de  la  Verification  interne 
comportant  un  effectif  de  22  professionnels  ainsi  que  des  depenses  suppiemen- 
taires  de  $200,000  pour  des  projets  de  verification  interne  realises  par  le  Bureau 
des  services  de  verification.  Le  Ministere  a  egalement  paye  environ  $1  million  au 
Bureau  des  services  de  verification  pour  la  verification  des  contributions  faites  en 
vertu  d'accords  a  frais  partages;  ce  travail  ne  fait  pas  partie  de  la  fonction  de 
verification  interne,  mais  fait  partie  integrante  de  la  responsabilite  des 
gestionnaires  de  programme. 

Notre  examen  de  la  fonction  de  verification  interne  a  permis  de  decouvrir  que 
cette  derniere  est  peut-etre  forte  et  progressive,  mais  il  y  a  place  pour  des 
ameliorations,  notamment  en  ce  qui  concerne: 

•  l'augmentation  des  capacites  de  verification  informatique; 
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•  la  revision  des  projets  de  la  Direction  concernant  la  verification  des 
systemes  de  versement  de  prestations; 

•  revaluation  de  toutes  les  activites  de  verification  relevant  directe- 
ment  des  agents  de  programmes;  et 

•  la  mise  a  jour  du  manuel  de  la  verification  et  un  renforcement  des 
procedes  relies  a  la  surveillance  et  a  l'examen  des  dossiers. 

Dispositions  financieres  du  Regime  de  pensions  du  Canada.  II  est  evident  qu'il 
existe  un  besoin  d'une  etude  constante  de  l'a-propos  des  dispositions  financieres 
actuelles  du  Regime  de  pensions  du  Canada,  d'apres  1'information  rapportee  par  le 
Ministere  dans  les  notes  jointes  aux  etats  financiers  du  Regime  et  qui  apparaft  au 
volume  II  des  Comptes  publics. 

Controles  des  cotisations  et  des  prestations  du  Regime  de  pensions  du  Canada. 

Notre  examen  a  reveie  ce  qui  suit: 

•  Les  controles  de  la  mise  a  jour  des  programmes  et  des  fichiers 
mecanographiques  ne  sont  pas  mis  en  oeuvre  de  facon  satisf aisante. 

•  Etant  donne  les  faiblesses  au  niveau  des  procedes  de  traitement  des 
gains  cotisables  et  des  contributions,  il  pourrait  se  glisser  des  erreurs 
ou  des  omissions  dans  l'inscription  des  contributions  des  participants 
qui  pourraient  passer  inapercues  pendant  un  nombre  d'annees  et  ces 
faiblesses  pourraient  causer  des  inexactitudes  dans  l'etablissement  des 
prestations  de  retraite  qu'il  serait  difficile  de  deceler  ou  de  corriger 
plus  tard. 

II  nous  a  ete  impossible,  au  cours  de  nos  sondages  de  verification,  de  quantifier  ces 
faiblesses.  Le  Ministere  est  a  planifier  des  projets  importants  visant  a  remedier  a 
ces  faiblesses  et  a  les  compenser. 

Pouvant  presenter  des  lacunes  relativement  mineures  dans  le  controle  manuel  des 
documents  d'entree,  les  systemes  connexes  mais  distincts  de  versement  des 
prestations  de  pensions  ont  fait  1'objet  d'un  controle  satisf aisant. 

Allocations  familiales  et    securite   de  la  vieillesse  -  Controle  des  prestations. 

Les  systemes  de  paiements  des  prestations  de  securite  de  la  vieillesse  et 
d'allocations  familiales  ont  convenablement  ete  controles  si  ce  n'est  des  lacunes 
mineures  des  controles  manuels.  Ces  dernieres  ne  risquent  guere  de  conduire  a 
des  erreurs  materielles. 

Allocations  familiales  et  securite  de  la  vieillesse  -  Mesure  du  rendement.  Le  sys- 
teme de  mesure  du  rendement  relatif  aux  bureaux  regionaux  administrant  des 
prestations  de  securite  de  la  vieillesse  et  des  allocations  familiales  a  fait  1'objet 
d'un  projet  pilote  exploratoire  faisant  partie  des  examens  initiaux  entrepris 
conjointement  dans  le  cadre  du  Travail  de  recherche  sur  l'analyse  du  cout- 
efficacite  a  l'echelle  du  gouvernement.  Depuis  ce  temps,  un  certain  nombre 
d'ameiiorations  importantes  ont  ete  apportees  a  la  technologie  et  a  la  presentation 
de  meme  qu'a  l'adaptation  du  systeme  de  facon  a  tenir  compte  des  changements 
apportes  au  programme.    Le  systeme  est  maintenant  satisfaisant. 
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Regime  cf  assistance  publique  du  Canada.  Un  grand  nombre  des  services  de  bien- 
etre  les  plus  complexes  au  point  de  vue  administratif  du  Regime  d'assistance 
publique  du  Canada  sont  en  voie  d'etre  sortis  du  programme  et  remplac^s  par 
d'autres  dispositions  de  financement  des  programmes  provinciaux.  En  attendant 
que  les  principaux  changements  actuellement  apportes  aux  programmes  ou  pr^vus 
soient  indiqu^s  dans  les  systemes  provinciaux  de  comptabilite'  et  de  controle,  il  y 
aura  des  difficult^  importantes  a  l'Stablissement  de  contrSles  financiers  fiables 
et  efficaces  quant  a  l'administration  du  Regime  d'assistance  publique  du  Canada. 
En  attendant,  et  sous  reserve  d'obtenir  du  personnel  d'expe>ience,  il  faudra  done: 

•         ^laborer  une  documentation  complete  des  systemes; 


• 


assurer   une   surveillance   plus    active    des    verifications    effectu£es   a 
contrat; 


•  assurer  que  le  travail  des  representants  sur  place  et  des  v£rif  icateurs  a 
contrat  soit  revu  par  la  Direction  de  verification  interne;  et 

•  assurer  que  les  administrations  du  programme  continuent  de  prendre 
les  mesures  necessaires  pour  controler  l'admissibilite'  des  programmes 
et  des  clients,  r^soudre  les  comptes  en  souffrance  et  recouvrer  les 
paiements  en  trop. 

Soins  de  santg.  II  faudra  plusieurs  ann^es  avant  d'obtenir  un  reglement  final  des 
comptes  avec  les  provinces  a  l'6gard  de  1'assurance-hospitalisation  et  des  soins 
m^dicaux  en  vertu  d'accords  a  frais  partag^s  qui  se  sont  terminus  le  31  mars  1977. 
Depuis  le  1  avril  1977  et  pour  un  minimum  de  cinq  ans,  les  contributions  au 
comptant  et  1'impQt  sur  le  revenu  sont  transferee  aux  provinces  en  vertu  de 
nouveaux  et  complexes  accords  fiscaux  entre  le  gouvernement  f£de>al  et  les 
provinces.  Par  consequent,  les  sommes  vers^es  au  Ministere  et  au  titre  des 
programmes  d'enseignement  postsecondaire  pourraient  etre  expliqu^es  plus  en 
detail  si  elles  6taient  appuydes  dans  le  Budget  des  depenses  et  les  Comptes  publics 
par  une  liste  d6taill£e  des  couts  comptant  et  les  autres  couts  et  des  renseigne- 
ments  comparatifs  quant  aux  paiements  en  vertu  des  accords  fiscaux  ante>ieurs. 

Services  m£dicaux.  On  a  eUabore"  des  plans  a  l'intention  des  elements  du 
programme  des  services  m^dicaux  qui  sont  les  plus  difficiles  a  g£rer  et  a  contrSler 
efficacement,  par  exemple,  l'admissibilite'  aux  services.  II  existe  6galement  des 
plans  visant  a  corriger  de  nombreuses  faiblesses  de  detail  identifiers  dans 
plusieurs  bureaux  regionaux  et  centres  de  traitement  et  a  fournir  de  meilleurs 
renseignements  aux  gestionnaires  en  r^orientant  les  rapports  financiers  en  vue  de 
completer  un  nouveau  systeme  de  mesure  du  rendement.  Toutefois,  il  faudra 
encore  une  revision  centrale  continue  des  taux  de  traitement  et  de  services 
quotidiens,  n£goci6s  sur  une  base  r^gionale,  obtenus  des  representants  des  regimes 
d'assurance-hospitalisation  provinciaux. 

Sante*  et  sport  amateur.  Au  cours  de  l'annge  derniere,  des  mesures  importantes 
ont  6t6  prises  af  in  de  rem^dier  aux  lacunes  graves  de  la  gestion  de  programmes  et 
de  la  gestion  financiere  et  de  verifier  les  contributions  sur  lesquelles  les 
b£n£ficiaires  n'ont  pas  donne"  suffisamment  d'explications.  On  est  en  train  de 
mettre  en  oeuvre  un  programme  g6ne>al  d'am^lioration  des  systemes  dont  le 
succes  dependra  de  l'appui  de  tous  les  cadres  supe>ieurs. 
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Paye.  La  valeur  des  controles  de  la  paye  est  inegale  d'une  direction  generale  a 
l'autre.  Les  meilleurs  de  ces  exemples  peuvent  servir  de  fondement  pour  un  bon 
controle  de  systeme  de  paye,  mais  il  faudrait  une  direction  centrale  plus  forte  et 
de  nombreuses  ameliorations  techniques  pour  ameiiorer  les  renseignements  quant 
aux  couts  et  eiiminer  les  circonstances  presentes  qui  emp^chent  de  deceler  des 
erreurs. 

Subventions  et  contributions.  Un  certain  nombre  de  faiblesses  mineures  et  d'irre- 
gularites  dans  le  controle  des  subventions  et  contributions  du  bien-etre  national, 
de  la  planif ication  familiale,  de  la  recherche  et  du  developpement  dans  le  domaine 
de  la  sante  nationale  demontrent  le  besoin  d'assurer  une  fonction  efficace  et 
ind£pendante  de  revue  et  de  surveillance  des  programmes  moins  importants  de 
subventions  et  de  contributions  du  Ministere. 

Conseil  de  recherches  mgdicales.  Notre  verification  a  permis  de  decouvrir  qu'il  y 
a  de  bons  controles  de  paiement  des  subventions  et  des  bourses.  Elle  nous  a 
permis  de  constater  qu'une  documentation  complete  des  responsabilites  et  des 
proc£d£s  financiers  devait  etre  eiaboree  et  qu'un  cadre  supe>ieur  des  finances 
experiments  relevant  directement  du  president  devait  etre  nomme,  sans  responsa- 
bilites majeures  de  programme. 


Ministere  du  Revenu  national  -  Douanes  et  Accise  (chapitre  18) 

La  partie  Douanes  du  ministere  du  Revenu  national  -  Douanes  et  Accise  a  ete 
divis^e  en  deux  grandes  directions: 

•  la  direction  des  Programmes  des  douanes  qui  est  responsable  de 
^Elaboration  des  lignes  de  conduite  et  des  programmes  permettant 
d'appliquer  certaines  lois  connexes  votees  par  le  Parlement;  et 

•  la  direction  des  Operations  exterieures  qui  est  responsable  de  l'examen 
des  marchandises,  des  personnes  et  des  vehicules  qui  entrent  au 
Canada  ou  qui  en  sortent  ainsi  que  de  revaluation  et  de  la  perception 
des  droits  et  des  taxes  d'importation  par  le  biais  de  plus  de  650 
etablissements  regionaux  situes  a  travers  le  Canada. 

Durant  Tannee  1976-1977,  le  Ministere  a  autorise  l'utilisation  de  9,740  annees- 
hommes,  depense  $186.6  millions  et  percu  des  revenus  de  $7,985.7  millions. 

Notre  verification  avait  pour  but  d'evaluer  la  pertinence  des  controles  du 
Ministere  par  rapport  a  revaluation,  a  la  perception  et  a  la  repartition  du  revenu 
des  Douanes,  y  compris  les  activites  de  verification  interne. 

En  observant  nos  constatations,  il  est  important  de  se  rappeler  que  le  systeme 
douanier  est  base  sur  un  systeme  d'auto-evaluation  utilise  par  les  importateurs, 
leurs  agents,  transporters  et  autres.  En  consequence,  le  systeme  douanier  est 
congu  en  vue  de: 

•  encourager  le  respect  des  lois  et  decourager  Invasion  en  ce  qui 
concerne  le  paiement  des  droits  et  des  taxes; 
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•  deceler  les  erreurs  involontaires  et  percevoir  les  paiements  appropries; 
et 

•  rep^rer  les  fraudes  deiiberees  et  imposer  des  amendes. 

Le   systeme   doit   repondre   aux  besoins   des   importateurs   mais  aussi   assurer  un 

niveau  de  controle  acceptable.  II  faut  faire  preuve  de  beaucoup  de  jugement  et 

choisir  les  bons  mecanismes  de  controle  pour  etablir  un  juste  equilibre  entre  la 
souplesse  et  les  controles. 

De  facon  generate,  le  Ministere  avait  releve  certaines  lacunes  au  niveau  de  la 
gestion  et  des  controles  financiers  et  avait  entrepris  certaines  mesures  visant  a 
les  ameiiorer,  y  compris  des  systemes  destines  a  accrortre  sa  capacite  a  faire  face 
aux  augmentations  du  volume  de  travail.  Toutefois,  il  reste  beaucoup  a  faire,  plus 
particulierement  dans  les  domaines  indiqu^s  ci-dessous. 

Travail  de  recherche  sur  l'analyse  du  co0t-efficacit6.  En  vertu  du  systeme  d'auto- 
evaluation,  les  personnes  responsables  du  controle  des  importations  commerciales 
doivent  connaftre: 

•  le  montant  de  revenus  qui  devrait  etre  percu,  avec  un  respect  de  100% 
de  la  Loi,  compart  au  montant  reellement  pergu;  et 

•  l'eff icacite  du  Ministere  a  faire  appliquer  les  autres  lois  qui  ne  sont  pas 
ax6es  sur  les  revenus,  mais  qui  ont  pour  but  de  proteger  l'industrie  et 
la  societe  canadiennes. 

Meme  si  le  Ministere  a  etabli  des  objectifs  pour  son  sous-programme  douanier, 
nous  avons  trouve"  qu'il  n'avait  pas  eiabore  d'indices  d'efficacite  relativement  a  des 
operations  principales  comme  les  examens,  les  Evaluations,  les  enquetes  ainsi  que 
les  "drawbacks"  et  les  remboursements.  II  n'existe  aucun  systeme  pouvant  servir  a 
^valuer  dans  quelle  mesure  les  revenus  exacts  sont  pergus  a  la  suite  de  ces 
operations. 

Depuis  1970,  le  Ministere  tente  d'arreter  des  mesures  du  rendement  au  moyen  de 
normes  scientifiques.  Meme  s'il  s'est  efforce  d'enregistrer  et  de  communiquer  des 
donn^es  sur  la  mesure  de  la  productivity,  les  succes  qu'il  a  connus  sont  toutefois 
limites.  En  general,  les  gestionnaires  n'ont  que  tres  peu  utilise"  ce  genre  de 
donnees  car  la  presentation  et  le  contenu  des  rapports  ne  favorisaient  pas  la 
formulation  de  decisions  sur  la  repartition  detaillee  des  ressources.  Le  Ministere 
est  au  courant  de  ces  problemes,  cherche  a  s'attaquer  a  leurs  causes  premieres  et 
reconsidere  la  facon  d'aborder  la  mesure  de  la  productivity. 

Contrfiles  du  systeme  de  revenu  des  Douanes.  Nous  avons  etudie  les  controles 
ministeriels  de  l'examen  et  de  l'arrivee  des  marchandises  jusqu'au  point  de 
dedouanement,  a  partir  de  l'entree  des  marchandises  au  Canada  jusqu'a  la 
presentation  de  la  documentation  par  les  importateurs  qui  demandent  la  mainlevee 
des  marchandises.  Les  marchandises  qui  seront  examinees  ne  sont  pas  choisies  de 
facon  systematique  pour  comparaison  avec  les  documents  d'entree  et  aucune 
technique  d'echantillonnage  statistique  n'est  utilisee.  La  documentation  sur  les 
constatations  de  l'inspection  n'est  pas  suffisamment  detaillee  et,  revaluation 
subsequente  des  declarations  peut  etre  inexacte. 
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Un  systeme  de  controle  des  documents  du  fret  doit  absolument  etre  fort  et  bien 
d^fini  pour  assurer  un  inventaire  des  marchandises  qui  soit  exact  jusqu'a  ce  que 
celles-ci  soient  subsequemment  d^clarees  et  payees.  Nous  avons  constate  des 
faiblesses  fondamentales  dans  les  procedures  de  controle  des  documents  aux 
bureaux  int^rieurs  de  d6douanement,  entre  autres,  des  installations  s^curitaires 
ad^quates,  ainsi  que  des  faiblesses  relev^es  dans  le  processus  d'acquittement. 

Le  Ministere  a  releve"  un  certain  nombre  de  problemes  qui  se  posent  dans  les 
systemes  de  comptes  a  recevoir  des  Douanes  et  a  pris  des  mesures  af  in  d'ameliorer 
le  controle  interne  dans  ce  domaine. 

Apres  avoir  examine"  les  process  de  perception  des  taxes  douanieres,  nous  avons 
constate  que  la  repartition  des  taches  et  la  surveillance  du  travail  accompli 
etaient  inad^quates.  Dans  certains  cas,  nous  avons  remarque"  que  les  employes 
n'observent  pas  les  reglements  du  gouvernement  et  la  protection  des  registres 
n'est  pas  suff isamment  assured.  De  plus,  les  rapports  sur  la  perception  ne  sont  pas 
suffisamment  detaill£s  pour  servir  de  mecanismes  secondares  de  controle  des 
operations  de  perception  ou  d'outils  de  gestion  en  ce  qui  concerne  l'affectation  de 
son  personnel. 

Nous  avons  examine"  les  procedes  utilises  par  le  Ministere  pour  le  controle 
d'environ  1,200  entrepots  de  douanes  priv^s.  Ces  entrepots  de  douanes  permettent 
aux  importateurs  de  payer  les  droits  et  les  taxes  au  moment  ou  les  marchandises 
sont  utilises,  plutot  qu'au  moment  de  l'importation.  Nous  avons  remarque 
certaines  faiblesses  dans  les  criteres  de  selection  pour  l'inspection  des  entrepots 
et  les  procedes  d'inspection  eux-memes.  On  risque  done  ainsi  que  la  fonction 
d'inspection  se  r^vele  inefficace  comme  moyen  de  decourager  ceux  qui  seraient 
tenths  de  ne  pas  respecter  les  reglements  ou  comme  moyen  de  decouvrir  les 
erreurs  accidentelles.  Le  Ministere  prepare  actuellement  des  procedes  visant  a 
corriger  la  situation. 

La  plus  grande  partie  des  revenus  des  Douanes  fait  l'objet  d'un  processus 
d'evaluation  comportant  un  examen  critique  des  documents  complexes  d'importa- 
tion.  Les  sp6cialistes  des  marchandises  passent  en  revue  la  plupart  des 
importations  qui  excedent  les  limites  prescrites.  Le  fait  d'utiliser  des  limites 
fix£es  arbitrairement  et  de  modifier  ces  limites  dans  certaines  regions,  selon  le 
volume  de  travail,  peut  avoir  un  effet  prgjudiciable  sur  l'aptitude  des  Douanes  a 
^valuer  et,  done  a  percevoir  les  revenus  dus.  Les  processus  de  surveillance  ne 
permettent  pas  de  controler  de  facon  adequate  le  r£sultat  et  la  quality  de  la 
fonction  d'evaluation.  Les  dispositions  concernant  la  dotation  n^cessaire  pour 
r£pondre  au  volume  regional  de  travail  ainsi  que  les  programmes  de  formation 
s'adressant  a  tous  les  employes  qui  participent  a  devaluation  ne  sont  pas 
ad6quates.  Notre  verification  a  rev£l<§,  au  moyen  d'une  quantification  statistique 
de  revaluation  de  l'£cart  de  revenu,  qu'il  existe  des  moyens  pratiques  pour 
quantifier  l'effficacite"  de  la  fonction  d'evaluation.  Des  tests  semblables  devraient 
etre  utilises  pour  mesurer  l'efficacite"  des  autres  operations  du  Ministere, 
notamment  l'examen  des  marchandises,  les  enquetes,  le  systeme  de  transporters 
soumis  a  la  postv^rification,  les  "drawbacks"  et  les  remboursements. 
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Nous  avons  examine  les  proc6d6s  utilises  par  les  unites  regionales  pour  traiter  les 
demandes  des  importateurs  en  vue  de  recouvrer  les  droits  pay6s  (drawbacks)  ou 
pour  obtenir  des  dispenses  des  droits  qu'ils  devraient  autrement  payer  (remises). 
Au  cours  de  l'ann^e  precedente,  cette  activite  a  autorise  des  versements  s'eievant 
a  plus  de  $260  millions.  Le  Ministere  a  commence"  a  apporter  des  ameliorations  au 
controle  interne  du  traitement  et  de  la  comptabilite  en  ce  qui  concerne  les 
remboursements.  II  y  a  cependant  des  domaines  ou  les  controles  sont  encore 
faibles,  notamment  les  proced^s  pour  verifier  les  demandes,  l'etude  faite  par  les 
surveillants,  la  rotation  des  verificateurs  et  les  dispositifs  de  securite.  Le 
systeme  des  remises  comporte  des  faiblesses  semblables  que  le  Ministere  a 
reconnues  et  auxquelles  il  prevoit  remedier  en  1980. 

Systeme  de  traitement  automatise  des  declarations  du  fret  a  l'entree  et  de  perception. 

Nous  avons  aussi  etudie  la  pertinence  des  controles  de  l'organisation,  des  controles 
de  gestion  et  des  controles  financiers  en  rapport  avec  le  Systeme  de  traitement 
automatise  des  declarations  du  fret  a  l'entree  et  de  perception  (C.E.P.A.C.S.)  du 
Ministere.  Au  moment  de  notre  etude,  le  C.E.P.A.C.S.  etait  en  vigueur  dans  une 
r£gion-pilote  et  le  Ministere  songeait  a  l'implanter  dans  d'autres  regions.  Au  cours 
de  la  derniere  annee,  le  Ministere  a  effectue  certaines  modifications  importantes 
afin  d'ameliorer  les  controles  de  gestion  exerces  sur  1'eiaboration  du  systeme. 
Toutefois,  nous  avons  constate  que  les  controles  existants  ne  le  protegent  qu'au 
minimum  contre  les  fraudes  et  certains  types  d'erreurs.  Nous  avons  conclu  qu'il 
faudrait,  avant  d'implanter  le  systeme  ailleurs,  effectuer  d'autres  sondages 
portant  sur  son  aptitude  a  ameiiorer  revaluation  et  la  perception  des  revenus. 


Verification  interne.  La  fonction  de  verification  interne  possede  un  personnel 
autorise  de  65  annees-hommes  et  un  budget  superieur  a  $1.6  million.  La  haute 
direction  a  entrepris  de  nombreuses  ameliorations,  notamment: 

•  1'etablissement  du  mandat  de  la  verification  interne; 

•  une  organisation  consolidee; 

•  des  rapports  hierarchiques  clairement  definis;  et 

•  un  systeme  de  revue  etabli  par  le  biais  d'un  comite  de  verification. 

Bien  que  ces  mesures  soient  bonnes,  nous  avons  conclu  que  la  verification  interne 
ne  donnait  pas  au  Ministere  le  soutien  dont  il  a  besoin.  On  n'a  pas  encore  effectue 
suffisamment  de  verifications  permettant  de  reconnaftre  le  niveau  de  risques  et  la 
divulgation  inherents  a  la  nature  des  operations  douanieres  et  les  techniques  et  les 
procedes  de  verification  necessaires  n'ont  pas  encore  ete  mis  au  point.  De  meme 
jusqu'a  ce  que  des  ameliorations,  dont  certaines  sont  en  cours,  soient  apportees,  le 
degre  de  confiance  que  le  Bureau  peut  accorder  au  travail  effectue  par  l'equipe  de 
verification  interne  ne  sera  pas  suffisant  pour  affecter  de  fagon  materielle  la 
nature,le  moment  et  la  portee  de  notre  verification  des  activites  douanieres. 
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Ministere  des  Transports  (chapitre  19) 

Le  ministere  des  Transports  est  l'un  des  ministeres  les  plus  considerables  et  les 
plus  complexes;  il  rend  compte  de  20,929  annees-hommes  et  des  depenses  de 
$1,017  millions,  sans  compter  les  paiements  aux  organismes  connexes  et  aux 
soci£tes  de  la  Couronne  pour  l'ann^e  financiere  termin^e  le  31  mars  1978.  Le 
Ministere  comprend  une  Administration  centrale  et  trois  Administrations:  Air, 
Marine  et  Surface.  Celles-ci  se  divisent  en  quelque  2,000  centres  de  responsa- 
bilite  et  de  cout  dont  relevent  plus  de  110  sous-activites  distinctes.  De  plus,  le 
Ministre  a  la  responsabilite  de  13  autres  entites  comprenant  des  organismes  et  des 
societes  de  la  Couronne. 

Notre  verification  du  Ministere  pour  1977-1978  a  touche  les  domaines  suivants: 

•  proc^des   comptables   et  controles  internes,  y  compris  la  conformite 
aux  diverses  exigences  legislatives; 

•  verification  interne; 

•  planification  et  acquisition  ^immobilisations  pour  sept  projets  impor- 
tants; 

•  controles  rattaches  aux  immobilisations; 
■  gestion  des  ressources  humaines; 

•  Fonds  renouvelable  des  aeroports; 

•  Le  Conseil  des  ports  nationaux; 

•  L'Administration  de  la  voie  maritime  du  Saint-Laurent; 

•  Seaway  International  Bridge  Co.  Ltd.; 

•  quatre  Administrations  de  pilotage;  et 

•  La  Societe  des  transports  du  Nord,  Limitee. 

Proc6des  comptables  et  controles  internes.  Un  travail  considerable  de  verifica- 
tion a  ete  execute  au  sein  du  Ministere  pour  aider  le  Bureau  de  la  verification  a  se 
former  une  opinion  sur  les  etats  financiers  du  Gouvernement  du  Canada.  Dans  le 
cours  de  ce  travail,  nous  avons  note  un  certain  nombre  de  faiblesses  dans  les 
procedes  comptables  et  les  controles  internes.  Les  lacunes  suivantes  etaient 
suffisamment  importantes  pour  figurer  dans  notre  Rapport  annuel: 

•  Aucun  accord  n'a  ete  signe  etablissant  les  modalites  selon  lesquelles  la 
CN  marine  exploitera  certains  services  de  traversiers. 

•  Le  Ministere  a  accorde  des  contrats  pour  des  services  de  traduction 
sans  l'autorisation  du  Bureau  des  traductions. 
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•  La  non  r§siliation  d'un  contrat  d'affretement,  alors  que  le  navire  ne 
pouvait  plus  servir  a  abouti  a  des  paiements  non  n^cessaires  de 
$100,000. 

•  Les  hearts  entre  les  chiffres  reels  et  ceux  preVus  au  budget  ne  sont  pas 
toujours  analyses  par  les  gestionnaires  en  cause,  pour  en  determiner  les 
causes  et  les  mesures  correctives  voulues. 

•  Les  proc6des  approuv^s  pour  l'autorisation  des  demandes  de  paiement 
ne  sont  pas  toujours  appliques. 

Verification  interne.  Le  Ministere  a  defense  $1.5  million  pour  la  verification 
interne  (en  1977-1978)  avec  environ  50  ann£es-hommes  sans  compter  le  personnel 
en  detachement.  Nous  avons  examine  les  operations  de  la  Direction  de  la  Revue 
et  de  la  verification  financieres,  les  trois  Groupes  de  revue  des  activites  et  la 
Direction  de  revaluation.  Nous  n'avons  pas  examine  les  groupes  de  revision 
fonctionnelle,  le  Groupe  d'etude  sur  la  diminution  des  depenses  ou  le  Conseil  de 
revue  des  contrats. 

A  la  suite  de  notre  revue  nous  avons  conclu  que  des  ameliorations  importantes 
etaient  necessaires  aux  operations  de  la  Direction  de  la  revue  et  de  la  verification 
financieres  avant  que  son  travail  permette  a  notre  Bureau  de  modifier  de  facon 
substantielle  la  nature,  les  echeances  ou  la  portee  de  notre  travail  de  verification. 
Voici  les  plus  importantes  lacunes  relevees: 

•  Le  fait  que  le  chef  de  la  Direction  de  la  revue  et  de  la  verification 
financieres  releve  d'une  personne  qui  est  egalement  responsable  de  la 
fonction  financifere  pourrait  amener  un  manque  d'independance  et 
d'objectivite. 

•  Le  plan  de  verification  comportait  plusieurs  faiblesses;  il  n'incluait  pas 
tous  les  elements  a  verifier,  des  facteurs  a  risque  eieve,  des  coOts  en 
fonction  des  benefices  de  certains  domaines  de  verification  et  des 
ressources  prevues  en  personnel.  Le  plan  n'avait  pas  ete  approuve  par 
la  haute  direction  ni  par  le  comite  de  verification. 

•  Les  feuilles  de  travail  ne  contenaient  pas  de  documentation  suffisante 
sur  la  portee  du  travail  a  executer,  les  motifs  du  travail  et  le 
fondement  de  la  selection  des  echantillons. 

Des  ameliorations  s'imposent  egalement  pour  augmenter  l'efficacite  des  trois 
directions  de  revue  des  activites.    Nous  avons  releve  les  faiblesses  suivantes: 

•  Compte  tenu  du  nombre  d'unites  a  examiner  et  des  ressources 
disponibles,  les  directions  ne  pourraient  pas  remplir  leur  mandat  des 
unites  dans  un  deiai  de  trois  ans,  comme  l'exige  leur  mandat  de  revue. 

•  La  filiere  hierarchique  actuelle  des  chefs  des  Directions  de  la  revue 
des  activites  de  l'Administration  des  transports  maritimes  n'assure  pas 
qu'une  importance  et  un  support  suffisant  soient  accordes  a  la  fonction 
de  verification. 
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•  II  faudrait  mettre  au  point  une  politique  coherente  sur  le  genre 
d'employes  a  embaucher  dans  les  directions. 

•  II  faudrait  etablir  des  procedes  normalises  pour  l'accomplissement  des 
revues  des  activites. 

Le  mandat  de  la  Direction  de  revaluation  faisait  de  cette  Direction  un  "groupe  de 
projet  special"  a  la  difference  des  autres  unites  de  verification  interne.  Si  cette 
Direction  continue  a  se  developper,  elle  permettra  d'ameiiorer  les  procedes  en  vue 
de  mesurer  1'efficacite  des  programmes  et  d'en  faire  rapport.  Toutefois,  le  fait 
que  le  Directeur  general  de  la  programmation  et  de  revaluation  soit  responsable 
de  la  fonction  de  programmation,  et  de  la  Direction  de  revaluation  ainsi  que  de  la 
Direction  de  la  revue  des  activites  signifie  qu'une  meme  personne  est  en  meme 
temps  responsable  de  la  preverification  et  de  la  verification  a  posteriori.  Cela 
pourrait  entrarner  un  conflit  d'interets. 

A  la  suite  de  notre  examen,  le  sous-ministre  a  annonce  son  intention  de  presider  le 
Comite  de  verification  et  de  revue  des  activites,  de  convoquer  des  reunions 
mensuelles  et  d'eiargir  le  mandat  du  Comite,  ce  qui  devrait  contribuer  pour 
beaucoup  a  augmenter  1'efficacite  a  la  fois  du  Comite  et  de  la  fonction  de 
verification  interne. 

Planification  et  acquisition  d'immobilisations.  Notre  verification  comprenait  un 
examen  de  sept  grands  travaux  ^immobilisations  realises  par  le  ministere, 
certains  ayant  debute  il  y  a  sept  ou  huit  ans.  Ces  examens  constituaient  une 
partie  importante  de  l'etude  a  l'echelle  du  gouvernement  des  projets  d'immobilisa- 
tions, un  des  aspects  du  Travail  de  recherche  sur  l'analyse  du  cout-efficacite.  Le 
chapitre  3  contient  le  detail  des  resultats  de  cette  etude  et  on  y  retrouve  un 
resume  dans  la  Partie  I  de  l'apercu  general. 

Notre  verification  des  projets  au  ministere  des  Transports  a  reveie  plusieurs  des 
memes  lacunes  soulevees  par  l'etude  faite  a  l'echelle  du  gouvernement.  Notre 
conclusion  generale  est  que  cinq  des  projets  ne  repondaient  pas  a  des  normes 
raisonnables  de  "souci  d'economie".  Le  Ministere  a  reconnu  l'existence  de  ces 
lacunes  et  a  pris  un  certain  nombre  d'initiatives  afin  d'ameiiorer  ses  procedes 
d'acquisition  d'immobilisations. 

Contrdle  des  immobilisations.  Le  Ministere  a  la  garde  d'un  large  eventail 
d'immobilisations  (brise-glaces,  aeronefs,  systemes  de  telecommunication,  etc.) 
dont  le  cout  estimatif  depasse  $3,000  millions.  La  responsabilite  de  la  bonne 
garde  de  ces  elements  d'actifs  est  deieguee  par  le  sous-ministre,  par  l'entremise 
des  trois  Administrateurs,  aux  Gestionnaires  des  centres  de  responsabilite  qui  les 
utilisent.  Les  procedes  de  controle  materiel  et  de  comptabilite  sont  exposes  au 
manuel  des  approvisionnements  du  Ministere. 

Nos  verifications  ont  reveiees  plusieurs  faiblesses,  entre  autres: 

•  des  exceptions  aux  procedes  etablis,  comme  l'absence  de  denombre- 
ment,  des  dossiers  des  immobilisations  qui  ne  sont  pas  concilies  aux 
comptes  de  controle  financier  et  des  immobilisations  existantes  qui  ne 
paraissent  pas  aux  dossiers; 
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•  des  dossiers  inad^quats  pour  certaines  classes  d'actifs;  et 

•  l'absence  de  controles  fondamentaux  pour  s'assurer  de  ^integration  des 
registres  et  des  systemes  actuels  au  nouveau  Systeme  de  comptabilite" 
des  immobilisations  -  Transports. 

Gestion  des  ressources  humaines.  Notre  examen  de  la  gestion  des  ressources 
humaines  avait  pour  but  d'explorer  le  concept  de  verification  de  la  valeur  recue  en 
contrepartie  de  1'argent  depense"  en  ce  domaine.  Au  d£but,  l'enquete  couvrait 
presque  tout  le  domaine  mais  gtant  donne"  son  ampleur,  nous  nous  sommes 
graduellement  restreints  a  la  planification  de  la  main-d'oeuvre  et  de  l'organisation 
ainsi  qu'a  la  formation  et  au  perfectionnement.  Le  Ministere  est  conscient  de  la 
majorite  des  problemes  que  nous  avons  d£couverts. 

En  g^n^ral,  notre  examen  n'a  pas  t6v616  de  graves  problemes  de  classification,  de 
dotation  en  personnel  et  de  presence  ou  de  conge"  et  d'heures  suppl6mentaires. 
Nous  n'avons  rien  trouve"  qui  indique  que  le  Ministere  ne  s'est  pas  conform^  aux 
politiques  du  Conseil  du  Trevor  et  de  la  Commission  de  la  Fonction  publique  dans 
la  formation  et  le  perfectionnement  ou  dans  la  planification  de  la  main-d'oeuvre 
et  de  l'organisation. 

Les  faiblesses  majeures  deceives  dans  le  domaine  de  la  planification  de 
l'organisation  et  de  la  main-d'oeuvre  comprenaient,  entre  autres,  les  points 
suivants: 

•  On  devrait  maintenir  la  m£thodologie  et  1'eUan  cr66s  par  le  Groupe  de 
travail  sur  la  diminution  des  couts  en  incorporant  de  fagon  permanente 
cette  m6thode  rigoureuse  soit  a  la  Revue  des  activity,  soit  a  l'activite" 
de  la  Programmation. 

•  II  faudrait  evaluer  les  diverses  m^thodes  internes  de  planification  de  la 
main-d'oeuvre  pr^sentement  en  usage  et  l'une  d'entre  elles,  ou  une 
nouvelle  variation,  devrait  etre  adoptee  pour  chacune  des  unites 
organisationnelles  du  Ministere,  en  liant  etroitement  cette  m^thode  au 
processus  de  planification  strat^gique  du  Ministere. 

•  Les  processus  devaluation  du  rendement  n'attachent  pas  suffisamment 
d'importance  a  la  realisation  des  objectifs  de  l'emploi  et  il  n'y  a  pas  de 
moyen  ad£quat  d'6valuer  la  mesure  dans  laquelle  on  atteint  les 
objectifs. 

Bien  qu'une  bonne  partie  du  travail  pr^paratoire  soit  fait  pour  une  fonction 
efficace  de  formation  et  de  perfectionnement,  le  Ministere  n'a  toujours  pas  de 
systeme  satisfaisant  pour  identifier  les  besoins  de  formation.  Les  plus 
importantes  lacunes  comprennent: 

•  un  manque  de  lignes  directrices  pour  les  gestionnaires  devant  identifier 
les  besoins  de  formation; 

•  un  manque  devaluation  du  cout-efficacite"  pour  les  nouveaux  cours  de 
formation  et  les  cours  actuels; 
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•  un  systeme  inad^quat  pour  comptabiliser  les  couts  de  ses  activites  de 
formation  et  de  perfectionnement;  et 

•  une  m£thode  inadequate  de  provision  du  niveau  de  l'activite'  de 
formation. 

Le  Ministere  est  bien  conscient  de  la  plupart  des  lacunes  susmentionn^es  et 
plusieurs  initiatives  en  cours  devraient  am^liorer  de  beaucoup  son  systeme  de 
gestion  des  ressources  humaines. 

Fonds  renouvelable  des  aeroports.  Mon  opinion  sur  les  6tats  financiers  du  Fonds 
renouvelable  des  aeroports  comportait  une  reserve: 

•  Les  couts  d'am^nagement  du  projet  d'a^roport  de  Pickering  ont  6t6 
capitalists  et  figurent  au  titre  des  couts  differs  d'am6nagement  au 
bilan.  Cette  mesure  n'est  plus  appropri^e  et  si  l'on  ne  l'avait  pas  fait, 
les  616ments  d'actif  et  les  b6n6fices  non  r6partis  auraient  diminu£s  de 
$54.7  millions  et  la  perte  pour  l'ann^e  aurait  6t6  augmented  de  $10.7 
millions. 

•  La  direction  indique  que  les  pertes  declarers  a  l'ae>oport  de  Mirabel 
($51.5  millions  pour  l'ann^e  et  $119.7  millions  depuis  son  ouverture) 
devraient  se  poursuivre  dans  l'avenir  et  la  continuation  de  1'appui 
financier  par  le  Parlement  est  essentielle.  Le  recouvrement  par  le 
Fonds  de  1'investissement  de  $291.7  millions  en  installations  et  en 
materiel  depend  du  succes  des  operations  futures. 

•  II  n'y  a  aucune  provision  dans  les  comptes  pour  les  prestations  de 
cessation  d'emploi  courues  aux  employes. 

Au  moment  de  l'£tablissement  du  Fonds  en  1969,  on  a  exclu  par  decision 
administrative  des  comptes  du  Fonds,  les  depenses  qui  ont  trait  au  controle  de  la 
circulation  ae>ienne  et  aux  services  de  telecommunication  et  de  l'61ectronique 
(estim^es  a  $17.8  millions  pour  1976-1977),  contrairement  a  la  politique  de  la 
circulaire  n    1970-7  du  Conseil  du  Tresor. 

Le  Conseil  des  ports  nationaux.  Au  cours  des  ann^es  prec^dentes,  mon  opinion  sur 
les  etats  financiers  du  Conseil  comportait  une  reserve.  Au  cours  de  1977,  le 
Conseil  a  effectu£  une  4tude  de  ses  immobilisations  et  a  comptabilise"  des  frais 
sp6ciaux  d'amortissement  d'environ  $134  millions.  En  consequence,  il  n'6tait  plus 
n^cessaire  que  mon  opinion  comporte  une  reserve.  Notre  examen  a  r6v£le'  que  les 
retards  dans  l'obtention  de  l'approbation  du  gouverneur  en  conseil  pour  accorder  un 
contrat  de  construction  ont  fait  d^passer  la  date  d'expiration  de  la  pe>iode  de  60 
jours,  le  plus  bas  soumissionnaire  elant  oblige  de  respecter  son  offre.  On  a  du 
faire  un  nouvel  appel  d'offres  et  le  cout  du  projet  a  augments  d'environ  $200,000 
parce  qu'on  n'a  pas  obtenu  a  temps  l'autorisation  du  gouverneur  en  conseil. 

L 'Administration  de  la  voie  maritime  du  Saint-Laurent.  Au  cours  des  ann6es  pr6- 
cedentes,  mon  opinion  sur  les  6tats  financiers  de  l'Administration  comportait  des 
reserves  a  cause  du  manque  de  provisions  pour  l'amortissement  de  tous  les 
616ments  d'actifs  amortissables  et  d'inscrire  au  passif  les  prestations  de  cessation 
d'emploi.    On  a  combl^  ces  lacunes. 
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Les  Administrations  de  pilotage.  II  y  a  eu  une  verification  de  chacune  des  quatres 
administrations  de  Pilotage  en  1977-1978.  Mon  opinion  sur  leurs  6tats  financiers 
ne  contenait  aucune  reserve. 

La  Soci6t6  des  transports  du  Nord,  Limitee.  Mon  opinion  sur  les  6tats  financiers 
de  la  Socieie"  des  transports  du  Nord,  Limitee  ne  comportait  aucune  reserve.  Au 
cours  de  notre  6tude  nous  avons  note  un  certain  nombre  de  faiblesses  mineures  des 
proc^des  et  des  controles  internes  qui  ont  6te  signalees  a  la  Soci6te  avec  nos 
recommandations  quant  aux  mesures  de  correction. 
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Opinion  et  observations  sur  les  6tats  financiers  du  gouvernement  du  Canada 
(annexe  C) 

Cette  ann£e,  pour  la  premiere  fois,  j'exprime  une  opinion  sur  les  renseignements 
pr^sentes  dans  les  6tats  financiers  du  gouvernement  du  Canada  en  conformite 
avec  les  exigences  de  la  nouvelle  Loi  sur  le  ve>ificateur  general.  Mon  opinion 
accompagne  les  elats  financiers  figurant  a  la  section  2  du  volume  I  des  Comptes 
publics  de  1978  dont  voici  quelques  extraits: 

"A  mon  avis,  ces  6tats  financiers  sont  pr§sentes  conform^ment  aux 
conventions  comptables  6nonc6es  pour  le  gouvernement  du  Canada, 
ainsi  qu'expos^es  a  la  note  1  jointe  aux  6tats  financiers  et,  a 
l'exception  de  la  modification  de  la  m£thode  de  conversion  en  dollars 
canadiens  de  l'actif  et  du  passif  maintenus  en  devises  6trangeres 
mentionn^e  a  la  note  3  (i)  jointe  aux  6tats  financiers  et  avec  laquelle 
je  suis  d'accord,  selon  une  melhode  compatible  avec  celle  de  l'ann^e 
pr£c6dente. 

Je  fais  les  reserves  qui  suivent  en  ce  qui  a  trait  a  certaines  des 
conventions  comptables  enonc^es  pour  le  gouvernement  du  Canada 
qui,  a  mon  avis,  diminuent  la  justesse  des  renseignements  pr6sent6s 
dans  les  £tats  financiers.  Les  cas  vis£s  par  ces  reserves  ont  deja  fait 
l'objet  de  commentaires  dans  mes  Rapports  pr6c6dents  a  la  Chambre 
des  communes. 

•  Par  suite  de  l'inclusion  de  certains  soldes  precises  aux  notes  5  et 
7  jointes  aux  6tats  financiers  et  destines  a  etre  radios  des 
comptes,  il  y  a  eu  declaration  en  trop  des  elements  de  l'actif  et 
du  passif  pour  des  montants  de  $3,481  millions  et  $52  millions, 
respectivement.  II  existe  une  provision  pour  pertes  au  titre  de  la 
realisation  d'61£ments  d'actif  se  chiffrant  a  $546  millions; 
toutefois,  il  s'agit  d'une  provision  g£n£rale  s'appliquant  a  toutes 
les  categories  de  biens. 

•  Toutes  les  soci£t6s  de  la  Couronne  nomm£es  aux  annexes  C  et  D 
de  la  Loi  sur  l'administration  financiere  sont  exclues  de  l'entite 
comptable  du  gouvernement  du  Canada.  A  mon  avis,  certaines 
de  ces  soci6t£s  ne  devraient  pas  etre  exclues  de  l'entite 
puisqu'elles  exercent  des  activity  de  type  gouvernemental  et 
qu'elles  dependent  financierement  de  l'Etat.  S'il  y  avait  inclusion 
de  ces  soci£tes,  la  valeur  d6clar£e  des  prets  et  des  investisse- 
ments  qui  leur  sont  consentis  serait  r£duite  dans  la  mesure  ou  ils 
repr^sentent  des  montants,  par  exemple  des  depenses  en  capital, 
qui  auraient  pu  etre  imputes  aux  defenses  budgelaires  en 
conformite    avec   les  conventions  comptables  §nonc£es  pour  le 
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gouvernement.  (Ces  prets  et  investissements  comportent  cer- 
tains montants  d£crits  ci-dessous  comme  6tant  discutables  pour 
d'autres  motifs). 

•  Certaines  soci£t£s  de  la  Couronne  accumulent  depuis  de  nom- 
breuses  ann£es  des  deficits  et  ne  possedent  pas  les  revenus  qui 
leur  permettraient  de  rembourser  les  montants  qu'elles  doivent 
au  Canada.  Pour  ces  motifs,  les  prets  et  les  investissements  dont 
b6n6ficient  ces  soci§tes,  au  total  $1,325  millions,  sont  discu- 
tables. La  valeur  declaree  des  prets  octroyes  aux  pays  en  voie  de 
d^veloppement  et  celle  des  prets  octroyed  et  des  souscriptions 
vers£es  aux  organisations  internationales  de  d^veloppement, 
s'£levant  a  $2,490  millions,  sont  discutables  puisque,  selon  leur 
teneur,  ces  prets  et  ces  cotisations  possedent  les  caracte>istiques 
de  subventions  ou  de  contributions.  En  vertu  des  conventions 
comptables  6nonc6es  pour  le  gouvernement,  les  subventions  et 
contributions  sont  inscrites  comme  defenses  budg£taires  et  non 
comme  elements  d'actif." 

La  section  3  du  volume  I  des  Comptes  publics  de  1978  presente  mes  observations 
sur  les  £tats  financiers  lesquelles  comprennent  des  commentaires  et  des 
renseignements  suppl^mentaires  en  ce  qui  a  trait  a  ces  reserves.  Ces  observations 
fournissent  des  commentaires  sur  les  renseignements  qui  a  mon  avis  devraient 
faire  partie  des  6tats  financiers  du  gouvernement  soumis  a  la  verification  et  sur 
les  progres  realises  par  le  gouvernement  dans  la  mise  en  oeuvre  des  recommanda- 
tions  de  l'Etude  des  comptes  du  Canada,  sujets  dont  on  trouvera  le  resume"  ci- 
dessous. 

L'addition  des  renseignements  suivants  aux  etats  financiers  verifies  permettrait  de 
fournir  au  lecteur  un  sommaire  plus  complet  et  plus  utile  de  la  situation  financiere 
et  de  Sexploitation  du  gouvernement: 

•  un  6tat  indiquant  la  provenance  et  l'utilisation  des  ressources  finan- 
ciers du  gouvernement; 

•  un  sommaire  de  l'utilisation  des  affectations  de  credits  non  budge- 
taires,  par  ministeres,  pour  les  prets,  les  investissements  et  les 
avances  (le  gouvernement  pr£voit  inclure  un  tel  sommaire  dans  ses 
§tats  financiers  de  1978-1979); 

•  un  sommaire  des  principaux  engagements  se  rapportant  a  des  defenses 
futures,  (notamment  les  obligations  resultant  de  marches  a  long  terme, 
les  ententes  visant  l'achat  de  biens  en  capital  et  les  engagements 
internationaux). 

En  1976,  le  Comite"  permanent  des  comptes  publics  a  approuve  les  41  recomman- 
dations  de  l'Etude  des  comptes  du  Canada  et  a  sugg^re  au  Conseil  du  Tr^sor  de  les 
appliquer  aussitot  qu'il  serait  techniquement  possible  de  le  faire.  Depuis,  un 
certain  nombre  de  ces  recommandations  ont  £te"  mises  en  oeuvre  et  des  mesures 
ont  6te  prises  en  ce  qui  concerne  la  majority  des  autres.  Dans  mes  observations, 
j'ai     mentionne-     les    recommandations    importantes    qui    n'ont    pas    encore    6t6 
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appliqu^es.  La  mise  en  oeuvre  de  ces  recommandations  ne  s'est  pas  deroulee  selon 
le  calendrier  que  1'on  m'avait  communique  et  au  sujet  duquel  j'ai  fait  rapport  Tan 
dernier.  Certaines  dates  d'achevement  ont  ete  repoussees  et  ii  reste  beaucoup  a 
faire. 


Observations  sur  les  societes  de  la  Couronne  et  autres  entites  (chapitre  20) 

En    1978,    j'ai    exprime    des   reserves   dans   mes   rapports   a    l'egard    de   certaines 
societes  de  la  Couronne  et  de  certaines  entites  pour  les  raisons  suivantes: 

•  La  portee  de  ma  verification  avait  ete  restreinte. 

•  II  existait  des  lacunes  ou  des  contradictions  dans  la  mise  en  pratique 
des  principes  comptables  enonces. 

•  II  n'existait  pas  de  registres  comptables  dont  les  donnees  correspon- 
daient  a  celles  des  etats  financiers  presentes  pour  fins  de  verification. 

•  Certaines  des  transactions  de  l'entite  soumise  a  notre  verification 
avaient  ete  effectuees  sans  tenir  compte  des  contraintes  imposees  par 
la  Loi. 

Les  plus  importantes  reserves  dans  mes  rapports  sur  les  societes  de  la  Couronne  et 
les  autres  entites  sont  r£sumees  ci-dessous: 

•  Office  de  stabilisation  des  prix  agricoles.  L'Office  exploite  un  pro- 
gramme de  stabilisation  des  prix  des  bovins  en  vertu  duquel  est 
rembourse-  aux  eleveurs  dont  les  bovins  ont  6te  vendus  aux  abattoirs  les 
couts  en  excedent  du  prix  de  soutien.  L'Office  n'ayant  pas  conserve  les 
documents  servant  de  preuve  d'abattage,  nous  n'avons  pu  verifier  le 
bien-fonde  des  demandes  au  titre  desquelles  environ  $38  millions 
avaient  ete  verses. 

•  Les  Arsenaux  canadiens,  Limitee.  La  Societe  n'enregistre  pas  sur  son 
bilan  les  immobilisations,  s'eievant  a  environ  $22.8  millions,  achetees  a 
meme  les  fonds  provenant  de  son  credit  parlementaire  annuel.  Le  fait 
qu'aucun  debit  ne  figure  dans  l'etat  de  Sexploitation,  pour  l'utilisation 
de  ces  immobilisations  et  d'autres  immobilisations  payees  par  le 
gouvernement  du  Canada  avant  que  la  Societe  ne  s'etablisse,  a  entraihe 
une  declaration  en  moins  de  la  perte  nette  de  la  Societe  pour  l'annee  et 
de  son  deficit  au  31  mars  1978. 

•  Societe  Radio-Canada.  La  Societe  doit  obtenir  l'approbation  du  gou- 
verneur  en  conseil  avant  de  conclure  un  bail  ou  un  autre  accord 
concernant  les  immeubles  necessitant  des  depenses  superieures  a 
$250,000.  Un  bail  visant  des  locaux  a  Paris  (France)  a  ete  modifie  et 
le  prix  du  loyer  a  payer,  au  cours  d'une  periode  de  trois  ans,  a  ete 
hausse  a  $344,000,  mais  la  Societe  n'a  pas  songe  a  obtenir  l'approbation 
necessaire  avant  de  s'engager. 
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Corporation  commerciale  canadienne.  Une  poursuite  en  dommages- 
inte>ets  d'environ  $8  millions  a  6t6  intent£e  contre  la  Corporation  par 
suite  de  la  cessation  d'une  partie  d'un  contrat.  Les  avocats  estiment 
que  la  Corporation  aura  gain  de  cause.  Toutefois,  le  r^sultat  final  de 
la  poursuite  demeure  incertain  et  l'effet  d^favorable  que  ce  litige 
pourrait  avoir  sur  la  situation  financiere  de  la  Corporation  ne  sera 
connu  qu'une  fois  le  proces  termini. 

Soci£t£  canadienne  des  brevets  et  Sexploitation,  Limitee.  La  princi- 
pal source  de  revenus  de  la  Soctete'  provient  des  redevances  pour  des 
contrats  de  licence  des  droits  de  propri^te  industrielle  et  intellectuelle 
li£s  aux  recherches  et  aux  d^veloppements  finances  a  l'aide  des  deniers 
publics.  Etant  donn^  qu'aucune  disposition  n'avait  &t6  prise  pour 
proc^der  a  des  verifications  independantes  des  declarations  financieres 
des  detenteurs  de  licences,  il  nous  a  6te  impossible  de  verifier  le 
montant  des  revenus  gagn^s  provenant  des  redevances  tels  que 
declares  par  la  Soci£te. 

Fonds  renouvelable  de  la  Production  de  defense.  Les  etats  financiers 
du  Fonds  comportent  un  montant  de  $1.7  million  repr£sentant  le  solde 
a  payer  au  titre  d'un  pret  de  $3.9  millions  consenti  en  1972  a  un 
entrepreneur  fournissant  des  services  a  la  Corporation  commerciale 
canadienne.  Le  Fonds  s'est  adress£  aux  tribunaux  pour  recouvrer  le 
pret  affirmant  que  ce  dernier  venait  a  6ch6ance  le  4  aout  1976.  Le 
r£sultat  final  de  la  poursuite  demeure  incertain  de  meme  que  le 
recouvrement  du  pret. 

Commission  de  la  Capitale  nationale.  La  Commission  impute  le  cout 
total  des  immobilisations  au  compte  des  defenses  en  l'ann^e  d'altena- 
tions  ou  de  retrait  plutot  que  d'indiquer  l'amortissement  annuel  au  titre 
d'61§ments  d'actif  se  d^teriorant  ou  s'usant. 

Fonds  renouvelable  des  Approvisionnements.  Certains  revenus  s'accu- 
mulant  au  Fonds  sont  d§clar6s  comme  revenus  differs,  meme  s'ils 
devraient  etre  inclus  dans  la  meme  pe>iode  comptable  que  celle  durant 
laquelle  les  coQts  y  relatifs  ont  e^  engages.  En  consequence,  les 
revenus  differed  sont  declares  en  trop  et,  en  contrepartie,  les 
benefices  non  r£partis  sont  declares  en  moins. 

Fonds  renouvelable  de  Statistique  Canada.  En  1976,  Statistique 
Canada  a  accepte  de  fournir  au  ministere  de  la  Sant§  nationale  et  du 
Bien-etre  social  des  services  statistiques.  Le  cout  preVu  de  $308,000 
devait  etre  pay§  a  l'avance  et,  une  fois  le  projet  termini,  on  a  facture' 
des  couts  suppl£mentaires  de  $92,000  au  Ministere  qui  a  refuse1  de 
payer  ce  montant.  Bien  que  le  recouvrement  de  cette  somme  soit 
incertain,  le  bilan  du  Fonds  pour  l'ann^e  terminer  le  31  mars  1978 
pr^sente  le  plein  montant  du  compte  comme  616ment  d'actif  sans 
provision  pour  perte. 
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Observations  rapportees  selon  l'article  7  de  la  Loi  sur  le  v^rif icateur 
general  (chapitre  21) 

Les  paragraphes  suivants  contiennent  un  sommaire  des  observations  signalers 
conformement  a  l'article  7  de  la  Loi  sur  le  ve>ificateur  general  qui  ne  figurent  pas 
ailleurs  dans  le  Rapport. 

•  Perte  par  la  fraude.  Des  faiblesses  dans  les  controles  financiers  de 
Radio-Canada  ont  entrafhe  le  detournement,  par  un  employe,  de 
$87,500,  entre  1971  et  1977.  La  Societe  a  depuis  public  des  procedes 
visant  a  renforcer  ses  controles  en  cet  endroit  et  s'est  efforc^e  de 
recouvrer  la  totalite  ou  une  partie  des  fonds  detournes.  L'employe' 
n'etait  pas  couvert  par  la  garantie  generate  de  la  Societe  puisqu'il 
possedait  deja  un  easier  judiciaire. 

•  Imputation  irr6guliere  a  un  credit.  L'Agence  canadienne  de  developpe- 
ment  international  a  impute  a  son  credit  de  1977-1978,  de  facon 
irreguliere,  des  paiements  de  $9.6  millions  pour  du  ble  expedie  apres  le 
31  mars  1978.  Les  factures  de  la  Commission  canadienne  du  ble 
indiquaient  que  le  ble  etait  deja  charge  alors  que  le  chargement  a,  en 
fait,  ete  effectue  au  cours  des  mois  d'avril  et  de  mai  1978. 

•  Depenses  inutiles.  Parce  qu'un  projet  de  lutte  contre  les  inondations 
en  Colombie-Britannique  a  ete  approuve  par  le  Service  des  peches  et 
de  la  mer  sans  que  l'on  tienne  compte  des  repercussions  sur 
1'environnement,  le  ministere  de  l'Environnement  a  engage"  des  frais 
inutiles  de  construction  de  l'ordre  de  $568,000  lorsqu'une  partie  du 
projet  a  du  etre  abandonnee.  En  outre,  la  bande  indienne  dont  les 
terres  etaient  visees  par  le  projet  demande  une  indemnisation  de  la 
part  du  Ministere. 

•  Proc6d6s  inadequats  de  contrdle  et  de  comptabilite.  Le  Fonds  d'aide 
au  developpement  economique  des  Indiens  fournit  des  services  de 
conseiller,  des  subventions,  des  contributions,  des  garanties  de  prets  et 
des  prets  directs  pour  cr£er  des  occasions  d'affaires  et  d'emplois  pour 
les  Indiens.  Nous  avons  constate  de  serieuses  lacunes  dans  l'adminis- 
tration  du  Fonds,  ce  qui  a  entrarne  le  financement  suivi  de  projets  qui 
n'etaient  pas  viables  et  une  utilisation  des  fonds  publics  qui  etait  non 
Economique.  Des  lacunes  dans  le  systeme  informatique  de  prets  nous 
ont  empeches  d'etablir  les  niveaux  d'exactitude  du  solde  des  prets.  Les 
prets  superieurs  a  $5,000  ont  ete  supprimes  sans  l'autorisation 
parlementaire.  Des  comptes  atteignant  $4  millions  ont  ete  reduits  ou 
supprimes  sans  que  cela  ne  figure  dans  les  Comptes  publics. 

•  Absence  cFautorisation  en  ce  qui  concerne  les  paiements.  En  mars 
1978,  le  ministere  des  Affaires  indiennes  et  du  Nord  Canadien  avait 
verse"  aux  Indiens  Naskapi  $1.7  million  pour  des  reclamations  dans  le 
cadre  du  projet  de  developpement  de  la  Baie  James.  Ces  paiements 
etaient  iliegaux  puisque  la  Convention  les  autorisant  n'entrait  en 
vigueur  qu'en  avril  1978. 
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Revenus  non  r6clam6s.  Le  ministere  des  Travaux  publics  administre 
plusieurs  baux  commerciaux.  Plusieurs  de  ces  baux  contiennent  des 
clauses  d'6chelle  mobile  obligeant  le  locataire  a  payer  une  fraction  des 
augmentations  du  cout  d'exploitation  et  d'entretien  des  edifices  tout  au 
long  du  bail.  En  1975,  1976  et  1977,  le  Ministere  n'avait  pas  facture" 
ces  augmentations  aux  locataires;  bien  que  le  Ministere  ait  ensuite 
envoye"  des  factures  d'un  montant  total  de  $267,000  pour  1976  et  1977, 
il  n'a  pu  facturer  aux  locataires  les  montants  s'appliquant  a  1975  §tant 
donne"  que  les  donn^es  approprtees  £taient  incompletes  pour  certains 
Edifices. 

Aspects  discutables  cfun  investissement.  En  1972,  le  Canada  et  la 
province  de  la  Nouvelle-Ecosse  convenaient  de  devenir  copropri^taires 
d'une  compagnie  qui  s'occuperait  d'investissements  commerciaux  en 
Nouvelle-Ecosse  et  d'y  investir  $5  millions  et  $15  millions  respecti- 
vement  a  titre  de  capital.  En  1972-1973,  le  ministere  de  l'Expansion 
6conomique  r^gionale  a  verse"  le  plein  montant  de  la  contribution 
f6de>ale  de  $5  millions  et  a  avance"  une  somme  de  $5  millions  a  la 
province  pour  lui  permettre  de  verser  sa  contribution  initiale.  La 
province  s'est  engaged  a  verser  le  solde  de  $10  millions  constituant  sa 
quote-part  au  moyen  de  versements  trimestriels  de  $500,000;  le 
dernier  paiement  devant  etre  effectue"  le  1  Janvier  1978.  Le 
demarrage  de  la  Compagnie,  Mainland  Investments  Limited  a  6t6  lent 
et  cette  derniere  a  surtout  investi  ses  fonds  dans  des  valeurs  a  court 
terme.  En  consequence,  la  province  de  la  Nouvelle-Ecosse  a  reports  le 
paiement  des  $6  millions  constituant  sa  participation  au  capital,  ayant 
a  ce  titre  cherche"  a  obtenir  l'approbation  du  Ministere.  En  plus,  la 
Compagnie  a  consenti  un  pret  de  premiere  hypotheque  pour  lequel  un 
navire  de  croisiere  evalue"  a  $4  millions  6tait  offert  comme  garantie. 
Le  debiteur  hypothecate  n'a  pu  respecter  ses  obligations  et  la 
Compagnie  a  saisi  le  navire.  Le  debiteur  hypothecate  a  alors  intente" 
des  poursuites  contre  la  Compagnie.  Les  administrateurs  de  la 
Compagnie  ont  recommande  que  cette  derniere  soit  dissoute,  ce  qui  a 
entrafhe  la  suspension  de  son  exploitation.  A  la  lumiere  de  ces  faits, 
on  ne  sait  trop  ce  qu'il  adviendra  des  $5  millions  que  le  gouvernement 
canadien  a  investis  dans  la  Compagnie. 

Defenses  improductives.  L'annulation  d'une  decision  du  gouvernement 
d'introduire  une  piece  de  monnaie  de  un  cent  plus  petite  a  entrafhe"  la 
perte  de  $230,000  en  defenses  encourues  par  la  Monnaie  Royale 
canadienne  a  l'^gard  des  frais  de  d£veloppement  et  de  production  ainsi 
que  les  modifications  apport£es  aux  stocks  accumul6s. 

Repas  gratuits  fournis  aux  employed.  Depuis  1935,  le  Service  canadien 
des  p^nitenciers  fournit  un  repas  gratuit  aux  agents  de  p^nitenciers  qui 
doivent  rester  dans  I'institution  durant  l'heure  du  dejeuner.  Depuis 
quelques  annees  les  agents  peuvent  quitter  I'institution  a  l'heure  du 
dejeuner  a  l'exception  de  ceux  qui  doivent  obligatoirement  demeurer 
en  poste.  Les  repas  du  midi  fournis  gratuitement,  aux  agents  de 
surveillance  de  service  et  a  d'autres  employes  des  p^nitenciers 
repr^sentent  un  cout  estimatif  de  $1.6  million  en  1977-1978.    Un  avis 
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du  ministere  du  Revenu  national  indiquait  que  le  Service  canadien  des 
p£nitenciers  devrait  declarer  un  montant  approprie"  a  titre  de  benefices 
imposables  pour  les  employes  en  question,  sauf  si  on  exigeait  de  ces 
employes  qu'ils  paient  pour  leur  repas  un  montant  6quivalant  au  prix 
coutant  de  la  nourriture.  Le  Service  canadien  des  p^nitenciers  6tudie 
pr^sentement  cette  question. 

•  Mauvaise  utilisation  cfavances  de  fonds  de  roulement.  Le  Service 
canadien  des  p^nitenciers  exploite  un  compte  d'Avances  de  fonds  de 
roulement  des  magasins  dont  la  limite  autorisSe  est  de  $5  millions  et 
un  fonds  de  roulement  de  cantine  dont  la  limite  autoris^e  est  de 
$255,000.  En  1977-1978,  les  fonds  du  Compte  d"ope>ation  des  magasins 
ont  servi,  de  maniere  incorrecte,  a  financer  l'acquisition  de  fournitures 
de  cantine.  En  outre,  au  cours  de  la  majeure  partie  de  l'ann^e,  on  a 
dgpasse"  de  $21,000  a  $158,000,  la  limite  autoris<§e  du  Compte  de  la 
cantine,  ces  montants  n'incluant  pas  les  stocks  de  fourniture  de  cantine 
finances  au  moyen  du  Compte  d'op^ration  des  magasins. 

Sujets  trait6s  dans  les  rapports  des  ann£es  antgrieures  (chapitre  22) 

Le  Bureau  de  la  verification  incite  les  ministeres,  les  organismes  gouverne- 
mentaux  et  les  soci^tes  de  la  Couronne  a  corriger  rapidement  les  lacunes  et  les 
irregularis  qu'il  a  relev£es.  A  cette  fin,  nous  sommes  en  rapport  constant  avec 
les  fonctionnaires  inte>ess6s  et  nous  surveillons  dans  quelle  mesure  des  correctifs 
sont  r^ellement  apport6s.  Lorsque  des  mesures  appropriees  n'ont  pas  ete  prises 
relativement  aux  sujets  pr£sent£s  dans  les  rapports  ant^rieurs,  nous  informons  la 
Chambre  des  communes  et  donnons  les  raisons  invoqu^es  par  les  fonctionnaires  en 
cause. 

Le  Rapport  de  1978  d£crit  les  points  suivants  dont  traitaient  les  rapports  des 
ann^es  pr6c6dentes: 

■  Programme  (findemnites  visant  les  importations  de  p£trole.  Depuis 
1974,  nous  avons  effectu^  une  6tude  suivie  de  l'administration  du 
Programme  d'indemnit^s  visant  les  importations  de  petrole.  En  1977- 
1978,  cinq  questions  importantes  ont  attir6  notre  attention: 

L'Office  de  repartition  des  approvisionnements  d'energie  a 
obtenu  le  remboursement  de  $1.6  million  d'un  total  de  $3.8 
millions  versus  en  exc£dent  de  l'indemnit6  admissible  au  titre  de 
cargaisons  transbord^es.  L'importateur  de  petrole  de  qui  on  a 
recouvre'  la  somme  de  $1.6  million  a  intents  une  poursuite  en 
justice  en  vue  de  se  faire  rembourser  cette  somme.  L'Office  a 
decide  de  suspendre  le  recouvrement  du  solde  de  $2.2  millions 
dans  l'attente  de  la  decision  du  tribunal. 

Un  importateur  de  petrole  a  intente"  une  poursuite  en  justice 
contre  l'Office  de  repartition  des  approvisionnements  d'energie 
relativement  au  droit  qu'a  l'Office  de  soustraire  plus  de  $2 
millions  des  demandes  d'indemnite  courantes  afin  de  corriger  une 
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erreur  qui  s'etait  glissee  dans  une  demande  d'indemnite  ante- 
rieure.  Le  produit  en  question,  des  fuels  lourds,  pouvait 
auparavant  etre  deduit  des  envois  de  petrole  brut  donnant  droit  a 
une  indemnite.  Toutefois,  1'Office  a  recemment  renverse  sa 
decision  et  reclasse'  les  fuels  lourds  comme  non  deductibles. 
Selon  l'importateur,  la  version  modifiee  du  Reglement  devrait 
etre  appliquee  retroactivement,  c'est-a-dire  a  partir  du  debut  de 
la  mise  en  application  du  programme  d'indemnites  visant  les 
importations  de  petrole. 

L'Office  de  repartition  des  approvisionnements  d'energie  n'a  pu 
produire  une  documentation  suffisante  a  l'appui  de  l'autorisation 
d'effectuer  des  paiements  d'interets  d'environ  $3.1  millions  a 
deux  importateurs  de  petrole,  relativement  a  leurs  demandes 
d'indemnite. 

L'Office  de  repartition  des  approvisionnements  d'energie  a 
engage  des  verificateurs  independants  afin  d'examiner  l'authen- 
ticite  des  demandes  d'indemnite  et  la  validite  des  renseignements 
a  l'appui.  Les  verificateurs  n'ont  pas  encore  remis  leur  rapport 
concernant  des  demandes  d'indemnite  atteignant  $1,447  millions 
qui  ont  ete  payees  en  1975-1976,  1976-1977  et  1977-1978.  En 
outre,  aucune  verification  n'a  ete  effectu£e  a  l'egard  des 
compagnies  verifiees  par  le  personnel  de  1'Office  depuis  avril 
1977.  A  notre  avis,  sous  reserve  de  la  verification  des  paiements 
a  faire  et  du  redressement  des  trois  cas  susmentionnes,  les 
paiements,  pour  l'annee  financiere  terminee  le  31  mars  1978,  ont 
6te  traites  de  facon  appropriee  et  sont  conformes  a  la  loi,  aux 
reglements  et  aux  lignes  directrices. 

L'Office  de  repartition  des  approvisionnements  d'energie  s'occupe 
de  surveiller  le  comportement  des  societes  petrolieres  en 
matiere  de  prix  pour  s'assurer  que  ces  dernieres  se  conforment 
aux  restrictions  en  vigueur  depuis  le  1  Janvier  1974.  II  surveille 
aussi  si  les  societes  petrolieres  se  conforment  aux  lignes 
directrices  de  la  Commission  de  lutte  contre  l'inflation  sur  les 
prix  et  les  benefices.  Nous  avons  pu  nous  assurer  que  les  niveaux 
des  prix  ont  en  effet  ete  maintenus  conformement  aux  regle- 
ments concernant  l'etablissement  des  prix. 

Location  cPun  terrain  par  le  ministere  de  l'Environnement.  En  1976  et 
1977,  notre  Rapport  reveiait  que  le  ministere  de  l'Environnement 
versait  un  loyer  annuel  de  $241,400  en  vertu  d'un  bail  a  long  terme 
expirant  en  2045,  pour  un  terrain  qu'il  n'utilisait  pas.  On  n'a  pas  encore 
trouve  d'utilisation  de  rechange  pour  ce  terrain.  En  plus  du  loyer  de 
$241,400  pour  1977-1978,  le  Ministere  a  verse  une  somme  de  $112,000 
en  taxes  municipales  pour  les  annees  1975  a  1977. 
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Office  du  soutien  des  prix  des  produits  de  la  peche.  En  1976  et  1977, 
notre  Rapport  traitait  de  diverses  faiblesses  relevees  dans  l'adminis- 
tration  de  l'Office  de  soutien  des  prix  des  produits  de  la  peche. 
Beaucoup  de  ces  faiblesses  ont  ete  corrigees.  Toutefois,  l'Office  n'a 
pas  implants  de  process  detailles  pour  etablir  les  prix  auxquels  les 
achats  et  les  ventes  doivent  se  faire  et  le  rythme  de  versement  des 
paiements  compensatoires.  En  outre,  bien  qu'on  ait  prepare  une 
ebauche  de  ligne  de  conduite  relative  aux  conflits  d'interet,  l'Office  ne 
l'a  pas  encore  approuvee.  De  meme,  trois  verifications  de  reclama- 
tions de  paiements  compensatoires  effectuees  par  des  producteurs  ont 
r^veUe"  que  sur  des  reclamations  atteignant  $400,000,  il  y  avait  dans  un 
cas,  une  declaration  en  trop  de  $40,000  et  que,  dans  un  autre  cas,  il 
etait  impossible  d'emettre  une  opinion  quelconque  relativement  a  une 
reclamation  de  $420,000. 

Fonds  renouvelable  du  Service  central  de  commercialisation  des  objets 
d'art  et  cfartisanat  indiens.  Mes  Rapports  en  1976  et  1977  r^velaient 
des  lacunes  importantes  dans  les  methodes  de  comptabilite  et  de 
controle  utilisees  pour  le  Fonds  renouvelable  du  Service  central  de 
commercialisation  des  objets  d'art  et  d'artisanat  indiens.  II  y  etait 
indique  en  outre  que  le  fonctionnement  du  Fonds  ne  respectait  pas 
certaines  exigences  des  lois  et  reglements.  Notre  examen  du  Fonds, 
pour  l'ann^e  termin^e  le  31  mars  1978,  a  r6vele  qu'il  existait  encore  de 
nombreuses  lacunes.  Nous  sommes  de  nouveau  dans  l'impossibilite  de 
determiner  si,  nous  pouvons  formuler  une  opinion  au  titre  des  etats 
financiers  du  Fonds  pour  le  dernier  exercice  financier.  Le  Fonds 
renouvelable  ayant  subi  d'importantes  pertes  annuelles  et  son  fonction- 
nement n'ayant  pas  atteint  l'auto-suffisance,  le  Conseil  du  Tr£sor  a 
ordonne  qu'il  soit  mis  fin  a  son  exploitation  au  plus  tard  le  31  decembre 
1978. 

Contributions  vers£es  aux  bandes  indiennes.  Le  ministere  des  Affaires 
indiennes  et  du  Nord  canadien  a  transfere  aux  bandes  indiennes  la 
responsabilite  d'administrer  les  fonds  publics  fournis  pour  divers 
programmes  des  bandes.  Au  cours  des  10  dernieres  annees,  il  a  ete  fait 
mention  d'insuffisances  en  ce  qui  concerne  la  comptabilite  des  fonds 
administr£s  par  les  bandes  indiennes.  Compte  tenu  des  nombreuses 
faiblesses  qui  existent,  cette  pratique  de  transferer  l'administration  de 
fonds  a  des  bandes  qui  n'ont  pas  su  en  rendre  compte  de  maniere 
appropriee  constitue  une  faiblesse  majeure  quant  a  la  capacite  du 
Ministere  de  repondre  de  ces  fonds  d'une  maniere  satisfaisante  durant 
le  Parlement.  Le  controle  exerce  par  le  Ministere  sur  les  proced£s 
s'est  avere  insuffisant. 

Radio  Engineering  Products  Limited.  En  1972,  Radio  Engineering 
Products  Limited  etait  acquise  en  paiement  de  dettes  s'eievant  a  $4.3 
millions  envers  la  Couronne.  Notre  Rapport  de  1976  indiquait  qu'on 
n'avait  trouve  aucun  acheteur  et  que  la  compagnie  avait  produit 
volontairement  une  declaration  de  faillite  le  27  novembre  1975.  La 
somme  due  a  la  Couronne  s'eievait  alors  a  $6  millions.  Le  syndic  nous 
a  informes  qu'il  avait  $418,000  en  depot  au  31  mars  1978  et  que  la 
dette  envers  la  Couronne  n'etait  toujours  pas  liquidee. 
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Avances  pour  la  production  de  films.  L'Office  national  du  film  a 
l'habitude  de  facturer  ses  services  a  l'avance,  en  tout  ou  en  partie, 
souvent  a  la  demande  de  ses  clients  du  gouvernement.  Les  montants 
de  ses  facturations  anticip^es  sont  souvent  imputes  aux  affectations  de 
credits  de  l'ann^e  courante  de  divers  ministeres  ou  organismes,  bien 
que  les  services  n'aient  pas  et£  rendus  durant  l'annee.  Notre  Rapport 
de  1973  faisait  etat  de  pratiques  semblables  de  facturations  anticipees 
de  la  part  de  l'Office.  Meme  si  les  montants  des  facturations 
anticipees  ont  beaucoup  diminue,  il  reste  que  la  facturation  anticip^e 
et  les  paiements  anticip£s  qui  en  decoulent  sont  contraires  a  la  Loi  sur 
l'administration  financiere  et  contribuent  a  l'affaiblissement  du 
controle  parlementaire. 

Procedes  cPetablissement  de  la  cotisation  au  ministere  du  Revenu 
national,  Impot.  En  1974,  nous  mentionnions  que  la  Couronne  avait 
perdu  des  revenus  en  raison  des  retards  a  communiquer  les  cotisations 
et  de  l'insuffisance  de  liaisons  entre  la  Direction  des  enquetes 
speciales  avec  les  autres  divisions  du  Ministere.  Nous  recommandions 
l'etude  de  procedes  et  de  politiques  et,  au  besoin,  de  modifications  a  la 
loi  pour  eliminer  de  telles  pertes.  Depuis  notre  £tude,  il  y  a  eu  une 
nette  amelioration  au  point  de  vue  des  liaisons  mais  les  modifications 
necessaires  n'ont  pas  ete  apport^es  a  la  loi. 

Impot  sur  le  revenu  du  par  les  non-r6sidents.  Depuis  1967,  nos  Rap- 
ports mentionnent  la  radiation  annuelle,  des  comptes  du  Canada,  de 
sommes  importantes  d'impot  sur  le  revenu  qui  ne  peuvent  etre  percues 
parce  que  les  contribuables  ne  sont  plus  residents  du  Canada.  Au  cours 
de  1977-1978,  ces  sommes  radiees,  que  devaient  1,300  contribuables 
non-residents  se  sont  elevees  a  $3.8  millions.  Bien  que  le  Comite 
permanent  des  comptes  publics  ait  recommande  de  publier  les  noms  de 
tous  les  contribuables  dont  les  comptes  sont  radios,  aucune  mesure  n'a 
6te  prise. 

Dgpassement  de  l'avance  de  fonds  de  roulement.  En  1976,  nous  signa- 
lions  que  le  compte  d'avances  de  fonds  de  roulement  du  ministere  des 
Postes  avait  depasse"  la  limite  permise  de  $1.5  million.  Des  budgets 
suppl£mentaires,  en  1976-1977,  ont  ete  approuves  pour  augmenter  la 
limite  permise  a  $3  millions.  Cependant,  au  cours  de  1977-1978,  le 
Ministere  a  depasse  la  limite  permise  pendant  cinq  mois  consecutifs  et 
les  montants  en  surplus  s'£chelonnaient  de  $340,000  a  $960,000.  Le 
Ministere  institue  actuellement  un  systeme  ameliore'  de  controles  et  de 
rapports  financiers. 

Paiement  des  heures  supplemental  res  du  personnel  des  p6ni  tenders. 

Notre  Rapport  de  1972  signalait  une  forte  augmentation  du  cout  des 
heures  suppl^mentaires  payees  aux  employes  du  Service  canadien  des 
penitenciers,  cout  se  chiffrant  a  $3.7  millions  en  1971-1972.  Le 
Ministere  a  alors  decide  d'en  6tudier  les  causes  et  a  tente  de  terminer 
les  mesures  correctives  possibles.  Pendant  ce  temps,  le  cout  des 
heures    suppl^mentaires    n'a    pas    cesse    d'augmenter   et   a    atteint   un 
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niveau  sans  precedent  de  $16.2  millions  en  1977-1978.  De  ce  montant, 
$13  millions  representaient  1,058,000  heures  suppiementaires  payees  a 
des  gardiens  de  prison,  soit  une  diminution  de  96,000  du  nombre 
d'heures  suppiementaires  accomplies  1'annee  precedente,  mais  non  une 
diminution  du  cout.  Le  Ministere  a  pris  des  mesures  en  vue  de  reduire 
de  18%  le  nombre  d'heures  suppiementaires  en  1978-1979  et  pour 
etablir  des  controles  de  gestion  efficaces  sur  le  cout  des  heures 
supplemental  res. 

Controle  inadequat  de  la  paye.  Au  cours  des  trois  dernieres  annees,  le 
Bureau  de  la  verification  a  effectue'  un  certain  nombre  d'etudes  sur  les 
systemes  de  paye  des  ministeres.  Ces  etudes  ont  revile  des  faiblesses 
dans  les  controles  exerc£s  a  l'egard  des  operations  de  la  paye,  autant 
dans  les  ministeres  qu'au  sein  du  ministere  des  Approvisionnements  et 
Services  qui  s'occupe  de  la  partie  informatisee  des  systemes  de  paye. 
Notre  etude  des  systemes  de  paye,  au  cours  de  1'annee,  a  demontre'  que 
les  ministeres  n'avaient  pas  ameliore'  de  maniere  sensible  les  controles 
de  leurs  systemes  de  paye.  Le  Secretariat  du  Conseil  du  Tresor  a 
publie  une  circulaire  sur  la  paye  indiquant  les  golitiques  a  mettre  en 
oeuvre  a  cet  egard,  par  etapes  a  partir  du  1  avril  1979.  Cette 
circulaire  confie  la  responsabilite  premiere  de  la  paye  aux  ministeres. 
Puisque  les  lacunes  deceiees  persistent,  des  sondages  plus  eiabores 
seront  effectues  sur  les  operations  de  la  paye  en  1978-1979. 

CoQt  de  locaux  inoccup6s.  Nos  Rapports  precedents  faisaient  etat  du 
paiement  de  loyers,  par  des  ministeres  et  des  organismes  du  gouver- 
nement,  pour  des  locaux  inoccupes.  Au  cours  de  1977-1978,  nous  avons 
encore  releve  le  cas  d'un  ministere  et  d'une  societe  de  la  Couronne  qui 
effectuaient  de  tels  paiements.  Le  ministere  des  Travaux  publics  a 
verse  $746,000  en  1977-1978  pour  des  locaux  loues  d'une  societe  de  la 
Couronne,  locaux  demeures  inoccupes  depuis  le  depart  en  juillet  1975, 
du  dernier  locataire,  une  institution  de  l'ONU.  La  societe  Radio- 
Canada  a  engage  des  depenses  d'au  moins  $77,000  en  paiement  de 
loyers  pour  des  locaux  a  Toronto  qui  sont  demeures  inoccupes  pendant 
environ  17  mois. 
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(Chapitre  13) 

Activities  principales 

D'autres  chapitres,  de  cet  apercu  general  contiennent  des  descriptions  sommaires 
de  sept  etudes  importantes  menses  par  le  Bureau  de  la  verification,  notamment: 

•  Travail  de  recherche  sur  l'analyse  du  cout-efficacite; 

•  amelioration  de  la  qualite  des  renseignements  financiers  destines  au 
Parlement; 

•  verification  interne  integr6e  au  sein  du  gouvernement; 

•  imputation  des  services  de  locaux; 

•  procedes  des  marches; 

•  systemes  financiers  automatises;  et 

•  verification  integree  destinee  au  Parlement. 
Les  autres  activites  d'importance  comprennent  notamment: 

•  Le  controle  de  mesures  correctives  entreprises  ou  prevues  par  les 
ministeres,  les  organismes,  les  societes  de  la  Couronne  et  les  deux 
administrations  territoriales  pour  faire  suite  aux  recommandations  de 
l'Etude  de  la  gestion  et  du  controle  financiers  (1975-1977).  Cette 
activite  de  controle  fait  desormais  partie  integrante  de  nos  verifica- 
tions annuelles. 

•  Une  etude  des  services  de  telecommunication  dans  neuf  ministeres  du 
gouvernement.  Cette  etude  sera  terminee  en  1979  et  les  resultats 
seront  presentes  dans  le  Rapport  de  cette  annee-la. 

•  L'eiaboration  d'un  systeme  permanent  de  verification  du  traitement 
d'eiectronique  des  donnees  au  sein  du  Bureau  de  la  verification.  Le 
besoin  d'un  tel  systeme  s'est  fait  sentir,  en  partie,  a  la  suite  de  l'Etude 
portant  sur  revaluation  des  systemes  d'informatique  et  d'information 
(1976-1977). 

•  Une  collaboration  constante  aux  travaux  du  Comite  permanent  des 
comptes  publics. 

•  Les  operations  de  verification  normalement  effectuees  conformement 
aux  exigences  de  la  Loi  sur  le  verificateur  general  (1977). 
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•  Verifications  des  organismes  internationaux.  En  1977-1978,  j'ai 
continue  d'agir  a  titre  de  representant  du  Canada  au  sein  du  Comite 
tripartite  des  commissaires  aux  comptes  des  Nations  unies  et  a  titre  de 
verificateur  externe  pour  l'Organisation  de  l'aviation  civile  inter- 
nationale,  une  institution  sp6cialis6e  des  Nations  unies.  D'autres 
fonctionnaires  superieurs  du  Bureau  de  la  verification  ont  siege  au 
Comite  des  verificateurs  externes  de  l'Organisation  du  traite"  de 
l'Atlantique  Nord  ainsi  qu'au  Comity  de  verification  externe  de  1978  du 
Fonds  monetaire  international. 

J'ai  inclus  un  etat  des  depenses  du  Bureau  de  la  verification  pour  1977-1978  a  la 
suite  du  paragraphe  13.41  de  mon  Rapport.  Pour  l'ann£e  qui  s'est  terminer  le  31 
mars  1978,  les  depenses  de  fonctionnement  du  Bureau  se  sont  eievees  a  $20.7 
millions.  Les  traitements  et  autres  couts  se  rapportant  au  personnel  permanent  et 
les  honoraires  versus  au  personnel  provenant  du  Programme  de  permutation  des 
cadres  ou  au  personnel  a  contrat  se  chiffrent  a  $18.9  millions,  soit  90%  des 
depenses  de  fonctionnement  totales. 


Organisation  et  ressources  prof essionnel  les 

er 
Depuis  l'entr^e  en  vigueur  de  la  nouvelle  Loi  sur  le  verificateur  general,  le  1 

aout   1977,   des   progres   considerables  ont  ete  accomplis  dans  le  domaine  de  la 

reorganisation  du  Bureau  entreprise  il  y  a  environ  cinq  ans.    Notre  objectif  a  ete 

d'etablir    une    structure    semblable    a    celle    de    cabinets    nationaux    d'experts- 

comptables.    Le  plan  revise  de  notre  structure  d'organisation  figure  a  la  piece  2. 

er 
Au  1       aout   1978,   28  professionnels  tres  exp^rimentes  occupaient  des  postes  a 

temps  plein  en  tant  que  directeurs  principaux  au  sein  du   Bureau  de  la  verification 

et  etaient  dotes  de  responsabilites  equivalant  a  celles  d'un  associe  au  sein  d'un 

cabinet  d'experts-comptables.    La  direction  generate  du  Bureau  releve  du  Comite 

de    gestion,    dont    je    fais    partie    avec    les    sous-verificateurs    generaux    et    les 

verificateurs  generaux  adjoints. 

Le  Bureau  se  compose  de  six  groupes  dotes  des  responsabilites  suivantes: 

•  Le  groupe  de  la  Verification  des  ministeres  et  des  societes  de  la 
Couronne  est  charge  d'organiser  et  d'effectuer  des  verifications 
financieres  et  legislatives  dans  les  ministeres  et  organismes  gouver- 
nementaux  ainsi  que  dans  les  societes  de  la  Couronne.  II  est  egalement 
charge  d'effectuer  les  verifications  integrees  et  cycliques  decrites 
dans  les  pages  precedentes  de  cet  apercu  general. 

•  Le  groupe  de  l'Evaluation  des  controles  a  la  charge  de  trois 
programmes  qui  sont  assimiies  par  etape  a  la  methode  de  verification 
integree  et  cyclique:  les  etudes  de  la  gestion  et  du  controle  financiers, 
les  Verifications  speciales  et  Enquetes  et  le  Travail  de  recherche  sur 
l'analyse  du  cout-efficacite. 
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ORGANISATION  DU  BUREAU  DU  VERIFICATEUR  GENERAL  DU  CANADA 

OCTOBRE  1978 
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Piece  2 


Comites  consultatifs  independants: 
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•  Le  groupe  des  Services  professionnels  est  charge  d'un  certain  nombre 
d'activites  professionnelles  de  consultation  et  de  soutien  au  sein  du 
Bureau  de  la  verification.  II  comprend  les  Services  de  verification 
informatique,  les  Normes  professionnelles  et  le  Perfectionnement. 

•  Le  groupe  de  la  Planification  et  des  Rapports  s'occupe  de  trois 
secteurs:  opinions  sur  les  principaux  etats  financiers  dans  les  Comptes 
publics,  planification  des  programmes  ainsi  que  rapports  et  communi- 
cations. 

•  Le  groupe  de  la  Verification  des  organismes  internationaux  agit  au  nom 
du  Verificateur  general  pour  assumer  les  responsabilites  dans  ce 
secteur. 

•  Le  groupe  des  Ressources  humaines  et  de  l'Administration  est  charge 
de  rendre  au  Bureau  tous  les  services  relatifs  relies  au  personnel,  a 
l'administration  de  contrats,  aux  finances  et  a  l'administration. 

Trois  comites  consultatifs  independants  s'occupant  respectivement  des  normes  de 
comptabilite  et  de  verification  publiques,  des  normes  de  gestion  et  du  controle 
financiers  et  des  normes  de  la  verification  informatique,  donnent  des  conseils  au 
Bureau  au  sujet  de  problemes  complexes  et  de  questions  importantes  soulevees  au 
cours  de  nos  travaux.  Les  membres  de  ces  comites  sont  tous  des  professionnels 
renommes  dans  le  domaine  de  la  comptabilite. 

Le  Bureau  de  la  verification  continue  d'eiaborer  pour  son  personnel  un  plan  de 
carriere  semblable  a  ceux  des  grands  cabinets  d'experts-comptables.  II  offre  une 
formation  aux  jeunes  professionnels  doues  et  au  personnel  permanent  viennent 
s'ajouter  des  ressources  professionnelles  du  secteur  prive. 
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Reproduction  des  chapitres  11  et  12  du 
Rapport  de  1978  du  Verificateur  general 


Page 

11  Verification  integr^e  destined  au  Parlement  - 

Nouvelle  m^thode  cyclique  83 

12  Verification  interne  integr^e  au  sein  du  gouvernement  - 

M^thode  recommandee 
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11 

VERIFICATION  INTEGREE  DESTINEE  AU  PARLEMENT 
-  NOUVELLE  METHODE  CYCLIQUE 


Dans  ce  chapitre,  le  premier  de  deux  traitant  de  la  verification  integree,  nous 
decrivons  une  nouvelle  methode  de  verification  du  Bureau  de  la  verification. 
L'objectif  est  de  fournir  au  Parlement  des  evaluations  integrees  et  constructives 
des  ministeres,  organismes  et  societes  de  la  Couronne  de  facon  cyclique  et  de 
coordonner  les  activites  de  verification  du  Bureau  et  celles  des  verificateurs 
internes  et  autres  verificateurs  de  ces  entites.  Cette  methode  decoule  largement 
des  developpements  qui  se  sont  produits  au  Bureau  au  cours  des  cinq  dernieres 
annees. 


Donnees  de  base 

Evolution  du  Bureau  de  la  verification.  Sur  le  plan  off iciel,  la  legislation  qui 
traite  du  Bureau  de  la  verification  a  tres  peu  evolue  depuis  100  ans,  lorsque  1'on  a 
cree  le  poste  de  Verificateur  general,  jusqu'a  introduction  d'une  nouvelle  loi  en 
1977.  Toutefois,  comme  la  plupart  des  institutions  gouvernementales,  le  role  du 
Verificateur  general  est  defini  non  seulement  par  la  lettre  de  la  loi  mais 
egalement  par  la  tradition  et  les  conventions.  Dans  ce  domaine,  il  y  a  eu  une 
certaine  evolution,  surtout  pour  ce  qui  est  des  questions  presentees  a  la  Chambre 
des  communes.  Au  debut  des  annees  50,  le  Verificateur  general,  M.  Watson  Sellar, 
demandait  a  ses  employes  d'etre  vigilants  a  l'egard  des  "paiements  sans 
contrepartie"  et,  en  1958,  il  a  commence  a  presenter  ce  genre  de  paiements  sous 
le  nom  de  "paiements  improductifs"  dans  son  Rapport  annuel.  Son  successeur,  M. 
Maxwell  Henderson,  a  poursuivi  la  tradition. 

Le  Comite  independant  de  revision.  Lorsque     j'ai     ete     nomme     Verificateur 

general  en  1973,  je  croyais  qu'une  revaluation  fondamentale  des  fonctions  du 
Bureau  et  une  definition  de  son  orientation  future  s'imposaient  et  l'on  a  accorde  en 
octobre  1973  ce  mandat  au  Comite  independant  de  revision  sur  les  fonctions  du 
Verificateur  general  du  Canada.  Son  rapport,  qui  fait  epoque,  a  ete  depose  a  la 
Chambre  des  communes  en  avril  1975.  Apres  avoir  etudie  les  recommandations  du 
Comite,  le  gouvernement  a  incorpore  la  plupart  d'entre  elles  dans  le  nouveau 
mandat  du  Bureau,  la  Loi  sur  le  verificateur  general  proclamee  le  1      aout  1977. 

La  Loi  sur  le  verificateur  general.  La  nouvelle  Loi  definit  les  responsabilites  et 
les  relations  professionnelles  du  Verificateur  general.  Elle  prevoit  la  formulation 
d'opinions  sur  les  etats  financiers  et  un  rapport  annuel  dans  les  cas  ou  le  compte- 
rendu  et  le  controle  des  ressources  publiques  sont  insuffisants  et  ou  des  fonds  n'ont 
pas  ete  depenses  aux  fins  etablies.  De  plus,  la  Loi  indique  clairement  qu'il  faut 
relever  les  cas  ou  les  fonds  ont  ete  depenses  sans  egard  a  I'economie  et  au 
rendement  et  les  cas  ou  les  procedes  etablis  pour  mesurer  et  faire  rapport  sur 
l'efficacite  sont  insatisfaisants  -  les  questions  de  valeur  regue  en  contrepartie  de 
l'argent  depense,  si  importantes  dans  l'administration  gouvernementale  des 
ressources  publiques. 
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Verification  constructive.  L'examen  parlementaire  du  controle  des  depenses  et  du 
rendement  s'est  traditionnellement  porte  sur  des  exemples  isoies  decouverts  au 
cours  de  verifications  sur  place  se  fondant  principalement  sur  la  verification  de 
transactions.  L'analyse  de  ces  decouvertes  se  fait  souvent  longtemps  apres  coup, 
prend  habituellement  beaucoup  de  temps,  est  contrevers£e  et  ne  facilite  pas 
necessairement  une  meilleure  comprehension  des  forces  et  faiblesses  de  la  gestion 
et  du  controle  des  fonds  publics  ou  n'aide  pas  a  trouver  des  remedes  possibles  pour 
les  problemes  sous-jacents.  De  plus,  la  verification  de  transactions  en  soi,  plutot 
que  sous  la  forme  de  tests  precis  se  rapportant  directement  a  des  faiblesses 
identifiees  dans  les  systemes  de  controle  financier,  est  devenue  plutot  improduc- 
tive  et  incommode  en  raison  de  la  croissance  des  operations  gouvernementales  et 
du  volume  de  transactions. 

En  1973,  nous  nous  sommes  appuy£s  sur  la  clause  permettant  d'etudier  "tout  autre 
cas",  contenue  dans  la  loi  du  temps,  pour  adopter  une  nouvelle  forme  de  Rapport 
annuel  qui  comprenait  de  facon  precise  les  articles  qu'on  avait  appeies  paiements 
improductifs  et  d'autres  cas  que  nous  croyions  pertinents  de  porter  a  l'attention  de 
la  Chambre  des  communes.  De  plus,  nous  recommandions  des  mesures  correctives 
appropriees  et  notre  Rapport  annuel  comprenait  a  la  fois  nos  constatations  et  nos 
recommandations.  Nous  demandions  egalement  aux  organismes  et  ministeres 
d'indiquer  les  mesures  correctives  qu'ils  envisageaient  pour  les  inclure  dans  le 
Rapport. 

Le  Bureau  a  Egalement  adopts  une  methode  plus  moderne  de  verification  (la 
methode  fondee  sur  les  systemes)  et  a  entrepris  des  Etudes  sp^ciales  dans  un 
premier  temps  pour  atteindre  les  objectifs  de  la  verification  integr^e  et  permettre 
au  Parlement  de  mieux  comprendre  les  problemes  sous-jacents  et  les  solutions 
possibles. 

La  verification  constructive  vise,  plus  precisement,  a  aller  plus  loin  que  la 
methode  traditionnelle  de  presenter  les  erreurs,  les  manquements  et  les  faiblesses 
des  process.  Elle  vise  egalement  a  recommander  des  methodes  precises  pour 
corriger  les  faiblesses.  Cela  veut  egalement  dire  que,  pour  les  questions 
importantes,  nous  incluons  autant  nos  constatations  que  nos  recommandations  dans 
notre  Rapport  a  la  Chambre  des  communes.  De  plus,  il  faut  que  notre  Rapport 
fasse  etat  de  la  reaction  de  l'organisme,  du  ministere  ou  de  la  society  de  la 
Couronne  en  cause.  Finalement,  ce  qui  est  primordial  pour  le  Parlement,  ce 
procede  permet  au  Bureau  de  la  verification  de  suivre  et  de  controler,  au  nom  du 
Parlement,  ['application  des  mesures  correctives  convenues.  Cette  methode 
integr^e  facilite  grandement  le  travail  du  Comite  permanent  des  comptes  publics 
et  constitue  maintenant  une  partie  indispensable  et  vitale  de  tout  le  processus  de 
verification  et  de  rapports.  Ainsi,  une  methode  constructive  de  verification  tire 
un  maximum  d'avantages  de  l'effort  de  verification  et  contribue  a  l'etablissement 
et  au  maintien  d'un  systeme  efficace  de  gestion  et  de  controle  des  fonds  publics. 

Verification  fondee  sur  les  systemes.  Selon  la  methode  de  verification  fondee 
sur  les  systemes,  la  nature,  la  ported  et  l'echeancier  des  proced^s  detailies  de 
verification,  y  compris  des  tests  seiectifs  de  la  validite  et  de  l'integrite  des 
transactions,  se  fondent  sur  une  etude  et  une  evaluation  systematiques  des 
controles  a  l'interieur  d'un  systeme,  afin  de  determiner  si  l'on  peut  se  fier  a  ce 
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systeme  pour  faire  en  sorte  qu'il  y  ait  une  planification  et  une  administration 
efficaces  des  ressources  et  afin  de  fournir  des  renseignements  precis.  Bien  qu'il 
soit  necessaire  de  faire  un  sondage  en  detail  de  quelques  transactions,  afin  de 
s'assurer  que  les  controles  identifies  soient  efficaces,  cette  methode  de 
verification  permet  de  concentrer  les  efforts  dans  des  domaines  ou  les  controles 
qui  permettraient  de  mener  d'une  facon  convenable  les  operations  gouver- 
nementales,  n'existent  pas  ou  fonctionnent  mal.  A  la  fin  de  l'examen,  le  veri- 
ficateur  est  en  mesure  de  montrer  les  consequences  des  faiblesses  et  de  recom- 
mander  les  moyens  possibles  d'etablir  des  mesures  de  correction. 

Etudes  speciales.  Afin  d'elaborer  et  d'appliquer  cette  methode  constructive,  le 
Bureau  de  la  verification  a  entrepris  des  etudes  speciales  avec  des  equipes 
formees  d'employes  du  Bureau  et  de  professionnels  du  secteur  prive  obtenus  en 
vertu  des  ententes  de  permutation  des  cadres  ou  de  contrats  de  services 
professionnels.  La  premiere  etude  importante  etait  l'Etude  de  la  gestion  et  du 
controle  financiers  (E.G.C.F.)  menee  en  1975  et  en  1976.  Cette  etude  a  donne  au 
Parlement  un  apercu  general  des  systemes  de  gestion  et  de  controle  financiers  a 
l'echelle  de  tout  le  gouvernement,  ce  qui  comprend  1'organisation  de  la  fonction 
financiere,  la  competence  des  administrateurs  financiers,  la  qualite  et  l'utilite  des 
donnees  aux  fins  du  controle  de  la  gestion  et  des  finances  et  l'efficacite  de  la 
verification  financiere  interne.  La  principale  recommandation  de  cette  etude  a 
aide  a  la  nomination  du  Controleur  general  du  Canada  au  debut  de  1978.  Cette 
etude  a  egalement  concentre  l'attention  sur  le  controle  financier  exerce  par  les 
societes  de  la  Couronne  et  a  l'egard  de  ces  dernieres. 

La  deuxieme  etude  importante,  l'Evaluation  des  systemes  d'informatique  et 
d'information  (E.S.I. I.),  a  ete  deposee  en  1977  et  touchait  de  facon  plus  precise  les 
controles  dans  le  domaine  du  traitement  eiectronique  des  donnees.  II  s'agissait 
essentiellement  d'une  extension  de  l'E.G.C.F.  qui  etait  la  premiere  evaluation  en 
profondeur,  faite  par  le  Bureau,  des  systemes  automatises. 

La  plus  recente  etude  importante  touchant  tout  le  gouvernement,  le  Travail  de 
recherche  sur  l'analyse  du  cout-efficacite  (T.R.A.C.E.),  faisant  partie  de  ce 
Rapport,  represente  un  premier  pas  important  dans  le  domaine  de  la  verification 
de  la  valeur  recue  en  contrepartie  de  l'argent  depense.  Ce  travail  indique  les 
domaines  ou  il  faut  apporter  des  ameliorations  importantes  dans  les  efforts 
actuels  deployes  pour  en  arriver  a  plus  d'economie,  de  rendement  et  d'efficacite 
au  gouvernement. 

On  a  mentionne  d'autres  etudes  speciales  importantes  dans  ce  Rapport  et  dans  les 
Rapports  precedents.  Des  recommandations  ont  ete  faites  en  vue  d'ameiiorer  la 
qualite  des  donnees  financieres  destinees  au  Parlement  dans  le  Budget  des 
depenses  et  dans  les  Comptes  publics.  Le  prochain  chapitre  contient  des 
recommandations  pour  augmenter  la  portee,  la  qualite  et  l'efficacite  de  la 
verification  interne. 
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Objectifs  courants.  Les  etudes  speciales  accordaient  une  attention  particuliere 
aux  politiques  et  aux  process  etablis  par  les  organismes  centraux,  car  ils  sont 
fondamentaux  pour  l'efficacite  des  systemes  dans  tout  le  gouvernement.  Le 
Controleur  general  prend  des  initiatives  pour  guider  et  conseiller  les  ministeres, 
afin  de  leur  permettre  d'ameiiorer  les  domaines  de  gestion  financiere  pr^sentant 
des  faiblesses  ayant  deja  fait  l'objet  d'un  rapport.  Ces  etudes  ont  egalement  servi 
a  augmenter  la  prise  de  conscience  et  la  competence  des  employes  du  Bureau  de  la 
verification.  Dans  le  cadre  de  leur  travail,  les  equipes  effectuant  des  etudes 
speciales  ont  developpe"  de  nouvelles  methodes  dans  leurs  domaines  respectifs. 

Notre  objectif  est  maintenant  de  s'appuyer  moins  sur  des  etudes  speciales,  mais  de 
synthetiser  les  concepts  et  les  techniques  qui  se  sont  deja  manifestees  et  de 
fournir  de  plus  en  plus  au  Parlement  des  evaluations  completes  et  constructives  de 
ministeres,  organismes  et  societes  de  la  Couronne  de  meme  que  de  tout  le 
gouvernement.  On  travaille  a  etablir  un  systeme  de  rapports  cycliques,  decrit  plus 
loin  dans  ce  chapitre,  pour  maximiser  l'efficacite  de  cette  methode  de 
verification.  Pour  faire  en  sorte  que  la  verification  au  sein  du  gouvernement  soit 
economique,  rentable  et  efficace,  les  activites  du  Bureau  de  la  verification  seront 
coordonnees  avec  celles  des  verificateurs  internes  chaque  fois  que  la  portee  et  la 
qualite  de  leur  travail  sera  suffisante  et  appropriee. 


La  verification  integree 

Le  concept  C.A.D.R.E.  Le  sigle  C.A.D.R.E.  decrit  de  facon  simplifiee  la 
methodologie  en  voie  d'eiaboration  en  vue  d'une  verification  integree.  C.A.D.R.E. 
permet  de  resumer  les  responsabilites  juridiques  du  Verificateur  general,  les 
objectifs  de  la  verification  integree  et  la  nature  des  ressources  humaines 
specialisees  necessaires  pour  la  mener  a  bien.  Le  sigle  C.A.D.R.E.  est  derive  des 
premieres  lettres  des  cinq  concepts  suivants  qui  sont  des  facettes  distinctes  mais 
liees  de  la  verification  integree: 

Controles  financiers 

Attestation  et  autorisation 

Direction  des  operations 

Rapports  au  Parlement 

Electronique  et  controles 

Controles  financiers.  Dans  la  lignee  de  l'Etude  de  la  gestion  et  du  controle 
financiers,  les  verifications  se  poursuivront  pour  evaluer  les  controles  sur  les 
revenus,  les  depenses,  l'actif  et  le  passif,  y  compris  l'organisation  de  la  fonction 
financiere,  le  systeme  de  preparation  de  rapports  financiers  et  le  systeme  de 
comptabilite.  On  a  deja  fait  des  progres  considerables  dans  1'integration  de  la 
methodologie  de  verification  y  reliee  aux  verifications  courantes  du  Bureau. 
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Attestation  et  autorisation.  Ce  module  de  la  verification  integree  constitue  le 
genre  de  verification  qui  est  traditionnellement  du  ressort  des  verificateurs 
legislatifs  -  l'examen  de  l'autorisation  financiere  pour  les  defenses 
gouvernementales  et  les  debourses  connexes  de  meme  que  la  formulation  d'une 
opinion  sur  la  justesse  de  la  presentation  des  donn£es  financieres  par  rapport  a  des 
conventions  comptables  etablies  ou,  s'il  y  a  lieu,  des  principes  comptables 
g§ne>alement  reconnus. 

Direction  des  operations.  Ce  module  vise  les  systemes,  politiques  et  process 
devaluation  et  de  rapport  du  gouvernement  sur  l'efficacite  des  programmes  et 
utilises  a  la  promotion  de  I'economie  dans  l'acquisition  et  de  l'usage  rentable  des 
ressources.  Essentiellement,  il  s'agit  d'une  verification  de  la  valeur  recue  en 
contrepartie  de  1'argent  depense,  un  developpement  de  la  verification 
gouvernementale  qui  prend  rapidement  de  1'importance  au  Canada.  La 
methodologie  actuelle  dans  ce  domaine  est  encore  vague,  car  on  ne  fait  que 
commencer  a  en  ^laborer  les  principes.  Les  chapitres  2  a  5  de  ce  Rapport,  qui 
traitent  du  Travail  de  recherche  sur  l'analyse  du  cout-efficacite,  mentionnent  la 
nature  des  criteres  de  verification  qu'il  faut  etablir  dans  cette  methodologie.  II 
s'agit  d'un  domaine  complexe  non  seulement  a  cause  de  sa  relative  nouveaute, 
mais  egalement  parce  que  son  application  efficace  n^cessite  un  personnel  multi- 
disciplinaire. 

Rapports  au  Parlement.  Ce  module  de  la  verification  integree  vise  a  la  fois  les 
rapports  prepares  par  le  gouvernement  et  par  le  Bureau  de  la  verification.  Pour  le 
gouvernement,  l'attention  se  portera  sur  la  forme  et  le  contenu  des  soumissions  et 
des  rapports  prepares  pour  demander  des  fonds  et  rendre  des  comptes  au 
Parlement  pour  1'argent  regu  et  depense  -  le  Budget  des  depenses  et  les  Comptes 
publics  respectivement.  Jusqu'a  recemment,  le  Bureau  de  la  verification 
concentrait  ses  efforts  dans  ce  domaine  en  exprimant  une  opinion  sur  les  etats 
financiers  sommaires  du  gouvernement  que  contiennent  les  Comptes  publics. 
Nous  avons  maintenant  l'intention  de  mettre  plus  d'accent  sur  l'examen  de 
1'uniformite  et  de  la  pertinence  des  renseignements  sur  les  activites  et 
programmes  ministeriels,  a  la  fois  dans  le  Budget  des  depenses  et  dans  les 
Comptes  publics. 

L'autre  facette  des  rapports  au  Parlement  touche  le  Rapport  annuel  du 
Verificateur  general  et  la  responsabilite  de  decider  des  questions  principales  et  de 
1'importance  qu'il  faut  donner  a  chacune.  Dans  le  developpement  de  la  methode  de 
verification  integree  et  la  planification  de  la  facon  de  l'appliquer,  il  sera 
necessaire  de  planifier  en  gros  la  structure  des  Rapports  annuels  plusieurs  annees 
a  l'avance.  Ce  module  s'attaquera  egalement  aux  rapports  detailies  que  le  Bureau 
envoie  aux  gestionnaires  gouvernementaux,  qui  forme  par  la  suite  la  base  des 
constatations  et  recommandations  resumees  dans  le  Rapport  annuel. 

Electronique  et  controles.  Comme  etude  isoiee,  1'E. S.I.I,  a  atteint  son  objectif  qui 
etait  de  produire  une  evaluation  de  l'efficacite  et  de  la  pertinence  des  controles 
de  l'emploi  du  traitement  electronique  des  donnees  (T.E.D.)  au  sein  du  gouverne- 
ment. La  methodologie  pour  revaluation  des  controles  lies  a  l'informatique  et 
l'application  de  techniques  de  verification  informatique  est  bien  developpee  au 
Canada  mais  il  y  a  peu  de  personnes  disponibles  qui  ont  les  competences 
specialisees   necessaires.      Notre   objectif    ultime    serait    d'avoir   des   equipes   de 
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verification  r^gulieres  qui  puissent  entreprendre  des  verifications  informatiques 
de  meme  que  toutes  les  autres  facettes  de  la  verification  integree.  Entre  temps, 
cet  aspect  de  la  verification  sera  accompli  surtout  par  des  equipes  de  sp£cialistes 
dirigees  par  l'administration  centrale,  qui  travailleront  en  collaboration  etroite 
avec  les  equipes  de  verification  regulieres. 

M6thode  integr6e.  La  verification  integree  n'entrafne  pas  cinq  verifications 
distinctes  dont  chacune  porte  sur  l'une  des  facettes  du  concept  C.A.D.R.E.  Notre 
experience  actuelle,  surtout  a  la  lumiere  des  etudes  speciales,  nous  amene  a 
conclure  que,  pour  un  maximum  d'efficacite,  il  doit  n'y  avoir  qu'une  seule 
verification  de  chaque  entite.  Bien  que  les  criteres  de  verification  etablis  pour 
chaque  module  de  verification  doivent  etre  differents,  il  est  necessaire  d'avoir  une 
methode  uniforme  et  integree  pour  la  planification  de  la  verification,  pour  son 
execution  et  pour  la  redaction  des  rapports. 

II  serait  tres  difficile  pour  une  seule  personne  d'etre  un  expert  dans  toutes  les 
facettes  de  la  verification  integree.  Toutefois,  les  personnes  cies  du  Bureau, 
l'equipe  de  gestion  associee  a  chaque  verification,  devront  connaftre  suffisamment 
tous  les  aspects  de  la  verification  afin  d'etre  en  mesure  de  deceler  les  problemes 
et  les  besoins  en  ressources,  de  bien  administrer  leurs  taches  et  de  pouvoir  prendre 
la  responsabilite  ultime  de  rapporter  les  conclusions.  Non  seulement  ces  mesures 
permettront-elles  de  faire  des  verifications  plus  efficaces,  mais  nous  sommes 
certains  qu'elles  seront  egalement  appreciees  par  les  organismes  soumis  a  la 
verification.  lis  pourront  traiter  avec  un  groupe  limite  ou  un  seul  membre  du 
groupe  de  la  haute  direction  qui  est  lie  a  la  verification  et  non  avec  un  groupe 
variable  d'employes  affectes  a  nos  groupes  d'etudes  speciales. 


Rapports  cycliques 

Selon  nous,  les  rapports  contenant  les  constatations  dans  le  contexte  d'une 
verification  integree,  avec  des  remarques  positives  et  negatives,  pour  chacune  des 
entites  soumises  a  une  verification,  permettront  au  Parlement  d'avoir  une 
meilleure  idee  qu'actuellement  de  l'efficacite  en  general  des  operations  et  des 
systemes  de  controle  de  ces  entites. 

On  a  etudie  avec  soin  les  repercussions  sur  les  rapports  qu'aura  notre  concept  de 
verification  integree.  Nous  en  sommes  arrives  a  la  conclusion  que  le  systeme  de 
rapports  cycliques  serait  la  fagon  la  plus  appropriee  et  la  plus  efficace  de  faire 
connaftre  nos  constatations  au  Parlement.  Des  verifications  integrees  faites  et 
rapportees  a  chaque  annee  a  l'egard  de  chaque  entite  soumise  a  une  verification, 
ne  permettraient  pas  au  Parlement  une  analyse  efficace,  ne  donneraient  pas  une 
periode  raisonnable  aux  gestionnaires  de  demontrer  l'efficacite  des  mesures  prises 
pour  corriger  les  problemes  deja  releves  et  demanderaient  trop  de  ressources  de  la 
part  du  Bureau  de  la  verification.  Une  periode  de  quatre  ans,  qui  correspond  a  la 
moyenne  de  vie  d'un  Parlement,  semble  constituer  un  intervalle  approprie  entre 
des  rapports  integres  concus  pour  permettre  au  Parlement  d'evaluer  la  qualite 
generale  des  systemes  de  gestion  et  de  controle  financiers  a  l'interieur  de  chaque 
entite  verifiee  et  constituerait  une  periode  raisonnable  pour  evaluer  la  tendance 
des  ameliorations  ou  cela  etait  demontre  pour  une  entite. 
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Le  concept  des  rapports  cycliques  ne  signifie  pas  qu'une  entite  fera  l'objet  d'une 
verification  seulement  tous  les  quatre  ans.  II  faudra  un  minimum  de  verification 
comptable  au  sein  de  chaque  entite  gouvernementale  chaque  ann£e  pour  se 
conformer  aux  exigences  juridiques,  ce  qui  comprend  la  formulation  d'opinions  sur 
les  etats  financiers  annuels.  Lorsqu'une  Evaluation  integree  indique  qu'une  entite 
est  loin  des  normes  acceptables,  il  faudra  une  verification  constante  pour  faire 
rapport  sur  la  situation  et  la  nature  des  mesures  correctives  prises  par  la 
direction.  Les  questions  importantes  soulev£es  par  nos  verifications  seront 
toujours  presentees  de  facon  reguliere  devant  le  Parlement.  De  plus,  le  rapport 
sur  chaque  entite  pourra  etre  le  fruit  de  verifications  s'etendant  sur  deux,  trois  ou 
meme  quatre  ans. 


Coordination  avec  d'autres  verif icateurs 

Verificateurs  internes.  Comme  l'indique  le  prochain  chapitre  de  ce  Rapport,  il  y  a 
un  nombre  important  de  verifications  internes  de  genres  varies  au  sein  du 
gouvernement.  La  coordination  de  ces  activites  de  verification  a  la  fois  au  sein  du 
gouvernement  et  au  sein  du  Bureau  de  la  verification  peut  permettre  d'impor- 
tantes  economies  et  entramer  des  resultats  plus  efficaces  en  eiiminant  le 
chevauchement  des  efforts.  La  coordination  des  efforts  de  verification  causerait 
egalement  moins  de  derangement  aux  organisations  soumises  a  la  verification. 

On  peut  se  fier  au  travail  des  verificateurs  internes  lorsque  nous  en  arrivons  a  la 
conclusion  que  la  portee  et  la  qualite  de  leurs  examens  sont  suffisantes  et 
appropriees.  Malheureusement,  les  constatations  de  notre  examen  en  cours  de  la 
verification  interne  nous  empechent  de  le  faire  actuellement  dans  plusieurs 
ministeres.  Ce  Rapport  comprend  des  recommandations  qui,  si  elles  sont 
appliquees,  aideront  a  1'etablissement  de  groupes  de  verification  interne  en  mesure 
d'effectuer  des  verifications  efficaces,  independantes  et  integrees.  Nous 
continuerons  a  exercer  des  controles  et  a  rediger  des  rapports  sur  les  activites  de 
ces  groupes  dans  le  cadre  de  nos  propres  verifications  et  nous  esperons  pouvoir  en 
venir  a  nous  appuyer  dans  une  plus  grande  mesure  sur  leur  travail. 

Autres  verificateurs.  Nos  relations  professionnelles  avec  des  verificateurs  autres 
que  les  verificateurs  internes  ne  constituent  pas  une  question  aussi  importante 
mais  elles  meritent  d'etre  etudiees  plus  en  detail.  Tout  d'abord,  d'autres 
verificateurs  ont  ete  nomm^s  pour  verifier  certaines  societes  de  la  Couronne.  La 
Loi  sur  le  verificateur  general  prevoit  que  nous  pouvons  nous  fier  a  ces 
verificateurs  et  avoir  acces  a  l'information  dans  ces  societes  s'il  le  faut  pour 
s'acquitter  de  nos  responsabilites.  Deuxiemement,  en  vertu  des  dispositions  de 
certains  programmes  a  couts  partages  et  de  paiements  de  transfert,  il  y  a  des 
situations  ou  il  pourrait  etre  souhaitable  de  s'appuyer  sur  le  travail  de  verification 
des  verificateurs  generaux  provinciaux,  de  meme  qu'eux  pourraient  s'appuyer  sur 
le  travail  de  notre  Bureau.  Dans  le  developpement  de  la  methodologie  de  la 
verification  integree,  nous  ferons  en  sorte  que  ces  relations  professionnelles  soient 
definies  de  facon  appropriee  et  satisfaisante. 
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Soci£tes  de  la  Couronne 

Notre  Rapport  de  1977  r§v61ait  notre  intention  d'appliquer  les  memes  normes  de 
verification  aux  societes  de  la  Couronne  et  de  respecter  les  memes  exigences  de 
rapport  quant  a  la  ported,  a  l'egard  de  toutes  les  autres  entites  gouvernementales 
financees  en  totalite  ou  en  partie  au  moyen  de  deniers  publics,  position  qui  a  ete 
soutenue  par  le  Comite  permanent  des  comptes  publics.  Dans  son  deuxieme 
rapport  a  la  Chambre  des  communes  du  11  avril  1978,  le  Comity  recommandait 
que  les  normes  de  verification  et  de  responsabilite  des  fonds  publics  depenses  par 
ces  societes  ne  soient  pas  moindres  que  celles  qui  s'appliquent  au  gouvernement 
lui-meme.  Nous  avons  l'intention  d'appliquer  la  methode  de  verification  integree  a 
toutes  les  societes  de  la  Couronne  faisant  l'objet  de  nos  verifications.  Quant  aux 
societes  qui  ne  sont  pas  vis^es  par  nos  verifications,  nous  entamerons  des 
discussions  sur  la  portee  des  verifications  menees  par  leurs  verificateurs  externes, 
en  insistant  particulierement  sur  les  domaines  des  Controles  financiers  et  de  la 
Direction  des  operations  (valeur  recue  en  contrepartie  de  l'argent  depense)  de  la 
verification  integree. 


Conclusion 

Recherche  en  verification  integree.  II  y  a  eu  des  progres  notables  dans  le 
developpement  de  la  methodologie  de  la  verification.  Comme  l'indiquaient  des 
rapports  precedents,  le  Bureau  a  prepare  un  manuel  de  verification  uniforme  et 
donne  aux  employes  une  formation  poussee  se  fondant  sur  les  concepts  integres 
dans  ce  manuel.  La  tache  qui  se  presente  a  nous  comprend  la  mise  a  jour  et  la 
revision  du  manuel,  surtout  dans  le  domaine  de  la  verification  de  la  valeur  recue 
en  contrepartie  de  l'argent  depense,  pour  faire  en  sorte  qu'il  s'applique  a  tous  les 
aspects  de  la  verification  integree.  On  est  en  train  d'amplifier  et  de  renforcer  les 
cours  de  perfectionnement,  afin  de  fournir  des  cours  avances  pour  la  recherche  en 
verification  integree  et  de  son  application  pratique  a  tous  les  aspects  de  notre 
travail.  De  plus,  nous  preparons  un  Guide  de  la  methodologie  de  la  verification 
integree,  ainsi  qu'eiaboree  et  appliquee  par  le  Bureau  du  Verificateur  general  du 
Canada. 

Pratique.  Meme  si  la  methodologie  n'est  pas  encore  complete,  on  introduit 
actuellement  au  Bureau  les  methodes  de  rapports  cycliques  et  de  verification 
integree.  Les  constatations,  observations  et  recommandations  provenant  de 
plusieurs  verifications  preiiminaires  integrees  de  ministeres  menees  au  cours  de  la 
derniere  annee  sont  resumees  dans  les  chapitres  14  a  19  de  ce  Rapport.  Toutefois, 
il  faut  plutot  considerer  ces  rapports  comme  des  illustrations  plutot  que  des 
modeles  complets  du  genre  de  rapport  integre  que  nous  prevoyons  presenter  au 
Parlement  a  l'avenir,  a  mesure  que  nous  progresserons  vers  notre  objectif  ultime 
de  verification  integree  decrit  dans  ce  chapitre. 
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12 

VERIFICATION  INTERNE  INTEGREE  AU  SON  DU  GOUVERNEMENT 
METHODE  RECOMMANDEE 


Introduction 

Ce  chapitre  est  le  deuxieme  chapitre  traitant  de  la  verification  integree,  et 
discute  des  ameliorations  n^cessaires  afin  d'ameiiorer  considerablement  la  qualite 
de  la  verification  interne  au  sein  des  ministeres  et  organismes.  Ces  activity 
portent  habituellement  le  nom  de  verification  interne  au  sein  des  ministeres  et 
sont  separ^es  et  distinctes  de  celles  qu'ex^cute  le  Bureau  de  la  verification  au 
nom  du  Parlement,  quelquefois  decrites  comme  des  verifications  externes.  Sans 
une  verification  interne  integree,  les  gestionnaires  superieurs  du  gouvernement  ne 
peuvent  avoir  la  certitude  qu'ils  aient  recu  pleine  valeur  en  contrepartie  de 
l'argent  depense  et  qu'ils  gerent  efficacement  les  ressources.  Pour  ce  faire,  trois 
mesures  sont  necessaires: 

•  l'integration  de  l'eventail  d'activites  de  verification,  d'examen, 
d'inspection,  de  controle  et  devaluation  qui  se  deroulent  actuellement 
au  sein  des  ministeres; 

•  le  respect  des  normes  generalement  reconnues  pour  les  verifications 
efficaces;  et 

•  la  direction  et  l'appui  de  la  gestion  venant  des  organismes  centraux  et 
de  l'interieur  des  ministeres. 

Le  gouvernement  retirera  la  juste  valeur  des  quelques  $50  millions  que  les 
ministeres  deboursent  annuellement  pour  des  activites  de  verification,  seulement 
s'il  y  a  amelioration. 

A  cause  de  son  envergure,  de  l'etalement  de  ses  operations  et  de  la  delegation  des 
pouvoirs  aux  gestionnaires,  le  gouvernement  canadien  a  besoin  de  systemes 
efficaces  de  verification  interne.  A  cause  de  demandes  qui  se  rivalisent  pour  leur 
temps,  les  sous-chefs  ne  peuvent  garantir  a  eux  seuls  l'integrite  de  leur  systfeme  de 
gestion.  II  leur  faut  une  verification  interne  efficace  qui  les  aiderait  a  evaluer  les 
systemes  et  les  controles  qu'ils  utilisent  pour  administrer  les  ressources  dont  ils 
sont  responsables. 

On  peut  definir  la  verification  interne  comme  une  fonction  devaluation 
independante  etablie  au  sein  d'un  organisme  pour  verifier  et  evaluer  ses  activites  a 
titre  de  service  a  l'organisation.  II  existe  divers  genres  de  verifications  mais  elles 
different  surtout  par  leur  portee.  Elles  ont  une  chose  en  commun:  par  des 
enquetes  ou  des  evaluations  systematiques  de  procedes  ou  d'operations.  Elles 
determinent  la  conformite  a  des  criteres  etablis  et  realistes.  Lorsque  les 
verificateurs  s'aventurent   dans  de  nouveaux   domaines,   les  criteres  ne  sont  pas 
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toujours  etablis  et,  dans  ce  cas,  la  premiere  tache  du  verificateur  est  d'etablir  la 
ported  de  la  verification  en  indiquant  les  criteres  qu'il  utilisera.  Si  l'on  n'est  pas 
d'accord  sur  les  criteres  de  verification,  les  constatations  de  la  verification 
peuvent  etre  mises  en  doute. 

Nous  devons  bien  comprendre  que  nous  recommandons  fortement  l'adoption  d'un 
tout  nouveau  concept  de  la  fonction  de  la  verification  interne.  Jusqu'a 
maintenant,  cette  fonction  largement  fragmentee  etait  executee  a  des  niveaux 
tres  peu  eieves  et  etait  a  peine  reconnue  par  la  haute  direction.  Une  methode 
integree  de  la  verification  interne,  comme  celle  decrite  au  chapitre  prececent,  en 
autant  qu'elle  soit  bien  organisee  et  bien  menee,  peut  constituer  pour  la  gestion 
l'outil  le  plus  utile  et  efficace.  Dans  ce  chapitre,  nous  examinons  d'abord 
comment  on  en  est  arrive  a  la  situation  actuelle  pour  ensuite  decrire  ce  qui  doit 
etre  fait. 


Evolution  de  la  verification  au  sein  du  gouvernement 

Situation  avant  l'enquete  Glassco.  II  y  a  eu  tres  peu  de  verifications  internes  au 
sein  du  gouvernement  du  Canada  jusqu'en  1962,  annee  ou  la  Commission  Glassco  a 
depose  son  rapport.  Jusqu'a  cette  epoque,  les  gestionnaires  ministeriels 
consideraient  la  verification  interne  comme  tres  peu  utile  puisque  le  Controleur 
du  Tresor  meme  etait  consider  comme  "un  genre  de  policier  qui  patrouillait  les 
ministeres  pour  s'assurer  de  l'honnetete  financiere"  ainsi  que  decrit  Glassco.  Des 
groupes  de  verification  interne,  relativement  peu  nombreux,  n'existaient  qu'au  sein 
des  ministeres  tel  la  Defense  nationale,  ou  les  operations  etaient  decentralisees  et 
ou  les  enquetes  avaient  reveie  des  faiblesses  de  controle,  ou  au  Revenu  national, 
ou  les  operations  etaient  surtout  financieres. 

Au  cours  des  annees  de  la  guerre,  le  Controleur  du  Tresor  avait  etabli  une  Division 
de  verification  et  d'inspection  des  couts.  Au  moment  de  l'enquete  Glassco  en 
1961,  cette  unite  s'appelait  la  Division  des  services  de  verification  (par  la  suite,  le 
Bureau  des  services  de  verification)  meme  si  elle  s'occupait  surtout  de  verifier 
l'exactitude  des  registres  des  entrepreneurs.  Elle  effectuait  egalement  des 
verifications  internes  offerts  comme  services  a  certains  ministeres. 

Recommandations  de  la  Commission  Glassco  et  leur  mise  en  oeuvre.  La  Commis- 
sion Glassco  avait  percu  un  besoin  plus  grand  de  verification  interne  comme  un 
corollaire  a  sa  proposition  d'eiiminer  la  verification  prealable  menee  de  fagon 
independante  par  le  Controleur  du  Tresor;  elle  favorisait  les  groupes  de 
verification  ministerielle  plutot  qu'un  service  central  et  demandait  la  creation 
d'un  comite  interministeriel  qui  servirait  a  la  formation  d'un  personnel  de 
verification  et  a  l'ameiioration  des  procedes  et  normes  de  verification. 

En  1966,  le  Conseil  du  Tresor,  lors  du  processus  de  mise  en  oeuvre  des 
recommandations  de  la  Commission  Glassco,  a  enonce  une  politique  de  verifica- 
tion de  gestion  qu'il  a  incorporee  au  Guide  d'administration  financiere.  La 
verification  d'operation  se  distingue  de  la  verification  financiere,  par  le  fait  que 
l'on  examine  les  controles  de  la  gestion  en  plus  des  controles  financiers.    Cette 
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politique  etait  un  pas  vers  le  progres  et  les  activity  de  verification  interne  se 
multiplierent  rapidement  puisque  plusieurs  ministeres  etablirent  des  groupes  de 
verification  distincts  des  groupes  de  verification  financiere  en  tachant  d'implanter 
cette  politique  et  de  rehausser  le  role  de  la  verification  interne. 

En  1969,  le  Parlement  a  mis  fin  a  la  verification  prealable  independante  du 
Controleur  du  Tresor  et  les  gestionnaires  ministeriels  prirent  l'entiere  responsa- 
bilite  de  leurs  depenses.  Cette  meme  annee,  des  modifications  a  la  Loi  sur 
l'administration  financiere  ont  transforme  le  groupe  de  verification  du  Controleur 
du  Tresor  en  service  central,  un  des  elements  du  secteur  des  Services  du  nouveau 
ministere  des  Approvisionnements  et  Services.  Le  Bureau  des  services  de 
verification  a  pris  beaucoup  d'ampleur  depuis  1971,  annee  ou  l'on  a  introduit  le 
principe  du  recouvrement  des  couts  et  ou  les  ministeres  ont  pu  obtenir  les  services 
du  Bureau  presque  sur  demande;  ceci  a  permis  aux  gestionnaires  de  faire  appel  a  la 
verification  sans  avoir  eu  a  etudier  soigneusement  leurs  besoins  veritables. 

Mesures  depuis  1969.  L'eiimination  de  la  verification  prealable  menee  d'une  facon 
independante  par  le  Controleur  du  Tresor  a  enleve  le  moyen  principal  permettant 
a  des  organismes  centraux  tel  le  Conseil  du  Tresor  de  s'assurer  que  l'on  se 
conformait  a  leurs  directives  et  reglements.  Ces  organismes  ne  pouvaient  plus 
etre  certains  que  les  gestionnaires  ministeriels  se  conformaient  aux  regies 
financieres  et  autres  regies  prescrites.  En  1'absence  d'un  systeme  efficace  de 
sanctions  pour  mauvaise  gestion,  le  Conseil  du  Tresor  a  cherche  d'autres  moyens 
d'evaluer  l'adhesion  des  ministeres  aux  politiques  gouvernementales.  Des  groupes 
de  chaque  Direction,  et  souvent  meme  au  sein  des  divisions  du  Secretariat  du 
Conseil  du  Tresor,  ont  entrepris  d'etudier  la  conformite  des  Ministeres  a  leurs 
politiques.  En  meme  temps,  le  Secretariat  du  Conseil  du  Tresor  etablissait  une 
nouvelle  Direction  de  la  planification  qui  avait  pour  mandat  d'encourager  entre 
autre    Evaluation  du  rendement  et  de  l'efficacite  des  programmes. 

Le  Conseil  du  Tresor  a  egalement  rendu  la  Direction  de  la  planification 
responsable  de  la  coordination  de  tous  les  efforts  devaluation,  y  compris  la 
verification  interne  qui  a  ete  en  grande  partie  negligee.  C'est  pourquoi  le  Guide 
d'administration  financiere  emis  en  1973  par  la  Direction  de  la  politique 
administrative,  contrairement  a  l'edition  de  1966,  ne  traitait  que  de  la  verification 
financiere  (a  l'exception  d'une  ligne  directrice  voulant  que  la  verification 
financiere  fasse  partie  de  toute  fonction  de  verification  des  operations  ou 
d'examen  de  la  gestion),  reduisant  ainsi  inutilement  la  portee  des  verifications 
deja  etablies. 

Etude  de  la  gestion  et  du  controle  financiers.  Bien  que  la  politique  du  Gouverne- 
ment  reconnaft  depuis  l'enquete  Glassco,  que  la  verification  interne  est  un 
element  important  dans  le  processus  du  controle  de  gestion,  l'etude  de  la  gestion 
et  du  controle  financiers  que  notre  Bureau  a  effectuee  en  1975  a  reveie:  que 
certains  Ministeres  n'avaient  pas  de  fonction  de  verification  interne;  que  des 
verificateurs  internes  se  voyaient  souvent  attribuer  d'autres  taches;  que  les 
champs  d'application  n'etaient  pas  integres  ou  uniformes;  et  que  les  employes  ne 
recevaient  pas  de  formation  suffisante  ou  qu'ils  n'etaient  pas  suffisamment 
familiers  avec  leurs  responsabilites.  Le  Rapport  de  1975  contenait  cette 
recommandation  acceptee  par  le  gouvernement: 
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"L'organisme  central  du  gouvernement  charge  de  prescrire  les  normes, 
la  portee  et  l'ampleur  des  verifications  financieres  des  ministeres 
devrait  insister  davantage  sur  la  n^cessite"  qu'il  y  a  de  surveiller  la 
verification  interne  des  ministeres  en  vue  de  susciter  le  plus  grand 
respect  des  normes." 

Le  Conseil  du  Tr£sor  a  r£agi  en  amorcant  un  examen  des  activity  de  verification 
financiere  au  sein  des  ministeres  gouvernementaux  et  le  Bureau  du  Controleur 
general  a  public  r^cemment  une  brochure  intituled  "Normes  de  verification 
financiere  interne  -  gouvernement  du  Canada"  qui  complete  les  directives  du 
Guide  d'administration  financiere  du  Conseil  du  Tresor. 


Objectif  de  l'examen  actuel 

Notre  Rapport  de  1977  annoncait  que  le  Bureau  de  la  verification  entreprendrait 
un  examen  visant  a  determiner  si  le  gouvernement  recevait  une  juste  valeur  en 
contrepartie  de  l'argent  depense  dans  tous  les  domaines  de  verification  au  sein  de 
la  structure  federate.    Notre  objectif  est  double: 

•  afin  de  coordonner  completement  les  activites  de  notre  Bureau  avec 
celles  des  autres  verificateurs  du  gouvernement  federal,  il  est 
necessaire  d'examiner  la  portee  et  la  qualite  de  leur  travail  et  de 
determiner  dans  quelle  mesure  on  peut  s'appuyer  sur  ce  travail,  ce  qui 
permettrait  d'eviter  un  double  emploi;  et 

•  afin  de  signaler  les  cas  importants  ou  les  depenses  ont  ete  faites  sans 
tenir  compte  de  l'economie  et  du  rendement  et  ou  il  n'y  a  pas  de 
procedes  satisfaisants  pour  mesurer  et  signaler  l'efficacite  des 
programmes  gouvernementaux,  notre  Bureau  doit  examiner  la  verifica- 
tion interne  qui  est  l'un  de  ces  procedes.  C'est  pourquoi  nous  avons 
examine  non  seulement  le  travail  des  groupes  s'occupant  de  verifica- 
tion financifere  interne,  mais  egalement  celui  de  groupes  faisant  des 
verifications  d'une  plus  grande  envergure,  que  l'on  appelle  habituelle- 
ment  "verifications  des  operations",  "verifications  de  gestion"  ou 
"verifications  de  cout-efficacite". 

Nous  avons  commence  notre  examen  par  des  recherches  importantes  sur  les 
pratiques  courantes  de  verification  interne  dans  les  secteurs  publics  et  prives, 
suivies  d'etudes-temoins  dans  des  ministeres  choisis.  L'ensemble  de  l'examen 
touchait  les  activites  de  verification  de  35  ministeres  et  organismes  gouvernemen- 
taux. 


Necessite*  cfintegrer  les  verifications  ministerielles 

En  partie  a  cause  des  directives  variees  du  Conseil  du  Tresor,  plusieurs  ministeres 
avaient,  au  moment  de  notre  etude,  plusieurs  groupes  occupes  a  des  activites  de 
verification  non  coordonnees. 
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Verifications  financieres.  Quelques  ministeres  s^parent  la  verification  financiere 
des  autres  verifications,  la  mettant  souvent  sous  la  responsabilite  d'un  fonction- 
naire  superieur  responsable  de  l'administration  financiere.  Ce  genre  de  division 
est  utile  quand  il  s'agit  de  s'assurer  que  l'on  se  conforme  aux  regies  financieres, 
mais  elle  n'a  pas  ou  ne  semble  pas  avoir  l'independance  n£cessaire  pour  remettre 
en  question  la  pertinence  des  regies  financieres  elles-memes,  sans  parler  des 
relations  entre  les  controles  financiers  et  les  autres  systemes  de  controle  de 
gestion.  En  general,  les  verifications  financieres  effectu^es  par  le  Bureau  des 
services  de  verification  et  les  verificateurs  ministeriels  sont  effectu^es  par  des 
employes  qui  ont  une  formation  en  verification. 

Lorsque  les  ministeres  demandent  au  Bureau  des  services  de  verification  de  mener 
des  verifications  financieres,  il  y  a  une  marge  encore  plus  grande  entre  les 
verifications  financieres  et  les  autres.  Dans  ce  genre  de  verification  entreprise 
par  des  verificateurs  qui  ne  font  pas  partie  du  ministere,  tel  les  employes  du 
Bureau  des  services  de  verification,  la  coordination  de  tout  le  travail  de 
verification  ainsi  que  l'examen  des  constatations  des  verificateurs  et  des  suivis  du 
Ministere  attirent  moins  d'attention. 

Verifications  des  operations.  Les  verificateurs  des  operations  ont  en  general  des 
antecedents  plutot  varies  mais  ils  n'ont  pas  necessairement  une  formation  en 
verification  comme  telle.  Les  domaines  qui  sont  de  leur  ressort  dependent  en 
grande  partie  de  leurs  aptitudes  et  interets,  de  meme  que  des  interets  des 
personnes  dont  ils  reievent.  Les  groupes  de  verification  des  operations  se  situent 
habituellement  aux  niveaux  superieurs  et  ils  reievent  quelquefois  des  sous- 
ministres,  meme  lorsque  le  groupe  de  verification  financiere  n'en  releve  pas.  Bien 
que  le  Bureau  des  services  de  verification  ait  les  ressources  pour  fournir  des 
services  de  verification  des  operations  aux  ministeres,  la  plupart  de  ces 
verifications  sont  menees  par  des  employes  des  ministeres. 

Evaluation  de  programme.  Au  cours  des  dernieres  annees,  on  a  consacre  de  plus 
en  plus  de  ressources  a  la  planification  et  a  revaluation.  Encourages  par  le 
Conseil  du  Tresor,  la  plupart  des  ministeres  ont  cree  des  unites  distinctes 
combinant  les  activites  de  planification  et  devaluation.  Nous  n'avons  pas  fait 
l'examen  de  ces  groupes  avec  la  m§me  attention  que  celle  donnee  aux  unites  de 
verification;  cependant,  meme  si  des  personnes  de  ces  groupes,  possedent  une 
competence  academique,  ils  ont  tres  peu  ou  pas  du  tout  de  formation  en 
verification.  II  en  resulte  que  l'aspect  "planification  de  la  politique"  de  leurs 
responsabilites  recoit  plus  d'attention,  que  revaluation  qui  se  fait  beaucoup  moins 
reguliere;  ou  que  l'on  retrouve  rarement  l'approche  disciplinee  qui  est  une 
caracteristique  des  verificateurs  professionnels.  On  peut  egalement  se  demander 
si  ces  personnes  peuvent  objectivement  evaluer  des  plans  lorsqu'elles  ont  participe 
a  leur  etablissement  ou  a  leur  revision. 

Utilisation  du  Bureau  des  services  de  verification.  Chaque  annee,  les  ministeres 
depensent  environ  $50  millions  en  verification,  dont  environ  $20  millions  sont 
accordes  par  contrat  au  Bureau  des  services  de  verification  du  ministere  des 
Approvisionnements  et  Services.  L'origine  de  ce  Bureau  a  ete  decrite  au  debut  de 
ce  chapitre. 
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Les  ministeres  s'appuyant  sur  le  Bureau  des  services  de  verification  demontrent 
moins  d'initiative  pour  integrer  toutes  les  activites  de  verification  interne.  Bien 
qu'il  puisse  etre  necessaire  qu'un  organisme  central  fournisse  l'occasion  des 
services  de  verification  aux  ministeres,  nous  croyons  que  la  verification  est  une 
responsabilite  propre  aux  ministeres  et  que  chacun  d'eux  devrait  etablir  un  groupe 
de  verification  interne  bien  equilibre  et  competent  en  mesure  d'effectuer  une 
verification  integree. 

La  verification  peut  entrafner  un  avantage  marginal  lorsque  la  fonction  de 
verification  interne  fait  partie  integrante  des  operations  du  ministere  et  sert  a 
exposer  de  jeunes  employes  brillants  aux  operations  du  ministere  et  a  eiargir  les 
horizons  des  gestionnaires  de  niveau  moyen  qui,  en  se  specialisant,  peuvent  n'avoir 
acquis  qu'une  perspective  etroite  des  problemes  de  gestion.  (-'utilisation  du 
Bureau  des  services  de  verification  limite  les  occasions  pour  ce  genre  de 
formation.  Les  verificateurs  internes  et  externes  du  secteur  prive  se  sont  rendus 
compte  qu'un  roulement  plutot  eieve  du  personnel  est  essentiel  pour  conserver 
l'efficacite  d'une  organisation  de  verification  en  faisant  place  aux  nouvelles  idees. 
La  verification  attire  des  bons  elements  par  les  occasions  qu'elle  donne  de 
decouvrir  une  vaste  gamme  d'operations  et  de  developper  des  aptitudes  dans  les 
methodes  d'enquete,  d'analyse  et  de  redaction  de  rapports. 

L'efficacite  des  verifications.  Toutes  ces  activites  de  verification  soumettent  un 
chef  de  service  a  un  examen  par  de  nombreux  groupes  qui  peuvent  souvent  etre 
mal  coordonnes.  Chacun  peut  avoir  une  perspective  etroite  de  la  nature  des 
problemes  de  la  direction  et  ceux  dont  ils  relevent  peuvent  avoir  des  pouvoirs  trop 
limites  pour  pouvoir  s'attaquer  aux  problemes  deceies.  L'attribution  a  un  seul 
fonctionnaire  superieur,  qui  releverait  directement  du  sous-chef,  de  la  responsa- 
bilite de  toutes  les  activites  de  verification  attirerait  des  chefs  ayant  une 
formation  appropriee  en  gestion;  accorderait  un  equilibre  approprie  entre  les 
aptitudes  de  verification  et  les  aptitudes  specialisees;  et  permettrait  que  l'on 
attaque  les  problemes  de  gestion  sur  un  front  plus  large. 

Autres  activites  devaluation.  La  direction  hierarchique  des  ministeres  a  des 
activites  de  controle  et  de  surveillance,  comme  l'examen  des  operations  detachees 
ou  des  projets  decoulant  d'un  programme  afin  de  determiner  les  besoins  et,  par  la 
suite,  a  evaluer  la  conformite  aux  politiques  et  methodes  etablies.  Les  organismes 
centraux  assujettissent  les  ministeres  a  plusieurs  genres  d'examens  semblables. 
Ce  genre  d'activite,  qui  peut  ressembler  a  la  verification,  n'est  pas  independant  et 
fait  partie  integrante  du  processus  normal  de  gestion.  Toutefois,  la  distinction 
n'est  pas  clairement  etablie  et  ceux  qui  font  l'objet  des  verifications  ont 
l'impression  que  celles-ci  sont  excessives.  Ceci  a  deux  effets  malheureux:  d'un 
cote,  on  peut  negliger  la  premiere  responsabilite  des  chefs  de  service  qui  est 
d'evaluer  systematiquement  le  rendement  de  leurs  programmes  et  de  leurs 
subalternes  et,  d'un  autre  cote,  des  enquetes  de  verifications  vraiment  indepen- 
dantes  peuvent  sembler  superflues.  Une  verification  interne  plus  efficace  et 
mieux  coordonnee  pourrait  eiiminer  le  besoin  de  certains  des  examens  qu'effec- 
tuent  presentement  les  chefs  de  service  et  en  meme  temps  permettre  de  retirer 
les  avantages  de  l'objectivite  de  la  verification. 
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Pratiques  de  verification  actuelles  et  souhaitables 

Au  cours  de  notre  examen,  nous  avons  etabli  certains  criteres  de  verification  pour 
^valuer  nos  constatations.  Nous  avons  mis  au  point  ce  que  nous  considerons  etre 
des  normes  raisonnables  et  r^alistes  qui  devraient  s'appliquer  aux  groupes  de 
verification  interne,  en  tenant  compte  des  "Standards  for  the  Professional 
Practice  of  Internal  Auditing"  qu'a  r£cemment  publics  1'  "Institute  of  Internal 
Auditors".  II  s'agit  d'un  organisme  international  qui  se  consacre  au  developpement 
professionnel  de  la  verification  interne. 

La  direction  des  ministeres  a  pris  connaissance  des  constatations  de  notre  examen; 
aucun  ministere  n'utilisait  tous  les  criteres  que  nous  avons  utilises.  Les  chapitres 
de  la  partie  2  de  ce  Rapport  traitant  de  ministeres  precis,  pr£sentent  la  situation 
actuelle  de  la  verification  interne  au  sein  des  ministeres  choisis  pour  faire  l'objet 
d'un    rapport     integr6     devant      le     Parlement.  Dans   ce    chapitre,      nous 

presentons  les  criteres  ou  normes  ayant  servi  a  I'etude  de  cette  annee.  Nous  nous 
en  servirons  a  l'avenir  pour  ^valuer  des  ministeres  lors  des  verifications  integrees 
menses  pour  le  Parlement.  Les  ministeres  choisis  en  vue  d'une  verification 
int6gr6e  font  l'objet  d'une  mention,  lorsqu'ils  ont  pris  des  mesures  positives  pour 
adopter  ce  que  notre  Bureau  considere  des  normes  acceptables. 

Les  pratiques  de  verification  actuelles  et  souhaitables  sont  decrites  en  vertu  des 
principaux  besoins  de: 

•  responsabilites  definies  au  sens  large; 

•  verifications  bien  planifiees; 

•  statut  hierarchique  approprie; 

•  ressources  de  verification  competentes; 

•  travail  de  verification  effectue  professionnellement; 

•  constatations  clairement  etablies  dans  un  rapport;  et 

•  comites  de  verification  efficaces. 

Nous  enoncons  d'abord  en  italique  les  criteres  ou  normes  souhaitables  et  nous 
discutons  ensuite  des  remedes  necessaires,  avec  quelques  exemples  de  nos 
constatations. 

Et endue  des  responsabilites.  La  verification  interne  devrait  fournir  a  la  haute 
direction  une  evaluation  independante  et  constante  de  tous  les  aspects  des 
activites  d'un  ministere. 

Notre  etude  nous  amene  a  conclure  que  le  groupe  de  verification  interne  devrait 
examiner  et  evaluer  tous  les  aspects  des  activites  d'un  ministere,  y  compris  des 
systfemes  visant  a  assurer: 
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m  l'integrite  des  renseignements  financiers  et  autres; 

•  des  controles  sur  les  depenses,  revenus  et  biens  publics; 

•  la  conformity  aux  objectifs,  politiques,  plans,  procgdes,  lois  et 
reglements;  et 

•  la  gestion  eu  egard  a  l'economie,  au  rendement  et  a  l'efficacite. 

En  resume,  la  portee  des  verifications  internes  ne  devrait  pas  connaftre  de 
restrictions. 

Les  responsabilites  de  la  plupart  des  groupes  ministeriels  de  verification  interne 
ne  sont  pas  definies  et,  dans  certains  cas,  les  v^rificateurs  internes  ne  planifient 
pas  de  facon  adequate  leurs  verifications  pour  couvrir  tous  les  aspects  importants 
des  activites  de  leur  ministere.  Ces  situations,  en  plus  des  problemes  de  dotation 
et  d'organisation,  entrafnent  souvent  des  manques  de  conformity  dans  la  portee 
des  verifications  et  certains  domaines  ne  sont  jamais  verifies.  Dans  quelques 
ministeres,  on  restreint  consciemment  la  portee  des  verifications. 

Comme  exemples  de  portee  non  restreinte,  trois  ministeres  -  Sante  nationale  et 
Bien-etre  social,  Revenu  national  -  Douanes  et  Accise  -  et  la  Commission  de 
l'emploi  et  de  l'immigration  du  Canada,  ont  bien  defini  la  portee  de  la  verification 
interne.  lis  travaillent  a  la  mise  en  oeuvre  des  mandats  de  leurs  verificateurs 
internes  qui  ont  pour  but  de  donner  a  la  haute  direction  une  evaluation  objective 
et  independante  de  l'efficacite,  de  l'economie  et  du  rendement  des  operations;  du 
degre  de  conformite  a  la  politique  et  aux  methodes  financieres  et  administratives 
etablies  par  les  ministres,  les  sous-ministres  et  par  les  organismes  centraux;  et  de 
l'integrite  des  renseignements  qui  servent  a  obtenir  des  fonds  publics  et  a  justifier 
les  depenses. 

Planification  de  la  verification.  La  Planification  de  la  verification  devrait  per- 
mettre  de  reperer  toutes  les  activites  du  ministere,  de  classer  par  ordre  de 
priorite  les  domaines  possibles  de  verification  et  de  determiner  des  objectifs 
appropries  de  verification  pour  chacun  des  domaines  choisis. 

Pour  ameiiorer  la  planification  de  la  verification: 

•  il  faudrait  preparer  un  modele  du  ministere  presentant  tous  les 
elements  de  l'organisation,  les  programmes  et  les  activites  et,  s'il  y  a 
lieu,  les  revenus  de  source  externe,  comme  domaines  possibles  de 
verification  et  les  verifications  devraient  etre  planifiees  pour  eviter  le 
double  emploi  ou  les  oublis  dans  la  portee  de  la  verification; 

•  le  modele  devrait  etre  mis  a  jour  au  moins  une  fois  par  annee; 

•  toutes  les  verifications  possibles  devraient  etre  evaluees  en  vertu  de 
criteres  definis  se  fondant  sur  l'importance  relative,  l'importance  pour 
la  gestion  et  le  degre  de  risque  ou  de  pertinence;  et 
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•  les  objectifs  et  la  portee  de  chaque  domaine  soumis  a  la  verification 
devraient  etre  etablis  en  vue  de  la  preparation  d'un  plan  annuel  de 
travail. 

Notre  etude  a  reveie  que  plusieurs  ministeres  n'examinent  pas  leurs  operations  de 
facon  suffisamment  detailiee  pour  relever  toutes  les  activites  qui  devraient  etre 
soumises  a  une  verification. 

Tres  peu  de  ministeres  font  l'effort  necessaire  pour  determiner  les  priorites  en  se 
fondant  sur  l'importance  relative,  l'importance  pour  la  gestion  et  le  degre  de 
risque.  La  plus  grande  partie  des  efforts  de  verification  vise  souvent  des  activites 
qui  ne  representent  qu'une  petite  proportion  des  depenses  du  ministere,  ce  qui  fait 
que  les  constatations  des  verificateurs  peuvent  revetir  peu  d'importance. 

En  general,  il  n'y  a  pas  d'objectifs  etablis  pour  mener  les  verifications.  Dans  de 
nombreux  cas,  un  domaine  est  soumis  a  la  verification  seulement  "parce  qu'on  l'a 
toujours  fait".  On  a  tendance  a  choisir  la  voie  la  plus  facile  plutot  que  de 
s'aventurer  dans  des  domaines  deiicats  ou  complexes,  qui  demandent  un  niveau 
eieve  d'aptitudes  ou  qui  presentent  des  risques  importants.  Par  consequent,  les 
groupes  de  verification  interne  jouent  rarement  un  role  constructif  pour  aider  a  la 
gestion  des  ressources  ministerielles. 

Le  ministere  de  la  Sante  nationale  et  du  Bien-etre  social  a  recemment  prepare  un 
modele  qui  indiquait  et  ponderait  l'importance  de  plus  de  cent  unites  susceptibles 
de  verification  et,  a  partir  de  ce  modele,  on  a  eiabore  un  plan  de  verification  de 
six  ans,  approche  des  plus  louables.  Ce  processus  d'echelonnement  est  essentiel  en 
verification  pour  obtenir  pleine  valeur  en  contrepartie  de  l'argent  depense. 

Statut  hierarchique  et  mandat.  Le  groupe  de  verification  interne  devrait  avoir  un 
statut  hierarchique  qui  lui  permet  de  deposer  des  rapports  objectifs  et  efficaces 
sur  toute  operation  ou  activite  du  ministere.  Les  responsabilites  du  groupe 
devraient  &tre  clairement  etablies  dans  un  mandat  du  sous-chef  faisant  clairernent 
6tat  de  son  soutien. 

Pour  que  la  verification  interne  soit  efficace: 

•  le  chef  du  groupe  de  la  verification  interne  devrait  relever  directe- 
ment  du  sous-chef  et  etre  ainsi  independant  sur  le  plan  hierarchique  de 
toutes  les  operations  soumises  a  la  verification; 

•  les  verificateurs  internes  ne  devraient  pas  planifier,  concevoir, 
implanter  ou  exploiter  des  systemes  qu'ils  verifieront  par  la  suite; 

•  il  faudrait  que  le  groupe  de  verification  interne  ait  le  soutien  du  sous- 
chef  et  que  ce  soutien  soit  apparent.  Le  mandat  de  verification 
devrait  etre  distribue  de  facon  a  obtenir  un  appui  evident.  Les 
gestionnaires  des  ministeres  devraient  toujours  etre  obliges  d'indiquer 
leur  reaction  aux  constatations  des  verificateurs  internes  en  temps 
opportun;  et 
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•  les  activity  de  verification  effectives  par  le  ministere  ou  en  son  nom 
devraient  etre  integrees  dans  un  seul  groupe  de  verification. 

Dans  plusieurs  ministeres,  le  statut  hierarchique  du  groupe  de  verification  interne 
est  insatisfaisant.  Ceci  entraixie  un  manque  d'independance  et,  par  consequent,  un 
manque  d'objectivite.  Le  groupe  a  souvent  peu  d'importance  au  sein  de  la 
hierarchie  ministerielle,  comme  le  demontre  la  facilite  avec  laquelle  les  unites 
operationnelles  etablissent  d'elles-m§mes  des  activites  de  verification.  Souvent, 
les  rapports  de  verification  n'atteignent  pas  les  gestionnaires  qui  pourraient 
prendre  les  mesures  correctives.  Souvent,  il  arrive  egalement  que  les  groupes  de 
verification  interne  servent  a  des  fonctions  de  reservoir  commode  de  dotation  et 
participent  aux  operations  des  fonctions  ministerielles  qu'ils  sont  appeies  a 
verifier. 

Au  ministere  du  Revenu  national  -  Douanes  et  Accise,  a  la  Commission  de  l'emploi 
et  de  l'immigration  du  Canada,  au  ministere  des  Communications,  ainsi  qu'au 
ministere  des  Transports,  le  chef  du  groupe  de  la  verification  interne  releve 
maintenant  directement  du  sous-chef  et  le  mandat  de  ce  groupe  est  bien  connu  de 
toute  la  haute  direction.  Cette  situation  hierarchique,  assez  recente  dans  ces 
ministeres,  devrait  contribuer  notablement  a  augmenter  des  repercussions  du 
travail  des  groupes  de  verification  interne  et  a  leur  donner  l'independance 
essentielle  pour  s'acquitter  d'une  fagon  efficace  de  leurs  responsabilites. 

Ressources  prof essionnelles.  Le  groupe  de  verification  interne  devrait  $tre 
competent  dans  sa  profession  et  avoir  suffisamment  de  ressources  pour  bien 
s'acquitter  de  ses  responsabilites. 

Pour  en  arriver  a  cette  fin: 

•  un  groupe  de  verification  interne  devrait  etre  dirige  par  un  profession- 
nel  hautement  qualifie  et  compose  de  verificateurs,  ayant  les 
competences  techniques  necessaires  afin  de  repondre  a  la  diversite  des 
disciplines  representees  dans  les  verifications  integrees;  et 

•  les  verificateurs  internes  devraient  maintenir  leur  competence  tech- 
nique a  l'aide  de  1'education  permanente. 

Pour  obtenir  et  conserver  des  normes  de  verification  toujours  eievees,  le 
Controleur  general  devrait  suivre  la  formation  et  le  perfectionnement  des 
verificateurs  des  ministeres  et  participer  a  la  nomination  des  verificateurs  de 
niveau  superieur. 

Plusieurs  des  groupes  de  verification  se  concentrent  actuellement  sur  des 
verifications  financieres  de  nature  courante,  car  ils  n'ont  pas  de  verificateurs 
pouvant  effectuer  des  verifications  selon  le  principe  de  la  valeur  recue  en 
contrepartie  de  l'argent  depense,  ou  d'examiner  des  systemes  automatises 
complexes.  Peu  de  ministeres  ont  des  plans  de  perfectionnement  a  1'intention  de 
leurs  employes  et  meme  lorsqu'il  y  en  a,  on  n'y  consacre  pas  suffisamment  de 
temps. 
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Rendement  du  travail  de  verification.  II  faut  definir  des  normes  appropriees  de 
rendement  qui  doivent  etre  respect ees  pour  chaque  tache  de  verification. 

On  peut  s'attendre  a  des  ameliorations  du  rendement  du  travail  de  verification  si: 

•  on  se  conforme  a  des  normes  qui  touchent  tous  les  aspects  de  la 
verification  integree; 

•  on  etablit  des  methodes  et  procedes  appropries  de  verification  qui  se 
retrouveront  dans  un  manuel  de  verification; 

•  les  decisions  sur  la  nature,  le  champ  d'application  et  1'echeancier  des 
procedes  et  sondages  de  verification  se  fondent  sur  une  evaluation  des 
systemes  de  controle  interne  dans  les  ministeres;  et 

•  les  documents  de  travail  de  verification  indiquent  clairement  le 
processus  de  verification  et  appuient  les  constatations. 

Plusieurs  ministeres  ne  peuvent  etre  certains  que  les  verifications  s'effectuent  de 
facon  appropriee  car  les  normes  de  rendement  n'ont  pas  ete  definies.  Souvent, 
rien  ne  prouve  que  le  travail  a  ete  surveilie  et  que  l'on  a  revu  les  documents  du 
travail  de  verification.  On  utilise  rarement  des  methodes  etablies  pour  diriger  les 
employes  de  verification.  En  general,  les  constatations  sont  mal  consignees  et 
certains  rapports  de  verification  examines  lors  de  1'etude  n'avaient  aucun 
document  de  travail  a  1'appui.  Les  dossiers  de  verification  ont  rarement  un 
systeme  de  classement  permettant  de  s'assurer  que  l'on  accomplit  tous  les 
procedes,  que  l'on  peut  recuperer  les  donnees  ulterieurement  et  que  l'on  peut 
presenter  des  preuves  si  les  constatations  sont  mises  en  doute. 

Le  Controleur  general  a  donne  des  lignes  directrices  pour  la  verification  financiere; 
il  faudrait  qu'elles  s'etendent  a  tous  les  aspects  de  la  verification  integree. 

Presentation  de  rapport  sur  les  constatations  de  la  verification.  Desresultats  de  la 
verification  devraient  etre  presenters  dans  un  rapport  officiel  permettant 
d'apporter  des  changements  constructifs,  etre  discutes  avec  les  gestionnaires  en 
cause  et  &tre  presenters  au  temps  opportun  au  sous-chef  et  a  son  comite  de 
verification. 

II  faudrait  discuter  les  ebauches  de  rapports  de  verification  avec  le  chef  de 
l'organisation  en  cause  avant  d'etablir  la  version  finale  qui  devrait  contenir  ses 
commentaires. 

Les  rapports  de  verification  devraient  etre  aussi  clairs  et  objectifs  que  possible 
pour  aider  la  direction  a  evaluer  l'importance  des  problemes  rapportes.  II  faudrait 
divulguer  les  limites  de  la  portee  de  la  verification.  II  faudrait  egalement  indiquer 
clairement  les  criteres  de  mesure  ou  devaluation  utilises. 
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II  faudrait  adresser  les  rapports  de  verification  au  sous-chef  avec  une  lettre 
d'accompagnement  attirant  son  attention  sur  les  questions  les  plus  importantes.  II 
faudrait  egalement  en  faire  parvenir  des  copies  aux  membres  du  comite  de 
verification.  Le  groupe  de  verification  interne  devrait  systematiquement  faire  le 
suivi  des  constatations  de  verification  et  en  aviser  le  sous-chef  si  l'on  ne  prend  pas 
des  mesures  adequates  pour  resoudre  les  cas  ayant  deja  fait  l'objet  d'un  rapport. 
Ceci  est  particulierement  important  pour  etablir  et  maintenir  un  controle  efficace 
de  la  gestion  par  le  sous-chef  et  les  membres  de  la  haute  direction  des  ministeres. 

Dans  le  rapport  sur  les  constatations  de  la  verification,  nous  avons  releve  plusieurs 
lacunes  communes  a  de  nombreux  ministeres,  y  compris  ce  qui  suit: 

•  des  rapports  etaient  publies  longtemps  apres  la  fin  du  travail  de 
verification,  ce  qui  enlevait  beaucoup  de  valeur  aux  renseignements. 
Dans  ces  cas,  les  rapports  peuvent  difficilement  contribuer  a  des 
changements  constructifs; 

•  des  problemes  n'etaient  pas  indiques  de  fagon  adequate  et  leur 
importance  n'etait  pas  clairement  enoncee; 

•  des  restrictions  affectant  la  portee  de  la  verification  n'etaient  pas 
declares,  ce  qui  pouvait  donner  un  faux  sens  de  securite  a  la  gestion 
en  laissant  croire  que  la  verification  avait  eu  beaucoup  plus  de  portee 
qu'elle  n'en  avait  eu; 

■  des  rapports  etaient  adresses  a  des  fonctionnaires  autres  que  le  sous- 

chef  ou  le  comite  de  verification,  et  on  etait  incertain  que  les 
constatations  soient  parvenues  au  sous-chef.  Souvent,  le  destinataire 
n'avait  pas  le  pouvoir  de  prendre  des  mesures  correctives;  et 

•  des  constatations  des  verificateurs  n'etaient  pas  suivies  systematique- 
ment  afin  de  determiner  quelles  avaient  ete  les  mesures  prises. 

Utilite  de  comites  de  verification.  Les  groupes  de  verification  devraient  pouvoir 
faire  appel  a  la  direction  et  au  soutien  d'un  comite  de  verification  compose  de 
cadres  superieurs  et  de  personnes  suffisamment  competentes  de  Vexterieur  du 
ministere  pour  apporter  encore  plus  d'objectivite.  De  preference,  le  sous-chef  ou 
une  personne  de  semblable  importance,  que  ce  soit  a  Vinterieur  ou  a  Vexterieur  de 
la  fonction  publique  devrait  presider  le  comite. 

Le  sous-ministre  devrait  nommer  un  comite  de  verification  comprenant  des  cadres 
superieurs  et  des  personnes  de  l'exterieur  ayant  les  competences  voulues.  Ce 
comite  pourrait  guider  et  soutenir  le  groupe  de  verification,  c'est-a-dire: 

•  approuver  les  plans  et  programmes  de  verification; 

•  s'assurer  que  l'on  envisage  tous  les  programmes  et  toutes  les  activites 
du  Ministere  lors  du  choix  des  domaines  de  verification; 
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•  discuter  des  rapports  et  des  constatations  des  verificateurs  et 
determiner  comment  appliquer  les  constatations  d'un  domaine  a  un 
autre; 

•  voir  a  ce  que  l'on  prenne  des  mesures  correctives  ou  preventives  selon 
les  constatations  de  la  verification; 

•  examiner  les  questions  que  souleve  le  Bureau  du  verificateur  general; 

•  ^valuer    si     les     ressources     sont    adequates    pour    les    activites    de 
verification;  et 

•  donner   des    conseils    sur   la   nomination   du   chef   et   des   membres   du 
groupe  de  verification  interne. 

Ceci  est  particulierement  important  afin  que,  dans  toute  ^organisation,  soit 
reconnue  I'imputabilite  de  chaque  gestionnaire  visant  la  depense  economique,  de 
bon  rendement  et  efficace  des  fonds  publics.  Une  pratique  recommandee  et 
hautement  souhaitable  serait  la  presence  a  intervalle  aux  reunions  du  comite  de 
verification  du  Ministre  ou  de  son  representant  immediat,  peut-etre  son  secretaire 
parlementaire.  Ceci  demontrerait  1'importance  de  I'imputabilite  des  gestionnaires 
vis-a-vis  le  gouvernement,  le  Parlement  et  en  fin  de  compte  vis-a-vis  les 
contribuables  du  controle  efficace  et  de  la  saine  administration  des  deniers 
publics. 

Certains  ministeres  n'ont  pas  encore  mis  sur  pied  un  comite  de  verification.  Dans 
certains  ministeres  ou  ces  comites  existent,  ils  ne  s'acquittent  pas  de  leurs 
responsabilites  et,  dans  d'autres  cas,  leur  mandat  est  mal  defini. 

Le  ministere  des  Transports  a  recemment  revise  le  mandat  de  son  comite  de 
verification  afin  d'inclure  toutes  les  responsabilites  appropriees.  En  plus  du  sous- 
ministre  comme  president  et  d'autres  gestionnaires  superieurs  du  Ministere  on  a 
nomme  un  cadre  supeneur  d'un  autre  ministere  sur  le  comite.  Des  representants 
du  Bureau  du  controleur  general  et  du  Bureau  de  la  verification  sont  invites  a 
assister  a  n'importe  quelle  reunion  mensuelle.  Le  ministere  du  Revenu  national 
Douanes  et  Accise  a  egalement  nomme  recemment  un  comite  de  verification  avec 
un  solide  mandat. 


Soutien  et  orientation  de  la  direction 

Pour  une  verification  interne  efficace,  il  est  essentiel  d'avoir  des  groupes  de 
verification  integres  et  des  pratiques  de  verification  de  meilleure  qualite. 
Cependant,  l'ameiioration  des  structures  d'organisation  et  des  techniques  seules  ne 
suffit  pas.  La  valeur  des  efforts  substantiels  deja  consacres  a  la  verification 
interne  continuera  d'etre  insatisfaisante  jusqu'a  ce  que  les  sous-chefs  et  leurs 
gestionnaires  superieurs  apprecient  les  avantages  a  etre  tires  d'une  verification 
integree  bien  faite.  Des  gestionnaires  peu  competents  pourraient  percevoir  la 
verification  interne  comme  une  menace,  ceci  ne  peut  etre  evite,  mais  les  bons 
gestionnaires  devraient  voir  cette  verification  comme  moyen  d'augmenter  leurs 
aptitudes  a  controler  le  rendement. 
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Au  niveau  des  ministeres.  A  quelques  exceptions  importantes  pres,  la  haute 
direction  n'a  jamais  apprecie"  les  avantages  possibles  de  la  verification  interne  et  a 
porte  peu  d'attention  a  la  qualite  de  la  verification  qui  existe  au  sein  de  leurs 
ministeres.  En  corollaire,  il  y  a  eu  un  manque  de  soutien  et  de  direction  dans  les 
activites  de  verification.  II  en  resulte  une  certaine  confusion  dans  les  ministeres 
sur  la  nature  de  la  verification  et  du  travail  des  verificateurs  et  sur  la  facon 
d'organiser  le  groupe  pour  en  tirer  le  plus  grand  profit.  La  plupart  des  ministeres 
ont  intentionnellement  limite  leurs  activites  de  verification  a  des  verifications 
internes  financieres  qui  sont  inadequates  dans  le  contexte  actuel,  surtout  si  l'on 
considere  l'accent  beaucoup  plus  grand  que  le  Parlement  a  place  sur  la  verification 
portant  sur  la  valeur  recue  en  contrepartie  de  l'argent  depense  par  l'adoption  de  la 
Loi  sur  le  verificateur  general. 

L'attitude  predominante  envers  des  verifications  en  est  souvent  une  de  ressenti- 
ment  plutot  que  l'appreciation  de  la  contribution  que  peut  apporter  la  verification, 
afin  que  les  programmes  du  gouvernement  soient  accomplis  non  seulement  avec 
honnetete  mais  egalement  en  tenant  compte  de  l'economie,  de  l'efficacite  et  du 
rendement.  Ce  genre  d'attitude  entrafhe  chez  les  verificateurs  eux-memes  des 
reactions  inevitables  sur  leur  role  et  l'importance  de  leur  travail.  Si  une 
evaluation  objective  et  les  critiques  constructives  sont  mal  accueillies,  le  travail 
des  verificateurs  peut  difficilement  les  satisfaire  et  il  en  resulte  que  les  meilleurs 
verificateurs  s'en  aillent.  II  en  resulte  un  cercle  vicieux.  La  tache  de  modifier  les 
opinions  de  la  gestion  quant  a  la  fonction  de  verification  sera  difficile;  et  il  faudra 
des  directives  centrales  fermes  des  sous-chefs  ainsi  que  du  Controleur  general  du 
Canada. 

On  a  deja  fait  quelques  pas  afin  d'ameiiorer  la  situation.  En  mai  et  en  juin  de 
cette  annee,  une  serie  de  seances  d'information  eut  lieu  pour  renseigner  les  sous- 
ministres  du  progres  des  verifications  effectuees  cette  annee  par  notre  Bureau. 
Les  reactions  affirmatives  a  ces  recommandations  d'integrer  et  d'augmenter 
l'importance  de  la  fonction  de  verification  interne  sont  encourageantes. 

Par  le  Conseil  du  Tresor.  Jusqu'a  maintenant,  le  soutien  de  l'organisme  central 
pour  les  verifications  internes  a  ete  sporadique  et  souvent  contradictoire.  Au 
debut  de  1978,  j'ai  rencontre  le  Secretaire  du  Conseil  du  Tresor,  afin  de  discuter 
du  besoin  de  coordonner  les  activites  de  verification  et  devaluation  a  la  fois  au 
sein  du  Conseil  du  Tresor  et  des  ministeres.  On  n'a  pris  aucune  mesure  immediate 
car  on  considerait  que  cette  question  etait  plutot  du  ressort  du  nouveau 
Controleur  general.  Peu  apres  sa  nomination  et  dans  le  cadre  de  la  reorganisation 
du  Secretariat  du  Conseil  du  Tresor,  le  Controleur  general  a  ete  rendu  responsable 
de  la  Direction  de  1'administration  financiere,  responsabilite  qui  comprend 
revaluation  de  la  conformite  des  ministeres  a  la  politique  du  Conseil  du  Tresor  sur 
1'administration  financiere.  On  lui  a  egalement  affecte  I'ancienne  division  de  la 
Planification  responsable  de  revaluation  de  la  conformite  des  ministeres  aux 
politiques  du  Conseil  du  Tresor  sur  la  mesure  du  rendement  et  revaluation  de 
l'efficacite.  Nous  croyons  savoir  egalement  que  le  Controleur  general  aura  a 
cause  de  sa  fonction  la  responsabilite  au  nom  du  Secretaire  du  Conseil  du  Tresor, 
de  la  coordination  des  activites  devaluation  de  d'autres  directions  du  Secretariat 
du  Conseil  du  Tresor,  y  compris  la  conformite  aux  politiques  du  Conseil  du  Tresor 
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sur  l'administration  et  le  personnel.  A  la  fin  de  cette  reorganisation  et  de  cette 
reaffectation  des  responsabilites,  il  devrait  y  avoir  une  base  solide  permettant 
d'obtenir  des  lignes  directrices  de  l'organisme  central  pour  effectuer  des 
verifications  completement  integrees. 

II  est  primordial  de  mettre  au  point  une  fonction  de  verification  interne  bien 
organised  et  solide,  ayant  des  employes  competents  et  motives  qui  effectueraient 
une  verification  integree  sous  les  ordres  d'un  bon  chef  et  qui  seraient  guides  par  un 
comite  de  verification  constitue  de  facon  adequate.  C'est  l'une  des  meilleures 
facons  de  s'assurer  que  les  ressources  financieres,  materielles  et  humaines 
confiees  au  gouvernement  par  le  Parlement  et  aux  gestionnaires  par  le 
gouvernement  soient  bien  administrees,  compte  tenu  de  l'economie,  de  l'efficacite 
et  du  rendement.  II  est  egalement  important  de  s'assurer  qu'au  moyen  d'une  bonne 
coordination  et  d'une  confiance  appropriee  envers  la  fonction  de  verification 
interne,  le  travail  de  notre  Bureau  se  fait  de  facon  economique,  efficace  et  avec 
un  bon  rendement.  Malheureusement,  les  constatations  decoulant  de  notre 
examen  nous  empechent  de  nous  fier  actuellement  a  plusieurs  groupes  de 
verification  interne.  Dans  mes  prochains  Rapports  au  Parlement,  cet  aspect  vital 
d'un  systeme  efficace  de  gestion  et  de  controle  financiers  sera  done  examine  de 
tres  pres. 
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REPORT  OF  THE  AUDITOR  GENERAL 

TO  THE  HOUSE  OF  COMMONS 

FOR  THE  FISCAL  YEAR  ENDED  MARCH  31,  1978 

INTRODUCTION 


The  principal  functions  and  responsibilities  of  the  Auditor  General  of  Canada 
are  set  out  in  the  Auditor  General  Act,  1976-77,  c.  34,  which  came  into  force 
August  1,  1977.  His  responsibilities  in  respect  to  those  Crown  corporations  for 
which  he  has  been  appointed  auditor  are  set  out  in  Sections  76  to  78  of  the 
Financial  Administration  Act,  R.S.,  c.  F-10.  The  Auditor  General  Act  is  included 
as  Appendix  A  to  this  Report  and  the  relevant  sections  of  the  Financial 
Administration  Act  as  Appendix  B. 

In  compliance  with  Section  7  of  the  Auditor  General  Act,  my  Report  for  the 
fiscal  year  ended  March  31,  1978,  is  presented  herewith. 

My  examination  included  general  reviews  of  the  accounting  procedures  and 
such  tests  of  accounting  records  and  other  supporting  evidence  as  were  considered 
necessary  in  the  circumstances.  My  staff  was  provided  with  all  the  information 
and  explanations  required.  I  should  like  to  express  my  appreciation  and  that  of  my 
associates  in  the  Audit  Office  for  the  co-operation  extended  to  us  by  officials  of 
departments,  agencies  and  Crown  corporations. 

The  financial  statements  of  the  Government  of  Canada  for  the  fiscal  year 
ended  March  31,  1978,  which  have  been  prepared  by  the  Receiver  General  for 
Canada  in  accordance  with  the  provisions  of  Section  55  of  the  Financial 
Administration  Act  and  appear  in  Volume  I  of  the  Public  Accounts  of  Canada, 
have  been  examined  by  me  as  required  by  Section  6  of  the  Auditor  General  Act. 
These  statements  and  my  opinion  thereon  are  reproduced  in  Appendix  C  of  this 
Report. 

My  staff  has  reviewed  the  findings,  observations  and  recommendations 
contained  in  this  Report  with  the  appropriate  government  officials  and  I  have 
discussed  the  key  issues  of  government-wide  significance  with  the  President  of  the 
Treasury  Board,  the  Comptroller  General  and  the  Secretary  of  the  Treasury  Board. 
Reproduced  on  the  following  pages  is  the  complete  text  of  a  letter  dated  October 
13,  1978,  from  the  President  of  the  Treasury  Board,  the  Honourable  Robert 
Andras,  P.C.,  M.P.,  in  which  he  provides  a  formal  response  to  the  key  government- 
wide  issues.  My  reply  to  Mr.  Andras  dated  October  17,  1978,  is  reproduced 
following  his  letter. 
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President  of  The  Treasury  Board      Le  President  du  Conseil  du  Tresor 


October  13,  1978 


Mr.  J.J.  Macdonell, 
Auditor  General  of  Canada, 
240  Sparks  Street, 
Ottawa,  Ontario. 
K1A  0G6 

Dear  Mr.  Macdonell: 

I  would  like  to  summarize,  for  publication  in  your  1978  Report 
to  Parliament,  my  formal  response  to  the  information  which  you  have 
imparted  to  my  senior  officials  and  myself  concerning  your  forthcoming 
audit  findings  and  observations. 

Primarily,  our  discussions  have  centered  on  the  opinions  which 
you  have  formed  as  a  direct  result  of  the  "Study  of  Procedures  in  Cost 
Effectiveness"  (SPICE),  which  your  Office  conducted  over  the  past  two 
years  in  Departments  and  Agencies  of  the  federal  public  service.   There 
have  also  been  discussions  of  your  views  on  the  future  quality  and 
coverage  of  the  internal  audit  function  in  Departments  and  Agencies. 

In  view  of  the  likely  significance  of  your  observations  to 
Parliament,  I  welcome  this  opportunity  to  outline  some  of  the  major 
initiatives  relevant  to  your  findings  which  have  already  been  taken  by 
both  the  Treasury  Board  Secretariat  and  the  new  Office  of  the  Comptroller 
General. 

With  the  full  support  and  approval  of  the  Treasury  Board  Ministers 
the  Comptroller  General,  in  close  cooperation  with  the  heads  of  major 
Departments  and  Agencies,  has  commenced  a  comprehensive  review  of  their 
financial  administrative  and  control  activities.   The  twenty  Departments 
which  have  been  selected  for  the  initial  review,  utilize  the  major 
portion  (70%)  of  current  budgetary  expenditures.   The  second  phase  of 
this  review  will  cover  the  balance  of  the  organizations  which  form  the 
Government  of  Canada's  accounting  entity. 

The  scope  of  this  review  has  been  extended  to  include  the 
operational  planning  and  control  activities  which  I  know  you  agree  are  so 
basic  to  the  exercise  of  good  financial  control.   In  this  connection,  a 
careful  examination  will  be  made  of  the  extent  and  quality  of  performance 
measurement  and  program  evaluation  activities  carried  out  by  Departments 
and  Agencies  in  response  to  Treasury  Board  directives  and  guidelines  issued 
in  1976  and  1977. 
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The  purpose  of  these  reviews  is  to  establish  agreement,  with  each 
Department,  on  the  specific  actions  which  are  considered  appropriate  to 
accomplish  improvements  across  the  spectrum  of  financial  administrative  and 
related  operational  planning  and  control  practices,  wherever  the  need  for 
such  improvements  is  identified.   Such  agreements  on  actions  will  then  be 
reflected  in  appropriate  plans  and  timetables  for  the  execution  of  the 
necessary  work. 

In  the  area  of  the  practices  and  procedures  used  for  the  measurement 
of  efficiency  and  effectiveness,  which  has  been  a  major  focus  of  the  SPICE 
Study  conducted  by  your  Office,  the  reviews  will  result  in  the  establishment 
of  plans  with  each  Department  that  will  provide  a  detailed  understanding  for 
the  ultimate  extension  of  such  procedures  to  all  those  operations  and 
programs  of  Government  where  they  may  appropriately  and  reasonably  be 
applied.   The  priorities  for  this  work  will  be  established  by  application 
of  the  following  four  criteria: 

(1)  importance  in  terms  of  departmental  or  ministerial 
priorities; 

(2)  the  relative  ease  of  conducting  the  evaluations,  -  the 
easiest  programs  will  be  evaluated  first; 

(3)  the  size  of  the  program,  -  larger  value  ones  will  be 
considered  first;  and 

(4)  the  expected  cost  of  the  evaluation  in  relation  to  the 
size  of  the  program. 

These  plans  and  their  timetables,  when  completed,  will  be  made 
available  to  you,  and  thus  to  Parliament,  as  evidence  of  actions  that  are 
responsive  to  the  type  of  problems  in  economy,  efficiency  and  effectiveness 
evaluations  that  will  be  identified  in  your  Report.   In  accordance  with 
the  Comptroller  General's  mandate  and  responsibility  for  the  further 
development  and  maintenance  of  existing  Treasury  Board  policies  and  directives 
in  this  complex  area,  his  Office  will  also  use  these  plans  and  timetables  to 
monitor  the  improvements  that  will  be  accomplished  by  Departments  and 
Agencies  over  time. 

These  reviews  will  also  enable  the  Treasury  Board  to  approve  plans 
established  within  each  Department  for  the  development  of  their  internal  audit 
capabilities.   This  planning  process  will  begin  in  the  1979-80  fiscal 
year.   Such  plans  will  not  be  restricted  solely  to  the  development  of 
internal  financial  audit  capability,  but  will  also  include  the  internal 
audit  coverage  of  other  equally  important  management  functions  such  as 
"operational"  or  "managerial"  audit  activities  and  of  course,  departmental 
adherence  to  all  Treasury  Board  policies  and  guidelines.   The  adequacy  of 
the  total  internal  audit  function  will  be  assessed  in  terms  of  its  scope, 
the  appropriateness  of  skills  and  staff  resources  available,  the  professional 
conduct  of  such  staff,  the  independence  of  the  audit  function  and  the 
priorities  established  in  internal  audit  work  programs  by  Departments. 
Such  plans  will  be  made  available  to  your  Office,  in  the  knowledge  that 
they  will  be  of  assistance  to  you  in  the  future  planning  and  scheduling 
of  your  audit  activities. 
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On  the  particular  issue  of  the  planning  of  capital  acquisitions, 
which  is  another  aspect  of  the  SPICE  examination,  in  July  1978  the 
Treasury  Board  issued  a  new  policy  and  guidelines  on  the  management  of 
major  crown  projects.   The  essence  of  this  important  document  will  be 
reiterated  in  a  forthcoming  Treasury  Board  Circular  covering  the  approval 
of  all  capital  projects.   I  have  also  instructed  the  Treasury  Board 
Secretariat  to  prepare  guidelines  on  the  selection  and  remuneration  of 
qualified  project  leaders  for  major  crown  projects  for  further  consideration 
by  Treasury  Board. 

I  have  noted  carefully  your  comments  concerning  the  desirability 
of  establishing  "departmental  comptrollers".   As  you  know,  I  have  supported 
this  concept  in  the  past.   The  task  now  is  to  evolve  towards  such  an 
organizational  form  and  to  develop  it,  so  that  it  may  accommodate  the 
particular  needs  of  individual  Departments  and  Agencies. 

Your  discussions  have  covered  a  variety  of  other  topics  which 
will  be  the  subject  of  observations  in  your  forthcoming  Report.   I  would 
like  to  comment  briefly  on  the  important  government-wide  issues  of  the 
future  form  of  the  Estimates,  and  your  comments  on  the  desirability  of 
charging  Departments  for  the  accommodation  that  they  occupy. 

With  respect  to  the  future  form  of  the  Estimates,  we  have 
discussed  the  major  study  of  this  matter  that  has  been  undertaken  by  the 
Treasury  Board  Secretariat.   The  first  objective  of  this  study  is  to  provide 
an  improved  communication  to  Parliament  of  government  expenditure  plans  and 
the  necessary  parliamentary  authorities  needed  for  their  execution.   The 
second  objective  is  to  improve  the  linkage  between  the  Estimates  and  the 
operational  plans  of  program  managers.   To  achieve  both  objectives 
satisfactorily  is  clearly  a  complex  task.   Because  of  this,  the  study 
team  has  been  instructed  to  conduct  a  comprehensive  review  of  the  issue 
taking  into  account  the  views  and  advice  of  all  major  users  of  the  Estimates. 
The  work  which  has  been  undertaken  by  your  Office  and  the  reactions  of  the 
parliamentarians  to  the  options  which  you  will  display  to  them  will 
therefore  be  of  great  assistance  to  both  the  study  team  and  the  Government 
in  the  formulation  of  its  proposals  to  Parliament  on  this  important  issue. 

The  question  of  accommodation  charges  was  the  subject  of  intense 
study  by  the  Executive  during  1974  and  1975  and  a  decision  was  taken  at 
that  time  not  to  implement  any  internal  charging  system  for  accommodation 
occupied  by  Departments  and  Agencies.   Instead,  it  was  decided  that  an 
improved  display  of  accommodation  costs  in  the  Estimates  and  accounts  of 
both  the  Department  of  Public  Works  and  user  Departments  would  improve  the 
control  and  accountability  for  accommodation  services.   Your  current  comments 
however,  taken  in  conjunction  with  those  of  the  Standing  Committee  on  National 
Finance  have  led  me  to  request  a  review  of  the  basis  for  that  decision. 

In  conclusion,  I  trust  that  you  will  agree  that  these  plans  which  I 
have  briefly  summarized  are  the  most  suitable  way  to  effect  improvements  in 
the  financial  and  related  operational  control  practices  of  the  federal  public 
service,  an  objective  which  I  can  assure  you  is  fully  supported  by  both  the 
Executive  and  the  operating  Departments  and  Agencies  which  serve  it. 


Yours  sincerely, 


Robert  Andras. 
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AUDITOR  GENERAL  OF  CANADA 


VERIFICATEUR  GENERAL  DU  CANADA 


240   Sparks   Street, 
Ottawa,    Ontario. 
K1A   0G6 

October   17,    1978 


The   Honourable  Robert   Andras,    P.C.,    M.P., 
President   of    the  Treasury  Board, 
House   of   Commons, 
Ottawa,    Ontario. 

Dear  Mr.    Andras, 

Your  letter  of  October  13  is  a  constructive  and  welcome 
response  to  the  government-wide  observations  and  recommendations  that  my 
current  annual  Report  brings  to  the  attention  of  Parliament. 

As  you  and  your  officials  know,  the  main  thrust  of  most  of 
the  government-wide  and  departmental  observations  and  recommendations  in  my 
1978  Report  is  to  promote  a  greater  sense  of  awareness  and  accountability 
for  the  economical,  efficient  and  effective  use  and  management  of  public 
funds  and  resources.   In  your  letter,  you  refer  particularly  to  our  Study  of 
Procedures  in  Cost  Effectiveness  which  has  become  known  by  the  acronym  SPICE. 
Through  this  government-wide  study,  which  has  generated  a  remarkable  degree 
of  interest  on  the  part  of  many  officials,  my  Office  has  introduced  systematic 
value-f or -money  (VFM)  auditing  of  government  expenditures  on  behalf  of 
Parliament  as  required  by  the  new  Auditor  General  Act  proclaimed  last  year. 
As  the  results  of  our  early  SPICE  studies  began  to  accumulate  and  give  added 
weight  to  findings  arising  from  our  regular  audit  programs  and  our  other 
special  government-wide  studies  conducted  during  the  last  several  years,  I 
became  more  and  more  concerned  -  and  troubled  -  by  the  mounting  evidence  of  a 
widespread  lack  of  due  regard  to  economy  and  efficiency  and  of  insufficient 
attention  to  systematic,  well-founded  evaluations  of  program  effectiveness. 

It  was  clear  that  in  many  departments  the  functional  and 
technical  support  given  to  deputy  heads  and  program  managers  was  inadequate 
for  enabling  them  to  discharge  satisfactorily  their  resource  management 
responsibilities.   It  was  equally  apparent  that  most  deputy  heads  were  not 
really  aware  of  this  serious  situation  and  that  they  saw  effective  resource 
management  as  having  much  lower  priority  than  their  other  key  responsibilities. 
The  programs  described  in  your  letter  address  these  fundamental  issues  directly. 
They  should  ultimately  redress  the  situation  if  pursued  with  vigour  and 
appropriate  resources  and  if  given  continued,  demonstrable  support  by  the 
Government  and  a  supportive  and  cooperative  response  by  senior  officials  and 
managers  at  all  levels. 
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I  am  confident  that  such  responses  will  be  forthcoming 
in  good  measure,  based  on  the  keenly  interested  and  constructive  attitude 
displayed  in  a  series  of  meetings  that  I  held  in  May  1978  with  groups  of 
deputy  heads  to  acquaint  them  firsthand  with  the  results  of  our  value-for- 
money  audits  and  other  special  examinations  this  year,  including  our  analysis 
of  internal  audit/evaluation/review  capabilities.   Most  of  the  discussions 
centred  around  our  more  important  recommendations  and  the  actions  that  deputy 
heads  could  initiate  reasonably  promptly  to  remedy  the  deficiencies  our 
studies  revealed.   It  was  clear  that  our  findings  were  of  concern  to  these  top 
officials  and  particularly  so  at  a  time  of  economic  stress  when  significant 
reductions  in  government  expenditures  were  in  prospect.   Their  concerned  and 
supportive  attitude  has  already  been  demonstrated  in  a  number  of  instances  by 
significant  actions  to  strengthen  resource  management. 

In  my  1975  Report,  I  was  highly  critical  of  the  quality  of 
internal  financial  auditing  throughout  government.   Because  little  had  been 
done  in  most  departments  to  improve  the  situation,  this  year  we  conducted  a 
government-wide  review  of  internal  auditing  -  both  financial  and  operational  - 
to  find  out  whether  good  value  was  being  obtained  for  the  money  expended. 
Preliminary  results  confirmed  that  a  multiplicity  of  audits  and  evaluations 
were  being  conducted  for  various  purposes  by  various  agencies  and  that  they  were 
largely  uncoordinated  and  in  many  cases  ineffective.   Many  departmental  managers 
felt  that  little  or  no  apparent  benefit  resulted  from  these  audits  and  begrudged 
the  substantial  amounts  of  their  time  spent  coping  with  inquiries  from  a 
plethora  of  auditors.   Clearly  the  total  government  audit/evaluation/review 
effort  could  not  be  really  cost  effective  or  supportive  of  management  until  it 
was  properly  integrated,  coordinated  and  upgraded. 

I  conveyed  these  findings  (described  in  Chapter  12  of  my  Report 
entitled  Comprehensive  Internal  Auditing  Within  Government  -  A  Recommended 
Approach)  to  the  deputy  heads  at  our  meetings  in  May  and  stressed  that  this 
major  recommended  reform  to  improve  resource  management  could  be  implemented 
within  their  own  authority  and  largely  within  their  own  resources.   The  results 
to  date  have  been  encouraging.   For  example,  some  departments  have  established 
audit  committees  under  the  chairmanship  of  the  deputy  head  and  have  consolidated 
the  departmental  internal  audit/evaluation/review  activities  under  one  senior 
official  responsible  directly  to  the  deputy  head.   As  you  know,  the  Secretary  of 
the  Treasury  Board  and  the  Comptroller  General  have  taken  similar  steps  to 
integrate  and  coordinate  audit  and  evaluation  activities  conducted  by  the 
Treasury  Board. 

I  have  cited  the  foregoing  in  some  detail  because  our 
recommendations  on  internal  audit/evaluation/review  can  be  implemented  reasonably 
quickly  and,  in  quite  a  few  cases,  without  a  need  for  any  significant  additional 
resources.   Your  indicated  support  of  departmental  initiatives  to  enhance 
resource  management  effectiveness,  and  the  approval  of  the  Treasury  Board  of 
plans  to  implement  them,  will  add  momentum  to  the  overall  reform  program  to 
which  your  letter  refers. 
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A  start  has  already  been  made  on  another  important  aspect  of 
the  overall  program  -  the  designation  of  appropriately  qualified  Departmental 
Comptrollers  -  to  which  you  initially  gave  your  support  in  the  House  of 
Commons  on  December  9,  1976.   As  stated  in  your  letter,  the  task  now  is  to 
evolve  towards  such  an  organizational  form  and  to  develop  it  to  accommodate 
the  particular  needs  of  individual  departments  and  agencies.   The  recognition 
of  this  function  and  its  staffing  by  highly  qualified  and  experienced  persons 
is  a  key  element  in  the  continued  progress  towards  an  effective  financial 
management  and  control  system  to  which  you  and  your  ministerial  colleagues  are 
dedicated . 

Other  more  complex  aspects  of  the  reform  program  admittedly 
will  require  time  to  accomplish.   These  include  the  comprehensive  review  of 
the  financial  administrative  and  control  activities  of  departments  and  agencies 
which  has  been  launched  by  the  Comptroller  General,  the  development  of  more 
meaningful  financial  information  for  Parliament,  the  improvement  of  the  linkage 
between  the  Estimates  and  the  operational  plans  of  program  managers,  and  other 
substantive  matters  in  my  1978  Report  and  referred  to  in  your  letter  of 
October  13.   But  the  support  of  the  Government  and  Parliament  to  the  objectives 
of  these  reforms  and  to  improvements  in  financial  and  related  operational 
control  practices  of  the  federal  public  service  should  ensure  their  ultimate 
attainment. 

Following  the  established  practice  of  the  past  several  years 
and  in  response  to  the  stated  request  of  the  Standing  Committee  on  Public 
Accounts,  I  shall  continue  to  follow  closely  the  various  aspects  of  the  programs 
to  implement  recommended  changes  which  have  been  agreed  on  and  will  be  reporting 
on  their  progress  in  future  reports  to  the  House  of  Commons.   In  this  connection, 
your  letter  of  October  13  setting  out  the  Government's  position  and  plans  with 
regard  to  the  more  significant  recommendations  will  be  particularly  helpful.   I 
appreciate  very  much  your  precedent-setting  action  in  making  it  available  to  me 
for  inclusion  in  the  Centennial  Annual  Report  of  the  Auditor  General  to  the 
House  of  Commons. 

Yours  sincerely, 
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Matters  of  Special  Importance  and  Interest 


1 
MATTERS  OF  SPECIAL  IMPORTANCE  AND  INTEREST 


As  the  seventh  Auditor  General  of  Canada  since  the  office  was 
established  in  1878,  I  am  privileged  to  present  this  100th  annual  Report  to  the 
House  of  Commons. 


LI  Recent  Reports  presented  the  results  of  the  Financial  Management  and 

Control  Study  (1974-76)  and  the  Computer  and  Information  Systems  Evaluation 
(1976-77),  which  together  produced  more  than  60  significant  recommendations  of 
a  government-wide  nature  and  hundreds  of  recommendations  at  the  level  of 
departments  and  Crown  corporations.  The  most  important  of  these  recommenda- 
tions was  implemented  on  April  2,  1978,  by  the  appointment  of  the  Comptroller 
General  of  Canada. 


L2  From  the  standpoint  of  the  accountability  of  public  servants  to  the 

Government  and  of  the  Government  to  Parliament,  however,  I  consider  that  the 
findings  and  recommendations  of  the  Study  of  Procedures  in  Cost  Effectiveness 
(SPICE)  conducted  during  the  last  18  months  are  as  important  as  any  I  have 
reported  to  Parliament  during  my  term  of  office  and  may  well  be  as  important  as 
any  reported  to  Parliament  since  the  Audit  Office  was  established  one  hundred 
years  ago.  This  first  reporting  on  value-for-money  auditing  is  contained  in  this 
centennial  Report  which  also: 

introduces  a  plan  for  cyclically  programmed  comprehensive 
auditing  on  behalf  of  Parliament; 

offers  a  key  recommendation  that  the  Government  introduce 
comprehensive  internal  auditing  incorporating  economy,  effici- 
ency and  program  effectiveness  evaluations  in  all  departments; 

illustrates  ways  in  which  better  financial  information  can  be 
presented  to  Parliament;  and 

presents  observations  and  recommendations  arising  from  other 
special  reviews  and  regular  audit  examinations. 


1.3  I  am  concerned  and  troubled  by  the  cumulative  effect  of  what  my  staff 

has  observed  in  regular  audit  programs  and  in  the  special  major  government-wide 
studies  during  the  last  several  years,  capped  by  the  SPICE  project,  which  causes 
me  to  report  to  Parliament  in  accordance  with  the  requirements  of  the  new 
Auditor  General  Act  that: 
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There  is,  in  my  opinion,  widespread  lack  of  due  regard  for  economy  and 
efficiency  in  the  operations  of  the  Government,  and  inadequate  attention  to 
determining  whether  programs  costing  many  millions  of  dollars  are  accomplishing 
what  Parliament  intended. 


IA  It  may  seem  somewhat  venturesome  to  provide  Parliament  with  an 

opinion  on  an  organization  as  large  and  complex  as  the  Government  of  Canada 
based  on  departmental  studies,  however  carefully  conducted,  many  of  which 
involved  essentially  new  methodology  for  the  Audit  Office.  However,  the  findings 
described  in  Parts  1  and  2  of  this  Report,  resulting  from  the  work  of  our  regular 
audit  staff  and  of  the  team  of  more  than  50  senior  and  experienced  representa- 
tives of  the  Office  drawn  from  inside  and  outside  the  public  service  who  carried 
out  our  first  organized  and  systematic  value-for-money  audits  during  some  18 
months,  lead  clearly  to  this  opinion.  It  is  in  line  with  the  observations  derived 
from  our  general  audit  work  and  special  studies  throughout  the  Government  during 
the  last  several  years. 


Study  of  Procedures  in  Cost  Effectiveness 


Introduction 


1.5  The  Study  of  Procedures  in  Cost  Effectiveness  (SPICE),  begun  in  1976, 

reflects  the  evolution  of  auditing  from  a  mainly  accounting  focus  to  a  broader 
mandate  encompassing  questions  of  "value  for  money".  Under  Section  7(2)  of  the 
Auditor  General  Act,  the  Auditor  General  is  required  to  report  to  Parliament 
cases  where  he  has  observed  that: 

"(d)  money  has  been  expended  without  due  regard  to  economy  or 
efficiency;  or  (e)  satisfactory  procedures  have  not  been  established  to 
measure  and  report  the  effectiveness  of  programs,  where  such 
procedures  could  appropriately  and  reasonably  be  implemented". 

We  addressed  these  responsibilities  through  SPICE,  a  special  project  organized 
within  the  Office  to  develop  methodology  and  prepare  the  first  report  under  the 
value-for-money  mandate. 


1.6  In   each    of    23    departments,    SPICE    teams    raised    questions    about 

management's  attention  to  economy,  efficiency  and  effectiveness.  As  a  result  of 
our  first  departmental  examinations,  we  identified  several  general  areas  of 
management  control  for  further  study.  We  investigated  three  of  these  general 
areas  in  some  detail  and  have  included  the  significant  issues  in  Chapters  3  to  5  of 
this  Report.  Investigations  of  other  management  areas  are  proceeding.  As 
further  significant  issues  emerge,  we  shall  include  them  in  future  annual  Reports. 
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An  Overview 

1.7  Based    on    35    studies   of   selected   aspects   of    management    in    23 

departments,  our  audits  disclosed  significant  weaknesses  in  the  development  and 
use  of  information  needed  to  achieve  economy,  efficiency  and  effectiveness  in 
federal  public  administration. 


1.8  The    studies    which    form    the    basis    for    this    conclusion   have    been 

summarized  in  interim  reports  and  discussed  at  length  with  departmental  program 
managers  and  deputy  heads.  For  the  most  part,  they  responded  promptly, 
positively  and  constructively.  They  initiated  many  improvements,  in  some  cases 
almost  at  once  and  in  others  after  we  completed  our  audit. 


1.9  Three  aspects  of  management  have  been  investigated  in  sufficient 
detail  to  report  government-wide  findings  —  planning  capital  acquisition  projects, 
measuring  and  increasing  efficiency,  and  evaluating  effectiveness. 

Planning  Capital  Acquisition  Projects  (Chapter  3) 

1.10  Within  the  broad  scope  of  "planning",  we  concentrated  on  projects 
involving  the  acquisition  of  capital  assets  such  as  airport  terminals,  office 
buildings  and  major  items  of  equipment.  The  SPICE  project  examined  a  series  of 
capital  projects  with  final  costs  estimated  at  about  $700  million.  By  comparison, 
total  approved  capital  cost  for  all  projects  under  way  in  1977-78  is  estimated  at 
$10,000  million. 


1.11  Based  on  13  SPICE  audits  completed  to  date,  the  capital  acquisition 

process  does  not  come  up  to  a  reasonable  standard  of  "due  regard  for  economy"' 
The  process  suffers  from  a  number  of  shortcomings  which  in  total  indicate  that 
resources  of  an  appropriate  quality  were  not  acquired  at  a  minimum  cost. 


1.12  Our  findings  are  not  uniform   across  all  projects  examined.     Defi- 

ciencies that  affected  one  project  may  not  have  appeared  in  another.    Two  of  the 
13  projects  demonstrated  reasonable  regard  for  economy. 


1.13  Our  audits  indicate  that  by  and  large  a  reasonable  process  was  not 

followed  in  planning  and  carrying  out  capital  projects.  In  previous  Reports,  I 
commented  on  the  natural  tendency  for  a  program  manager  to  advocate  proposals 
for  new  initiatives  in  response  to  incentives  that  encourage  larger  and  more  costly 
projects  and  programs.  Under  these  circumstances  it  is  not  surprising  that  there 
have  been  major  expenditures  on  capital  projects  that  might  not  have  been 
authorized  or  might  have  been  authorized  only  on  a  reduced  scale  had  a  reasonable 
planning  process  been  followed.  The  absence  of  appropriate  controls  calls  in 
question  not  only  the  $10,000  million  capital  cost  of  current  projects  but  also 
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operating  and  maintenance  commitments  that  stretch  decades  into  the  future. 
The  Treasury  Board's  recently  issued  Policy  and  Guidelines  on  the  Management  of 
Major  Crown  Projects  is  a  partial  response  that  should  be  strengthened.  More 
important,  however,  is  the  need  for  a  change  of  attitudes.  Ministers  should  always 
be  presented  with  a  balanced  assessment  of  reasonable  alternatives,  never  with  a 
brief  advocating  one  course  of  action. 

Measuring  and  Increasing  Efficiency  (Chapter  k) 

1.1ft  The  review  of  the  quality  and  usefulness  of  performance  measurement 

systems  has  concentrated  on  the  productivity  of  people  in  labour-intensive 
operations.  We  reviewed  controls  over  efficiency  in  each  program  examined  and 
some  audits  have  concentrated  primarily  on  this  question. 


1.15  The  Treasury  Board  Secretariat  has  provided  leadership  in  defining  the 

issues  surrounding  performance  measurement.  Through  its  directives  and 
compliance  reviews,  the  Treasury  Board  has  indicated  the  importance  it  attaches 
to  this  basic  management  responsibility. 


1.16  Our  examination  of  16  performance  measurement  systems  covering 

about  100,000  man-years  in  12  departments  revealed  only  two  systems  that  were 
considered  satisfactory.  Most  of  the  performance  measurement  systems  reviewed 
did  not  play  an  important  part  in  the  program  management  process.  They 
generally  did  not  satisfy  the  information  needs  of  the  operating  manager  who  must 
make  the  day-to-day  decisions  required  to  control  productivity. 


1.17  In  most  operations  we  audited,  management  did  not  know  the  actual 

level  of  efficiency  or  how  much  it  might  be  increased.    In  most  labour-intensive 
situations,  there  was  insufficient  effort  to  increase  productivity. 


1.18  I  am  impressed  by  the  Treasury  Board's  evident  concern  since  1970  for 

the  issues  involved  in  performance  measurement.  The  Board  issued  two  major 
directives  on  this  matter.  As  a  result,  thousands  of  valuable  man-hours  of  highly 
skilled  people  have  been  invested  in  systems  to  monitor  performance.  By  and 
large,  these  systems  are  not  used.  Management  apparently  is  not  sufficiently 
concerned  to  ensure  appropriate  design  and  update  of  systems  as  circumstances 
change.  Where  reasonable  information  has  been  available,  it  generally  has  not 
contributed  to  the  management  process. 


1.19  This    situation    represents    waste   of    major    proportions,  first   in  the 

investment  of  scarce  specialized  resources  in  developing  systems,  and  second  in 
the  cost  of  operating  systems  that  are  not  useful  or  not  used.  Neither  operating 
management  nor  the  staff  of  my  Office  know  the  actual  level  of  productivity  or 
even  whether  productivity  is  improving  or  deteriorating.  Also  of  concern  to  me  is 
the  evidence  that  the  intentions  of  the  Treasury  Board  have  been  blunted.    The 
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response  to  its  initiatives,  rather  than  increasing  productivity,  may  have  ied  to  a 
net  waste  of  resources. 


Evaluating  Effectiveness  (Chapter  5) 

1.20  Evaluation  of  the  extent  to  which  a  program  achieves  its  objectives  — 

the  effectiveness  question  —  is  receiving  increasing  emphasis  in  public  sector 
management.  A  period  of  budgetary  restraint  calls  for  thorough  application  of 
evaluative  procedures.  It  becomes  even  more  urgent  when  one  considers  the 
propensity  of  public  programs  to  become  self -perpetuating. 


1.21  A  review  of  23  programs  in  18  departments  has  disclosed  few 
successful  attempts  to  evaluate  the  effectiveness  of  programs.  The  scope  and 
quality  of  effectiveness  evaluation  will  have  to  be  increased  significantly  before 
management,  the  Government  and  Parliament,  each  with  its  respective  interests, 
can  be  reasonably  informed  on  the  achievements  of  public  programs. 

1.22  I  have  observed  a  mystique  that  surrounds  the  question  of  evaluating 
program  outcomes.  Many  see  program  evaluation  as  complex,  esoteric  and 
difficult,  if  not  impossible.  In  plain  language,  we  are  talking  about  the 
information  managers  should  have  at  their  fingertips  concerning  the  accomplish- 
ments of  government  programs.  By  and  large,  the  Government  does  not  have  this 
information,  even  though  it  is  basic  to  the  concept  of  accountability. 

1.23  There  is  an  understandable  temptation  to  avoid  any  attempts  to 
evaluate  effectiveness  because  the  evaluation  may  reveal  findings  unfavourable  to 
a  program.  Any  attempt  to  evaluate  effectiveness  in  the  government  environment 
is  an  act  of  courage.  Those  who  have  made  the  attempt  should  be  applauded. 
Unfortunately,  not  all  attempts  to  measure  program  effectiveness  have  been 
successful.  My  staff  has  identified  weaknesses  in  some  of  the  studies  which  have 
been  undertaken.  Nevertheless,  these  criticisms  are  minor  in  comparison  to  those 
that  should  be  levelled  at  managers  who  have  made  no  serious  attempt  to  measure 
the  effectiveness  of  their  programs. 


Organization  and  Background  of  the  SPICE  Project 

1.24  Since  January   1977,  when  value-for-money  audits  began,  more  than 

100,000  professional  hours  have  been  devoted  to  the  SPICE  project  under  the 
direction  of  Kenneth  G.  Belbeck,  President  of  the  Canadian  management 
consulting  firm  of  Stevenson  &  Kellogg,  whose  services  were  made  available 
to  my  Office  for  a  period  of  two  years  under  the  Executive  Interchange  Program 
of  the  Public  Service  Commission.  Assisting  him  in  directing  the  study  have  been 
a  senior  associate  from  his  firm  also  on  loan  under  a  two-year  Executive 
Interchange  agreement,  an  Assistant  Auditor  General,  three  principals  of  our 
Office  and  a  number  of  partners  of  management  consulting  and  public  accounting 
firms.    For  over  two  years  Rheal  Chatelain,  Deputy  Auditor  General,  and  I  have 
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devoted  a  considerable  amount  of  our  time  to  this  project  and  have  reviewed 
carefully  the  findings,  conclusions  and  recommendations.  We  have  also  benefited 
from  consultation  with  an  Advisory  Committee  comprising  the  managing  partners 
of  four  other  leading  Canadian  management  consulting  firms  under  the  chairman- 
ship of  Mr.  Belbeck.  In  short,  the  findings,  conclusions  and  recommendations  of 
the  SPICE  project  are  firmly  based. 


1.25  In  one  sense,  value-for-money  auditing  is  not  new  to  the  Audit  Office. 

Auditors  General  in  Canada,  in  the  United  Kingdom  and  elsewhere  have  long 
recognized  that  their  responsibilities  to  the  legislative  bodies  to  which  they  report 
extend  beyond  attesting  to  the  precise,  letter-of-the-law  compliance  with 
financial  authority.  They  have  often  reported  examples  of  waste,  extravagance, 
and  abuse  of  trust  in  the  handling  of  public  funds  which  came  to  their  attention 
during  financial  authority  compliance  audits. 


1.26  Formal  recognition  of  the  need  for  value-for-money  auditing  in  Canada 

resulted  from  the  work  of  the  Independent  Review  Committee  on  the  Office  of 
the  Auditor  General  of  Canada  appointed  in  October  1973.  The  Committee, 
chaired  by  the  late  J.R.M.  Wilson,  F.C.A.,  inquired  into  the  responsibilities  of  the 
Office  of  the  Auditor  General,  its  relationships  with  government  departments  and 
agencies  and  its  reporting  procedures.  It  considered  the  "statutory  and  other 
requirements  to  ensure  that  he  can  meet  such  responsibilities  with  the  necessary 
degree  of  independence".  The  Committee  drew  on  its  own  experience,  on  its 
investigations  in  Canada  and  on  experience  in  other  countries.  Focusing  on  the 
relationship  between  the  fundamental  concepts  of  accountability  and  audit,  the 
Committee  noted  in  its  report  of  March  27,  1975,  that  government  auditors  should 
advise  legislatures  whether  funds  they  grant  to  the  administrative  arms  of 
government  have  been  properly  used.  It  construed  this  audit  responsibility 
broadly,  proposing  a  place  in  it  for  value-for-money  auditing  as  part  of  a  far- 
ranging  set  of  recommendations  on  the  work  of  the  Audit  Office. 


1.27  In  the  summer  of  1976,  I  was  informed  of  the  Government's  intention 

to  introduce  a  Bill,  based  on  the  recommendations  of  the  Wilson  Committee,  to 
broaden  the  audit  scope  and  strengthen  the  independence  of  my  Office.  The  Bill 
would  include  the  responsibility  of  reporting  to  Parliament  on  economy,  efficiency 
and  effectiveness.  I  immediately  began  the  development  of  resources  to  prepare 
the  Office  for  these  new  responsibilities.  In  January  1977  we  launched  the  Study 
of  Procedures  in  Cost  Effectiveness  with  the  following  objectives: 

to  compile  information  on  the  "state  of  the  art"  of  management 
control  systems  in  the  public  sector,  in  terms  of  economy, 
efficiency  and  effectiveness; 

to  assess  and  report  on  existing  procedures  for  planning, 
measuring  and  controlling  activities  in  Canada's  public  service  (in 
the  interests  of  economy,  efficiency  and  effectiveness);  and 

to  recommend  to  the  Office  of  the  Auditor  General  how  this  new 
mandate  should  be  exercised  in  the  future. 
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1.28  By    August    31,    1978,    we    had    launched    52    value-for-money    audit 

projects  in  30  departments.  Thirty-five  had  been  completed  and  interim  reports 
released  to  departments  for  verification  of  factual  accuracy,  for  comment  and  for 
response.  Work  on  the  remaining  17  projects  is  being  integrated  with  our 
continuing  audits  of  government  departments.  As  noted  earlier,  more  than 
100,000  professional  hours  have  been  applied  to  the  SPICE  project.  The  SPICE 
team  devoted  a  significant  portion  of  this  time  to  developing  the  methodology  by 
which  the  Office  can  continue  this  type  of  auditing  as  part  of  its  regular  audit 
programs.  With  its  original  purposes  having  been  served,  the  SPICE  project  as 
such  has  now  been  completed. 


Some  Underlying  Causes  for  Deficiencies  in  Resource  Management 


1.29  The  most  basic  issue  emerging  from  the  SPICE  project  and  value-for- 

money  auditing  is  a  deceptively  simple  but  nonetheless  vital  question:  why  do 
serious  managerial  weaknesses  continue  to  persist  even  after  years  of  conscien- 
tiou  effort  to  overcome  them?  It  may  be  impossible  to  identify  with  certainty  all 
the  underlying  causes  of  the  serious  deficiencies  in  the  quality  of  management  of 
public  funds  giving  rise  to  the  opinion  in  paragraph  1.3.  But,  if  the  lack  of 
adequate  attention  to  economy,  efficiency  and  program  effectiveness  which  has 
characterized  the  recent  past  is  to  be  avoided  in  future,  some  observations  as  to 
possible  causes  may  be  useful. 


Impact  of  the  Growth  in  Government  Expenditures  on  Management 

1.30  When  the  (Glassco)  Royal   Commission  on  Government  Organization 

reported  in  1962-63,  budgetary  expenditures  of  the  Federal  Government  amounted 
to  $7,304  million.  For  the  fiscal  year  1977-78,  government  expenditures  totalled 
$42,882  million,  an  increase  of  487%  since  Glassco.  Exhibit  1.1  shows  the  trend  in 
levels  of  government  expenditures  since  Glassco. 


1.31  The  Glassco  Commission  recommended  a  substantial  decentralization 

to  departments  of  responsibility  for  financial  management  and  control.  But  it  also 
called  for  a  concurrent  strengthening  of  the  Treasury  Board  and  its  Secretariat  to 
develop  and  implement  policy  and  procedural  guidelines  for  financial  administra- 
tion and  effective  procedures  for  monitoring  and  ensuring  compliance.  The 
decentralization  was  implemented  fully,  culminating  in  1969  with  the  abolition  of 
the  Office  of  Comptroller  of  the  Treasury.  The  recommended  counterbalancing 
controls  in  the  Treasury  Board  were  not  implemented  effectively,  as  my  annual 
Reports  in  1975  and  1976  clearly  stated. 


1.32  Even  if  they  had  been  implemented,  it  is  somewhat  doubtful  that  the 

strengthened  organization  and  procedures  would  have  been  able  to  cope 
adequately  with  the  rapid  and  continuous  rise  in  the  level  of  government 
expenditures.  In  any  event,  control  of  the  public  purse  had  eroded  dangerously  by 
the  time  I  so  reported  to  the  House  of  Commons  in  1976. 
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Government  Budgetary  Expenditures 
1963  to  1978 


Exhibit  1.1 


%  Increase 

%  Increase 

Fiscal 
Year 

( 

Expenditures* 
in  millions  of  dollars) 

over 
Previous  Year 

over 
1962-63 

1962-63 

7,304 

1963-6* 

7,680 

5 

5 

1964-65 

8,103 

6 

11 

1965-66 

8,662 

7 

19 

1966-67 

9,871 

14 

35 

1967-68 

11,259 

14 

54 

1968-69 

12,308 

9 

69 

1969-70 

13,662 

11 

87 

1970-71 

15,089 

10 

107 

1971-72 

17,046 

13 

133 

1972-73 

18,645 

9 

155 

1973-74 

22,839 

22 

213 

1974-75 

29,245 

28 

300 

1975-76 

33,978 

16 

365 

1976-77 

39,011 

15 

433 

1977-78 

42,882 

10 

487 

*     Amendments 

to  the  Old  Age  Security 

Act  which 

came  into  e 

ffect 

in  June 

1975  made  benefits 

paid  under  the  Act  budgetary  expenditures.     Reported  figures  for    1976  and  prior  years  have  been 
adjusted  to  include  benefit  payments  previously  charged  to  the  Old  Age  Security  Fund  and  to  exclude 
budgetary  appropriations  credited  to  the  Fund  in  1974,  1975  and  1976. 
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1.33  The  Glassco  Commission   observed   that   "funds   are  appropriated  by 

Parliament  to  the  Executive,  but  departments  generally  assume  that  it  is  'their' 
money,  once  a  sum  is  voted".  Over  the  years  since  Glassco,  a  generation  of 
managers  came  into  positions  of  responsibility  during  a  period  of  general  economic 
buoyancy  where  emphasis  was  largely  on  conceiving  and  developing  new  programs, 
on  broadening  existing  ones,  particularly  in  the  field  of  social  welfare,  and  on  the 
delivery  of  programs.  It  was  probably  inevitable  that  a  set  of  values  would 
develop  among  managers  in  which  these  aspects  of  their  responsibilities  took  on 
paramount  importance  while  close  attention  to  the  economical  and  efficient 
management  of  human  and  financial  resources  was  significantly  less  important  to 
them. 


1.3^  It  is  probably  not  surprising  that  managers  at  all  levels,  lacking  an 

effective  financial  management  and  control  system,  both  centrally  and  depart- 
mentally,  and  most  likely  overwhelmed  by  the  steep  rate  of  growth  in  the  size  of 
government,  had  little  time  to  be  concerned  about  vaiue-for-money  considerations 
in  making  expenditures  of  public  funds.  In  short,  a  sense  of  personal 
accountability  for  the  economical,  efficient  and  effective  management  of  public 
funds  and  resources  does  not  seem  to  have  been  a  key  characteristic  of  managerial 
responsibility  in  the  public  service  of  Canada.  On  the  contrary,  during  the  period 
of  rapid  expansion  in  the  Federal  Government,  it  appears  that  the  public  purse  was 
gradually  deemed  virtually  bottomless  and  that  access  to  it  was  not  unduly 
restricted  for  the  ingenious. 


1.35  I  must  state  emphatically  that  our  findings  should  not  be  taken  as  an 

indictment  of  public  servants  for  ineffective  management  of  public  funds  and 
resources.  In  this  aspect  of  their  responsibilities,  their  mandate  was  unclear  and 
their  training  inadequate.  If  our  findings  are  an  indictment  of  anything,  it  is  of 
the  system  which  apparently  puts  more  emphasis  on  developing  policy  initiatives 
and  new  programs  than  on  the  principles  and  well-established  practices  of 
economical,  efficient  and  effective  resource  management. 


Lack  of  Incentives  for  Effective  Management  of  Human  Resources 

1.36  To  date  we  have  undertaken  only  preliminary  studies  of  the  efficiency 

and  economy  of  the  salary  and  payroll  costs  component  of  departmental  and 
agency  programs.  Our  work  in  the  area  of  measuring  efficiency,  described  in 
Chapter  k,  was  a  first  step.  In  the  coming  year,  more  resources  will  be  applied  to 
the  audit  of  other  aspects  of  government-wide  payroll  expenditures.  However, 
already  it  is  apparent  that  certain  elements  of  the  personnel  system  are  not 
conducive  either  to  economy  or  to  efficiency. 


1.37  As  the  Public  Service  Commissioners  recently  remarked  in  a  public 

statement,  part  of  the  management  problems  of  today  "is  due  to  the  lesser 
incentives  towards  good  management  that  generally  characterizes  public  services, 
relative  to  the  private  sector".     The  present  system  of  personnel  management 
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seems  to  offer  few  rewards  and  incentives  —  tangible  or  intangible  —  for 
economies  in  using  human  resources.  In  fact,  the  system  appears  to  provide  actual 
disincentives  for  managers  to  promote  the  economical  and  efficient  use  of 
resources  —  human  and  financial. 


1.38  These  matters  are  already  under  study  by  the  Royal  Commission  on 

Financial  Management  and  Accountability,  by  the  Special  Committee  on  the 
Review  of  Personnel  Management  and  the  Merit  Principle  in  the  Public  Service,  by 
the  Treasury  Board  and  by  the  Public  Service  Commission.  No  doubt  these  bodies 
will  have  remedies  to  propose.  In  the  meantime,  we  shall  carry  on  with  our  audit 
examinations  of  payroll  and  salary  costs  from  the  standpoint  of  whether  such 
expenditures  are  being  made  with  due  regard  for  economy  and  efficiency. 


Financial  Management  and  Control  Systems 

1.39  The  gross  inadequacy  of  financial  management  and  control  systems  in 

departments,  agencies  and  Crown  corporations  and  at  the  government-wide  level, 
which  was  one  of  the  principal  subjects  of  my  1975  and  1976  Reports  and  on  which 
significant  action  has  been  taken  by  Government  as  reported  in  my  1977  Report, 
has  undoubtedly  contributed  seriously  to  deficiencies  in  resource  management. 
With  many  government  entities  lacking  both  a  meaningful  financial  information 
system  and  a  properly  qualified  Comptroller  on  the  top  management  team,  it  is 
not  surprising  that  economy,  efficiency  and  program  effectiveness  did  not  receive 
the  attention  required  and  deserved. 


1.40  Fortunately,    the    Government    has    begun    to    redress    the    critically 

serious  inadequacies  in  its  financial  management  and  control  systems  by 
establishing  the  position  of  Comptroller  General  and  appointing  to  it  a  person  with 
excellent  qualifications.  But  the  Comptroller  General  cannot  discharge  his 
important  responsibilities  with  maximum  effectiveness  unless  the  Government  — 
and  Parliament  itself  —  supports  him  by  giving  the  clearest  possible  direction  to 
the  public  service  that  all  expenditures  of  public  funds  not  only  must  be  subject  to 
fully  adequate  financial  control  procedures  but  also  must  be  made  with  the  most 
careful,  demonstrable  attention  to  economy,  efficiency  and  effectiveness. 


Inadequate  Internal  Audit 

1.41  In  my  1975  annual  Report,  I  sharply  criticized  the  quality  of  internal 

financial  audit  throughout  the  Government.  A  government-wide  follow-up  study 
in  1978  made  it  quite  apparent  that,  until  very  recently,  virtually  nothing  had  been 
done  to  improve  this  serious  situation.  Furthermore,  in  most  cases  any 
operational  or  management  auditing  was  sporadic  and  divorced  from  internal 
financial  audit.  Under  such  circumstances  department  heads  and  their  top 
management  teams  lacked  an  important  —  indeed  an  essential  —  management  tool 
to  keep  them  continuously  informed  on  the  effectiveness  of  programs  and  on  the 
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economy  and  efficiency  with  which  they  were  being  delivered.  The  lack  of  an 
effective  internal  audit  function  in  many  departments  reflects  both  a  lack  of 
priority  attention  to  this  matter  by  the  departments  concerned  and  presumably  a 
lack  of  understanding  on  the  part  of  management  as  to  what  is  needed. 


Accoun  t  abili  ty 

1.42  The  common  theme  running  through  each  of  these  observations  is  the 

obvious  absence  of  an  overriding  philosophy  and  of  a  clear-cut  system  of 
accountability  for  the  effective  management  of  financial  resources  entrusted  by 
Parliament  to  the  Government  and  by  the  Government  to  managers.  The  financial 
information  system  on  which  Parliament  itself  must  rely,  consisting  mainly  of  the 
annual  Estimates  and  Public  Accounts,  is  inadequate  for  promoting  economy, 
efficiency  and  program  effectiveness  and  for  holding  both  the  Government  and 
program  managers  accountable  for  results. 


Three  Pillars  for  Improved  Resource  Management 

1.43  The  underlying  causes  of  deficiencies  in  resource  management  des- 

cribed above  largely  suggest  the  nature  of  the  reforms  required.  In  a  recent 
address,  the  Prime  Minister  himself  suggested  the  attitudinal  change  required 
when  he  said  that  the  new  axiom  of  the  Government  would  be  "more  for  less". 
Many  within  the  public  service  have  interpreted  the  theme  of  the  Glassco 
Commission's  recommendations  as  "Let  the  managers  manage".  Some  have 
suggested  that  the  theme  for  today,  in  the  present  climate  of  economic  restraint, 
should  be  "Make  the  managers  manage".  I  prefer  the  theme  "Help  the  managers 
manage"  and  suggest  that,  to  expedite  improvements  in  the  management  of 
government  resources  and  to  obtain  "more  for  less",  attention  and  action  be 
focused  on  what  might  be  described  as  three  of  the  more  important  pillars 
supporting  economical,  efficient  and  effective  management: 

an  appropriate  financial  management  organization  structure  and 
team  led  by  thoroughly  competent  Comptrollers; 

properly-designed,  reliable,  timely  and  responsive  financial  infor- 
mation systems  serving  as  the  core  of  the  total  management 
information  systems  incorporating  both  financial  and  non-finan- 
cial data;  and 

a  comprehensive,  integrated,  and  co-ordinated  internal  auditing 
function,  incorporating  economy,  efficiency  and  program  effec- 
tiveness evaluation  and  led  by  a  thoroughly  competent  pro- 
fessional in  each  department  responsible  directly  to  the  Deputy 
Head. 
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Financial  Management  Organization  Structure  (Chapter  8) 

1.**  By  accepting  in   1977  my  key   1976  recommendation  to  establish  the 

position  of  Comptroller  General  of  Canada  and  by  appointing  Harry  G.  Rogers  as 
the  first  Comptroller  General  in  1978,  the  Government  took  a  positive  and 
constructive  step  toward  creating  an  effective  financial  management  organization 
structure  at  the  central  agency  level.  A  further  step  that  should  be  taken  is  to 
recognize  similarly  at  departmental  and  agency  levels  and  in  Crown  corporations 
the  need  for  properly  qualified  Comptrollers  with  responsibilities  commensurate 
with  the  new  and  demanding  requirements  for  the  more  effective  management  of 
human  and  financial  resources  in  a  period  of  restraint. 


iA5  In   1975,  I  first  recommended  in  my  annual  Report  that  the  duties, 

responsibilities  and  qualifications  of  the  senior  financial  officer  in  each 
department  should  be  broadened  and  strengthened,  and  that  this  officer  should 
become  a  member  of  the  top  management  team  (however  described,  usually  as  the 
Management  Committee).  Preferably,  such  an  officer  should  have  the  designation 
of  Comptroller  in  combination  as  appropriate  with  another  designation  such  as 
Assistant  Deputy  Minister.  However,  notwithstanding  the  announcement  in 
December  1976  by  the  President  of  the  Treasury  Board  in  the  House  of  Commons 
that  the  Government  supported  this  recommendation,  which  was  subsequently 
endorsed  by  the  Public  Accounts  Committee,  a  number  of  departments  have  still 
to  act.  In  some  cases,  appointments  to  these  key  positions  have  been  deferred  to 
permit  consultation  with  the  Comptroller  General,  a  highly  desirable  course  of 
action.  Now  that  this  senior  officer  has  been  appointed,  departments  which 
deferred  appointments  should  consult  him  on  further  action  on  this  key  step. 


1.46  To  help  clarify  this  important  matter,  Chapter  8  of  this  Report  sets 

out  in  detail  the  proposed  responsibilities,  qualifications  and  reporting  relation- 
ships of  Departmental  Comptrollers. 


Improved  Financial  Information  Systems  (Chapter  6) 

1.47  In  each  of  my  last  three  annual  Reports,  I  strongly  recommended  that 

the  Treasury  Board  Secretariat  study  the  way  the  Government  submits  financial 
information  to  Parliament  in  the  form  of  the  annual  Estimates.  No  action  on  this 
recommendation  was  taken  until  quite  recently  when  a  task  force  was  established 
for  this  purpose  in  the  Secretariat's  Program  Branch.  The  basic  objective  is  to 
make  the  information  more  meaningful  to  parliamentarians  in  general  and  in 
particular  to  members  of  the  various  standing  committees  responsible  for 
reviewing  the  Estimates.  What  is  required  is  a  clearer  description  of  program 
goals,  the  means  by  which  they  are  to  be  achieved,  how  the  responsibility  for 
achieving  them  is  to  be  assigned  and  how  program  results  are  to  be  measured. 
With  the  growth  in  the  size  of  Government  during  the  last  10  years  or  longer,  an 
attempt  has  been  made  to  present  the  Estimates  in  a  uniform  format  to  keep  them 
within  one  volume.  It  seems  clear  that  this  approach  is  not  working  properly  and 
new  approaches  should  be  considered. 
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1.^8  Because  of  the  importance  of  this  matter,  which  bears  directly  on  both 

the  Estimates  and  the  Public  Accounts  and  is  a  key  factor  in  the  ultimate 
financial  accountability  of  the  Government  to  Parliament  for  the  expenditures  of 
public  funds,  Chapter  6  and  Appendix  D  of  this  Report  illustrate  alternative  ways 
in  which  information  already  existing  within  departments  could  be  presented  to 
Parliament  in  the  Estimates. 


1.^9  The  main  issue  arising  from  our  study  of  the  Estimates  is  the  need  for 

improved  accountability.    This  demands  more  effective  monitoring  of  government 
departments  and  agencies  by  Parliament  and  involves: 

greater  disclosure  to  Parliament  by  departments  of  what  they 
seek  to  achieve  in  the  current  year,  how  they  plan  to  do  it,  who 
will  be  responsible  for  doing  it  and  how  they  plan  to  measure 


greater  emphasis  on  the  reliability  of  information  in  the 
Estimates  and  comparable  information  in  the  Public  Accounts; 

identification  by  the  Treasury  Board  Secretariat  and  the  Office 
of  Comptroller  General,  on  behalf  of  the  Government,  of  the 
information  to  be  provided  in  both  the  Estimates  and  Public 
Accounts  and  action  to  ensure  its  integrity  and  comparability; 
and 

greater  clarity  concerning  the  nature  of  expenditures  that 
appropriations  are  intended  to  cover,  so  my  Office  can  discharge 
the  responsibility  assigned  to  the  Auditor  General  of  calling 
attention  to  every  case  where  an  appropriation  was  exceeded  or 
was  applied  to  a  purpose  or  in  a  manner  not  authorized  by 
Parliament. 


1.50  From  management's  viewpoint,  the  Estimates  should  be  the  tip  of  the 

iceberg,  the  small  visible  part  of  the  whole  that  rests  on  the  detailed  plans  of 
managers  throughout  the  Government.  Ideally,  they  should  constitute  a  relatively 
concise  summary  of  plans  managers  make  to  attain  the  Government's  objectives 
within  the  resources  made  available. 


1.51  In  summary,   improving   the   Estimates   would   be  an   important   step 

toward  improved  financial  management  in  government.  Better  and  more  detailed 
Estimates  will  lead  to  improved  financial  and  operational  planning  at  all  levels  of 
management.  Improved  planning,  in  turn,  will  lead  to  better  expenditure  control, 
financial  reporting  and  exercise  of  all  other  controls  at  every  level. 


1.52  Any   improvements  in  the  Estimates  will  automatically  improve  the 

Public  Accounts,  especially  Volume  II  since  it  reports  the  degree  of  compliance 
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with  the  spending  plans  contained  in  the  Estimates.  Action  to  improve  the 
Estimates  might  weli  begin  by  improving  the  Public  Accounts  since  this  would 
ensure  that  reliable  information  can  be  provided  before  it  is  introduced  in  the 
Estimates. 


1.53  In  the  coming  year  my  Office  will  focus  attention  on  Volume  II  of  the 

Public  Accounts  to  determine  whether  information  Parliament  receives  on  actual 
expenditures  can  be  improved  beyond  that  available  in  the  Estimates  on 
prospective  expenditures.  We  shall  review  in  detail  the  financial  and  other 
information  available  to  departmental  management  to  determine  what  portion 
might  be  useful  to  Parliament.  The  Public  Accounts  now  mirror  the  Estimates, 
providing  expenditure  data  in  comparable  form  but  containing  little  additional 
information.  The  information  on  prospective  expenditures  that  can  be  provided  in 
the  Estimates  is  obviously  limited.  However,  Parliament  can  be  much  better 
informed  retrospectively  on  actual  expenditures,  as  well  as  on  the  results  they 
achieve. 


1.54  Particular  attention  will  be  paid  to  the  non-financial  data  necessary  to 

assess  whether  expenditures  are  made  with  due  regard  to  value  obtained.  Such 
information,  when  now  provided  to  Parliament,  is  rarely  tied  to  financial  data 
obtained  from  the  books  of  account.  The  natural  tendency  of  departments  to 
submit  information  that  will  portray  them  in  the  most  favourable  light  needs  to  be 
restrained  by  tying  financial  figures  to  the  official  accounts  and  by  ensuring  the 
integrity  of  non-financial  data. 


Comprehensive  Internal  Auditing  (Chapter  12) 

1,55  In  my  1975  annual  Report,  I  criticized  the  quality  of  internal  financial 

audit,  pointed  out  that  my  Office  was  unable  to  place  an  appropriate  degree  of 
reliance  on  most  such  programs  and  recommended  that  the  Treasury  Board  take 
action  to  introduce  audit  standards  and  appropriate  methodology  throughout  the 
Government.  The  Treasury  Board  began  a  study  and,  during  1978,  the  Office  of 
the  Comptroller  General  issued  a  booklet  entitled  Standards  for  Internal  Financial 
Audit  in  the  Government  of  Canada  which  substantially  expands  on  the  direction 
previously  given  in  the  Board's  Guide  on  Financial  Administration. 


1.56  In  my  1977  Report,  I  stated  that  my  Office  intended  to  re-examine  the 

current  status  of  auditing,  both  financial  and  operational,  within  the  Federal 
Government  to  ensure,  as  far  as  possible,  that  there  was  due  regard  for  economy 
and  efficiency  in  the  conduct  of  this  function  both  in  the  Government  and  in  my 
Office. 
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1.57  Our  examinations  revealed  that  internal  financial  audit  within  depart- 

ments generally  still  falls  short  of  an  acceptable  standard  on  which  this  Office  can 
place  appropriate  reliance  in  conducting  its  examinations.  But,  even  more 
importantly,  our  examinations  revealed  clearly  that  there  was  at  this  time  an 
overriding  need  for  integrating  and  co-ordinating  much  more  closely  all  audit  and 
evaluation  activities  throughout  the  Government.  It  was  evident  that,  if  positive 
action  were  taken  both  in  our  Office  and  by  the  Government  to  integrate  audit 
and  evaluation  activities  to  the  maximum  extent  practical  and  feasible,  both 
Parliament  and  the  Government  would  be  served  much  more  effectively  and  much 
more  economically  and  efficiently. 


1.58  In  January    1978,   these   preliminary  opinions   were  conveyed  to  the 

Secretary  of  the  Treasury  Board  with  the  suggestion  that  similar  action  to  that 
taken  by  my  Office  in  introducing  comprehensive  auditing  on  a  cyclical  basis 
(described  later  in  this  Chapter)  be  initiated  as  soon  as  possible  under  the 
sponsorship  of  the  Treasury  Board  itself.  In  view  of  the  imminent  appointment  at 
that  time  of  the  Comptroller  General,  it  was  agreed  that  action  on  this 
recommendation  should  be  deferred  until  he  took  up  his  duties  at  the  beginning  of 
April.  Promptly  after  that,  a  further  discussion  took  place  with  the  Secretary  of 
the  Treasury  Board  and  the  Comptroller  General  to  communicate  our  findings, 
observations  and  recommendations  for  a  much  closer  integration  of  audit  and 
evaluation  activities  and  for  much  more  effective  co-ordination  with  our  own 
work.  The  Comptroller  General  responded  affirmatively  to  these  proposals  and 
constructive  action  already  is  under  way. 


1.59  In  addition  to  the  obvious  economies  and  efficiency  in  auditing 
activities  expected  to  result  from  introducing  and  operating  the  above  plans,  a 
comprehensive  internal  audit  along  the  lines  discussed  in  Chapter  12  of  this 
Report  is  designed  to  provide  the  deputy  minister  and  departmental  managers  at 
other  levels  throughout  each  department  with  the  means  of  identifying  opportu- 
nities for  more  effective  resource  management.  It  will  also  provide  these 
managers  with  the  information  they  require,  but  often  do  not  now  have,  on 
whether  expenditures  of  public  money  under  their  jurisdiction  are  being  made  with 
due  regard  for  economy  and  efficiency  and  whether  procedures  are  in  force  to 
assess  the  effectiveness  of  programs  wherever  appropriate. 

1.60  It  is  important  to  recognize  that  what  we  strongly  recommend  here  is 
a  totally  new  concept  of  the  internal  audit  and  evaluation  function.  Until  now  it 
has  been  largely  a  fragmented  function  operating  at  relatively  low  levels  without 
much  recognition  by  senior  management.  But  when  properly  organized,  co- 
ordinated and  led,  it  can  be  one  of  the  sharpest  and  most  effective  tools  available 
to  management  to  ensure  that  it  manages  the  resources  for  which  it  is 
accountable  economically,  efficiently  and  effectively.  To  discharge  its  important 
mandate  with  full  effectiveness,  it  is  vital  that  this  function  be  headed  by  a 
professionally  qualified  executive  with  direct  line  responsibility  to  the  Deputy 
Head  who  usually  should  be  the  Chairman  of  the  Audit  Committee. 
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Conclusion 

1.61  Although  indispensable  to  good  management  of  human  and  financial 

resources,  effective  financial  management  and  control  and  evaluation  systems  are 
not  in  themselves  a  universal  panacea  or  a  substitute  for  applying  soundly-based 
management  principles  and  practices,  good  managerial  judgment  and  plain 
common  sense.  Furthermore,  at  a  time  when  cut-backs  and  retrenchments  are 
required,  there  is  always  the  risk  that  the  economical,  efficient  and  effective  will 
receive  the  same  treatment  as  the  wasteful,  inefficient  and  ineffective.  Some  of 
this  is  probably  inevitable.  However,  the  sooner  each  department  can  be  satisfied 
that  it  has  a  soundly-based  financial  management  and  control  system 

headed  by  a  competent  Comptroller  as  a  key  member  of  the 
management  team; 

reinforced  by  a  reliable  and  meaningful  management  information 
system;  and 

audited  by  a  fully-integrated  comprehensive  audit  and  evaluation 
group  led  by  a  thoroughly  competent  professional  responsible  to 
the  deputy  head; 

the  quicker  the  Government  of  the  day  —  and  Parliament  —  can  receive  the 
necessary  assurances  that  it  is  indeed  obtaining  "more  for  less". 

Comprehensive  Auditing  for  Parliament  -  A  New  Cyclical  Approach  (Chapter  11) 


1.62  In  my  1977  Report  to  the  House  of  Commons  I  stated  that  we  had 

begun  to  examine  our  auditing  procedures  as  well  as  those  of  internal  audit  groups 
located  either  in  a  central  agency  or  in  the  various  departments.  This 
examination  had  several  purposes: 

to  determine  whether  our  own  auditing  activities  were  being 
conducted  with  due  regard  for  economy  and  efficiency; 

to  ascertain  the  extent  to  which  the  methodology  developed 
during  the  three  major  special  studies  since  1973  —  the 
Financial  Management  and  Control  Study,  the  Computer  and 
Information  Systems  Evaluation  and  the  Study  of  Procedures  in 
Cost  Effectiveness  ~  could  appropriately  be  incorporated  in  the 
audit  programs  of  the  Audit  Office; 

to  assess  the  nature  and  quality  of  internal  auditing  and 
evaluation  within  the  Government  and  determine  the  extent  to 
which  reliance  can  be  placed  on  such  work  by  our  Office,  with  a 
view  to  avoiding  duplication  and  eliminating  unnecessary  work; 
and 
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to  identify  desirable  changes  in  the  way  we  report  the  results  of 
our  examinations  to  Parliament. 

1.63  On    the    basis    of    this    study,    it    was    decided    by    our    Management 

Committee  to  implement  what  we  have  termed  a  comprehensive  auditing  plan 
embodying  cyclical  examinations  and  reports  and  comprising  the  following  five 
separate  but  closely  inter-related  components  for  which  the  acronym  FRAME  is 
used: 

Financial  Controls 

Reporting  to  Parliament 

Attest  and  Authority 

Management  Controls 

EDP  Controls 

1.6^  Two  of   these   components,   Attest   and   Authority   and   Reporting  to 

Parliament,  have  been  fundamental  to  the  Audit  Office  since  its  inception  100 
years  ago.  Two  others,  Financial  Controls  and  EDP  Controls,  are  new  in  that  they 
reflect  contemporary  audit  practices  which  are  being  incorporated  in  the  regular 
audit  programs  of  the  Office.  The  fifth  component,  Management  Controls,  is  very 
new  in  Canada.  It  represents  the  methodology  the  Audit  Office  is  developing  to 
conduct  value-for-money  auditing. 


1.65  The  Financial  Controls  component  is  essentially  the  follow-through  of 

the  Financial  Management  and  Control  Study  (1974-76)  which  introduced  system- 
based  auditing  to  the  Office.  The  EDP  Controls  component,  encompassing  rather 
specialized  and  sophisticated  methodology  for  computer  audits,  was  developed  for 
the  Office  during  the  Computer  and  Information  Systems  Evaluation  Study  (1976- 
77).  The  Management  Controls  component  embodies  the  types  of  examinations  in 
the  areas  of  economy,  efficiency  and  program  effectiveness  which  we  developed 
through  the  Study  of  Procedures  in  Cost  Effectiveness  (1976-78)  and  which  we 
shall  continue  to  develop  as  further  experience  is  gained. 


1.66  By    tradition,   and   under   the   requirements   of   the   Canada   Business 

Corporations  Act,  corporations  are  geared  to  an  annual  business  cycle.  Corporate 
auditors  are  required  to  express  an  opinion  on  the  fairness  of  the  financial 
statements  presented  annually  to  shareholders.  Government  accounting  also  is 
geared  to  an  annual  cycle  based  on  the  annual  presentation  to  Parliament  of  the 
Estimates,  the  voting  of  supply,  and  the  compilation  and  presentation  of  annual 
Public  Accounts.  The  Auditor  General  Act  requires  Parliament's  auditor,  like  the 
corporate  auditor  in  the  private  sector,  to  express  an  opinion  on  the  annual 
financial  statements  presented  to  Parliament.  It  also  requires  him  to  bring  to  the 
attention  of  Parliament  certain  matters  that  he  has  observed  during  the  course  of 
his  annual  examinations.  Compliance  with  these  requirements  has  been  and 
remains  the  legal  foundation  of  the  Auditor  General's  mandate  from  Parliament. 
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1.67  But  the  adequacy  of  the  financial  management  and  control  systems, 

including  those  parts  involving  computerized  data  processing,  is  not  related 
directly  to  an  annual  cycle.  Neither  is  the  new  mandate  to  examine  expenditures 
from  the  standpoint  of  economy  and  efficiency  and  to  ascertain  the  adequacy  of 
procedures  for  the  evaluation  of  program  effectiveness.  To  attempt  to  carry  out 
these  essential  parts  of  the  audit  examination  on  an  annual  basis  for  all  the 
entities  we  audit  would  be  impractical  and  prohibitively  expensive.  Furthermore, 
adherence  to  an  annual  cycle  for  these  newer  components  of  the  audit 
examination  would  likely  result  in  an  indigestibly  large  Report  to  the  House  of 
Commons  which  the  Standing  Committee  on  Public  Accounts  would  find  difficult, 
if  not  impossible,  to  deal  with  effectively  in  the  year  following  its  submission. 


1.68  Accordingly,  the  most  practical  and  economical  approach  appears  to 

be  a  cyclical  plan  of  comprehensive  auditing.  Under  the  plan,  Parliament  will 
continue  to  be  provided  annually  with  the  information  on  the  official  financial 
statements  of  the  Government  and  of  those  entities  requiring  an  annual  attest  and 
compliance  audit,  fully  in  accordance  with  existing  legislation.  The  findings  and 
observations  arising  from  other  components  of  the  audit  examinations,  essentially 
those  relating  to  financial  controls  and  value  for  money,  will  be  presented  to 
Parliament  annually,  based  on  a  four-year  cycle.  This  four-year  period  coincides 
with  the  average  life  of  a  Parliament.  From  the  standpoint  of  Parliament,  and 
more  particularly  the  Public  Accounts  Committee,  we  intend  to  include  in  our 
annual  Reports  to  the  House  of  Commons  at  least  once  in  each  four-year  period 
summaries  of  the  results  of  our  comprehensive  audit  examinations  in  each  major 
entity  that  we  audit.  This  will  provide  the  opportunity  to  make  Parliament  aware 
of  our  findings  and  observations,  both  positive  and  negative,  on  the  quality  and 
appropriateness  of  the  financial  control,  reporting  and  administrative  systems  in 
operation  in  each  entity.  Where  we  note  deficiencies  and  shortcomings,  we  shall 
place  appropriate  recommendations  on  record  together  with  responses  obtained 
from  management. 


1.69  The  implications  of  this  plan,  described  further  in  Chapter   11,  are 

important  and  far-reaching.  We  developed  and  are  implementing  it  in  an  effort  to 
serve  Parliament  more  effectively  and  with  due  regard  for  economy  and 
efficiency.  This  centennial  Report  introduces  examples  of  comprehensive  auditing 
conducted  on  a  cyclical  basis.  As  will  be  observed  in  the  Tables  of  Contents,  Part 
1  includes  matters  of  a  government-wide  nature  mainly  affecting  central  agencies 
including  the  Office  of  the  Comptroller  General,  the  Treasury  Board  Secretariat 
and  government-wide  service  agencies,  such  as  the  Department  of  Public  Works. 
Part  2  contains  matters  relating  primarily  to  departments,  both  those  identified 
with  our  first  comprehensive-style  audits  and  those  other  matters  observed  during 
our  annual  examinations  that  we  consider  must  be  brought  to  the  attention  of 
Parliament  at  the  time  they  are  identified. 


1.70  Our  annual  Reports,  containing  summaries  of  the  comprehensive  audits 

of  selected  departments,  agencies  and  Crown  corporations  presented  usually  at 
four-year  intervals  for  each  entity,  or  more  frequently  if  justified  by  unusual 
circumstances,  will  permit  Parliament  to: 
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assess  the  quality  of  financial  administrative  management; 

receive  the  necessary  assurances  that  public  funds  and  resources 
are  under  adequate  control  and  are  being  managed  with  due 
regard  for  economy,  efficiency  and  effectiveness;  and 

initiate  actions  to  remedy  unsatisfactory  situations  or  sub- 
standard procedures. 


Advanced  Studies  in  Comprehensive  Auditing  Methodology 


1.71  In  this  centennial  year  of  the  Audit  Office,  we  organized  and  launched 

an  intensive  internal  program  to  commit  to  writing  the  methodology  that  we  have 
been  developing  during  the  last  five  years  through  our  major  government-wide 
special  studies  (FMCS,  CAISE  and  SPICE).  We  are  preparing  a  revised  audit 
manual,  an  instruction  course  and  a  Guide  to  Comprehensive  Auditing  Method- 
ology as  Developed  and  Applied  in  the  Office  of  the  Auditor  General  of  Canada. 
These  aids  to  our  professional  activities  are  essential  to  ensure  the  application  of 
consistent  audit  standards,  procedures  and  practices  throughout  all  of  our  work  in 
departments,  agencies  and  Crown  corporations. 


1.72  The   five   basic  components  of  the  program   for  which  the  acronym 

FRAME  is  used  are  as  described  earlier  in  this  Chapter:    F  -  Financial  Controls;  R 
-  Reporting  to  Parliament;  A  -  Attest  and  Authority;  M  -  Management  Controls; 
and  E  -  EDP  Controls.    We  plan  to  develop  additional  suitable  material  for  such 
activities  as  planning  a  comprehensive  audit  on  a  cyclical  basis  and  co-ordinating 
audit  programs  with  departmental  internal  audit  and  evaluation  activities. 


1.73  I  have  informed  my  counterparts  in  the  provinces  of  this  program  and 

have  undertaken  to  keep  them  fully  acquainted  with  its  progress,  bearing  in  mind 
that  several  provinces  have  already  enacted,  or  are  considering  enacting, 
legislation  generally  similar  to  the  new  Auditor  General  Act. 


1.7^  I  have  also  advised  the  Comptroller  General  of  this  program  and  intend 

to  keep  him  fully  briefed  on  its  progress,  recognizing  that,  if  central  and 
departmental  levels  accept  our  key  recommendation  for  comprehensive  internal 
auditing  and  evaluation,  there  may  well  be  excellent  opportunities  for  co- 
operation in  developing  and  implementing  consistent  professional  audit  standards 
and  practices  with  obvious  possibilities  for  economies  by  avoiding  duplication  of 
instruction  effort  and  facilities. 
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1.75  As   we   enter   the  second  century   of   service  to   Parliament  and   to 

Canadians,  it  is  a  pleasure  to  report,  on  behalf  of  all  my  colleagues  in  the  Audit 
Office,  that  we  do  so  with  vigour  and  enthusiasm  and  with  a  high  sense  of 
dedication  and  purpose  to  carry  out  effectively  the  mandate  entrusted  to  us  by 
Parliament. 
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2 
VALUE-FOR-MONEY  AUDITING 


Background 

2.1  In  many  countries  besides  Canada,  value-for-money  auditing  has  been 

one  response  to  the  increasing  concern  of  legislators  and  senior  government 
officials  with  the  results  of  public  expenditures  —  in  other  words  with  issues  of 
economy,  efficiency  and  effectiveness.  This,  an  extended  approach  to  auditing, 
goes  beyond  the  important  but  limited  concerns  of  proper  financial  accounting. 
As  a  simple  example,  suitable  financial  controls  can  ensure  that  employees  are 
paid  for  the  time  they  work  at  their  appropriate  rates  of  pay.  Such  controls 
cannot,  however,  ensure  that  their  time  is  being  used  efficiently  or  that  the  work 
they  are  doing  is  necessary. 


2.2  Auditors  General  in  Canada  have  long  been  indirectly  concerned  with 

value  for  money.  Although  Watson  Sellar  did  not  use  the  term,  he  defined  both  ex 
gratia  and  nugatory  payments  in  the  1958  edition  of  the  Audit  Office  Guide. 
Audit  Officers  were  instructed  to  call  attention  to  those  types  of  payments  and 
constructive  losses  which,  although  differing  technically,  have  a  common 
characteristic  —  either  no  service  was  rendered  or  the  expenditure  did  not  have 
the  utility  intended.  When  the  Auditor  General  felt  they  merited  public  attention, 
his  Report  contained  observations  on  such  expenditures. 


2.3  A  more  comprehensive,  formal  recognition  of  the  need  for  value-for- 

money  auditing  in  Canada  resulted  from  the  work  of  the  Independent  Review 
Committee  on  the  Office  of  the  Auditor  General  of  Canada,  appointed  in  October 
1973  and  chaired  by  the  late  J.R.M.  Wilson,  F.C.A.  The  Wilson  Committee 
inquired  into  the  responsibilities  of  the  Office  of  the  Auditor  General,  its 
relationships  with  government  departments  and  agencies  and  its  reporting 
procedures.  It  considered  the  "statutory  and  other  requirements  to  ensure  that  he 
can  meet  such  responsibilities  with  the  necessary  degree  of  independence."  The 
Committee  drew  on  its  own  experience,  on  its  investigations  in  Canada  and  on 
experience  in  other  countries.  It  examined  at  length  the  relationships  between  the 
Office  and  the  Public  Accounts  Committee,  the  Minister  of  Finance,  the  Treasury 
Board,  the  Public  Service  Commission,  internal  governmental  audit  groups  and 
other  professional  and  governmental  auditing  organizations. 


2.*  The   Wilson  Committee  examined  in   detail  the  content,  method  of 

preparation,  timing  and  form  of  reports  by  the  Auditor  General  —  focusing  on  the 
relationship  between  the  fundamental  concepts  of  accountability  and  audit.  In 
this  context,  the  Committee  noted  in  its  report  dated  March  27,  1975,  that 
government  auditors  should  advise  legislatures  whether  funds  they  grant  to  the 
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administrative  arms  of  government  have  been  properly  used.  It  construed  this 
audit  responsibility  broadly,  proposing  a  place  in  it  for  value-for-money  auditing 
as  part  of  a  far-ranging  set  of  recommendations  on  the  work  of  the  Office. 

2.5  As  to  the  statutory  authority  of  the  Auditor  General  and  the  evolution 

of  his  reporting  responsibilities  to  Parliament,  the  Committee  concluded  that  he 
should: 

"...  take  due  account  of  economy  and  efficiency  in  conducting  his 
examination  of  expenditures.  Since  some  confusion  has  arisen  on  this 
point  in  the  past,  it  would  be  desirable  that  ...  new  legislation  provide 
a  specific  authority  for  him  to  report  cases  where,  in  his  opinion,  value 
for  money  has  not  been  obtained  through  the  Government's  expenditure 
of  public  funds." 


2.6  In  the  same  section  of  its  report,  the  Wilson  Committee  also  addressed 

the  role  of  the  Auditor  General  in  reporting  to  Parliament  on  matters  concerning 
the  effectiveness  of  programs.  It  noted  that  Parliament's  expectations  in 
legislation  are  not  always  readily  discernible,  nor  are  the  results  achieved  always 
measurable  with  reliable  techniques.  The  Audit  Office,  the  Committee  concluded, 
should  take  a  great  interest  in  the  progress  of  effectiveness  measurement: 

"...  the  Audit  Office  should  develop  sufficient  expertise  to  identify 
those  areas  of  government  to  which  effectiveness  studies  could  be 
applied  and  to  assess  the  validity  of  any  conclusions  that  result." 


Furthermore 


"The  fact  that  the  systematic  evaluation  of  program  results  presents 
problems  of  identification  and  evaluation  should  not  be  taken  as  an 
excuse  to  question  the  Auditor  General's  right  of  reporting  on  obvious 
cases  of  ineffectiveness  uncovered  during  the  course  of  his  examina- 
tion of  the  accounts." 

"Because  the  evaluation  of  the  effectiveness  of  programs  is  an  integral 
part  of  the  value-for-money  concept,  it  is  important  that  the  new 
legislation  be  broad  enough  to  ensure  that  the  Auditor  General  has  the 
right  to  report  on  such  studies  and  even  to  make  his  own  evaluation  of 
program  results  if  there  is  no  other  satisfactory  way  of  obtaining  this. 
For  the  present,  the  initiative  should  rest  with  the  Treasury  Board  and 
operating  departments,  but  efforts  should  be  accelerated.  Some 
countries  are  making  considerable  progress  in  this  direction,  and  there 
is  no  reason  why  Canada  should  shy  away  from  it." 
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2.7  These  and  other  positions  taken  by  the  Committee  were  the  subject  of 

further  discussion  and  contributed  to  the  drafting  of  the  Auditor  General  Act,  1976- 
77,  c.  34,  which  was  proclaimed  on  August  1,  1977.  Section  7(2)  of  the  Act  sets 
out  the  legislative  foundation  of  value-for-money  auditing: 

"Each  report  of  the  Auditor  General  under  subsection  (1)  shall  call 
attention  to  anything  that  he  considers  to  be  of  significance  and  of  a 
nature  that  should  be  brought  to  the  attention  of  the  House  of 
Commons,  including  any  cases  in  which  he  has  observed  that  .    .   . 

(d)  money  has  been  expended  without  due  regard  to  economy  or 
efficiency;  or 

(e)  satisfactory  procedures  have  not  been  established  to  measure  and 
report  the  effectiveness  of  programs,  where  such  procedures 
could  appropriately  and  reasonably  be  implemented." 

It  is  important  to  note  that  although  the  Act  requires  the  Auditor  General  to 
assess  whether  expenditures  have  been  made  with  due  regard  to  economy  and 
efficiency,  it  does  not  call  upon  him  to  "make  his  own  evaluation  of  program 
results"  as  suggested  by  the  Wilson  Committee.  Instead,  it  requires  the  Auditor 
General  to  report  on  the  absence  of  satisfactory  procedures  for  measuring  and 
reporting  the  effectiveness  of  programs. 


Audit  Criteria 

2.8  As  with  any  audit,  value-for-money  examinations  by  the  Office  of  the 

Auditor  General  lead  to  opinions  based  on  a  comparison  of  the  facts  observed  in 
any  given  situation  with  a  set  of  generally  accepted  management  practices  or 
criteria.  In  the  case  of  financial  audits,  the  standards  are  defined  by  precedent 
and  documented  in  publications  such  as  the  Financial  Administration  Act,  the 
Canadian  Institute  of  Chartered  Accountants'  Handbook  and  the  Treasury  Board 
Guide  on  Financial  Administration.  These  provide  adequate  points  of  reference. 
In  contrast,  value-for-money  auditing  is  a  relatively  new  area  of  professional 
practice.  There  are  few  documented  guides  and  precedents  are  scarce.  Within 
the  Government  of  Canada,  there  are  two  general  situations: 

Areas  covered  by  directives  and  guidelines  issued  by  the  Treasury 
Board.  These  include  performance  measurement  and  program 
evaluation,  which  relate  to  the  two  government-wide  areas 
covered  in  Chapters  k  and  5  of  this  Report.  The  Board's  Benefit- 
Cost  Analysis  Guide  and  its  recently  issued  Policy  and  Guidelines 
on  the  Management  of  Major  Crown  Projects  have  a  bearing  on  a 
third  area,  the  planning  of  capital  asset  acquisitions  which  is 
discussed  in  Chapter  3.  We  used  these  directives  and  guidelines 
as  one  of  our  sources  for  identifying  audit  criteria  against  which 
to  assess  the  management  process  of  a  given  operation. 
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Areas  for  which  no  guidelines  exist.  The  Office  developed 
general  criteria  against  which  to  assess  the  adequacy  of  the 
management  process  in  a  given  operation. 


2.9  Managerial  requirements  in  one  operation  may  differ  from  those  in 

another.  In  a  given  situation,  there  is  more  than  one  way  to  manage  successfully 
and  more  than  one  single  type  of  valid  management  information.  These  factors, 
combined  with  a  recognition  that  expressing  audit  opinions  on  value-for-money  is 
a  relatively  new  and  imprecise  area  of  professional  practice,  led  us  to  state  our 
audit  criteria  in  very  general  terms.  Each  value-for-money  audit  interprets  these 
criteria  in  relation  to  the  operation  under  scrutiny.  Therefore,  although  value- 
for-money  audit  examinations  have  a  generally  consistent  treatment,  the  range  of 
interpretation  is  somewhat  broader  than  in  financial  audits. 


2.10  In  each  topic  reported  on  a  government-wide  basis,  we  have  stated  our 

audit  criteria.  Our  government-wide  conclusions,  findings  and  recommendations 
should  be  viewed  in  light  of  these  criteria,  by  which  individual  operations  also 
have  been  judged. 


Definitions  of  Economy,  Efficiency  and  Effectiveness 

2.11  In  planning  and  conducting  our  audits  during  the  last  year,  we  began 

the  process  of  defining  the  three  key  terms  used  in  the  Auditor  General  Act  to 
describe  our  value-for-money  audit  responsibilities  —  economy,  efficiency  and 
effectiveness.  We  shall  continue  to  develop  these  definitions  as  our  audit 
experience  accumulates. 


2.12  Economy  refers  to  the  terms  and  conditions  under  which  the  Govern- 

ment acquires  human  and  material  resources.  An  economical  operation  acquires 
these  resources  in  appropriate  quality  and  quantity  at  the  lowest  cost.  If  control 
mechanisms  are  not  in  place,  programs  may  be  overstaffed  or  understaffed,  or 
inappropriately  equipped  in  other  ways  to  deliver  the  expected  results. 


2.13  Efficiency  refers    to    the    relationship    between    goods    or    services 

produced  and  resources  used  to  produce  them.  An  efficient  operation  produces 
the  maximum  output  for  any  given  set  of  resource  inputs;  or,  it  has  minimum 
inputs  for  any  given  quantity  and  quality  of  service  provided.  Efficiency  is 
obviously  more  measurable  and  more  controllable  in  some  situations  than  in 
others.   The  underlying  management  objective  is  increased  productivity. 


2.1*  Effectiveness  concerns  the  extent  to  which  a  program  achieves  its 

goals  or  other  intended  effects.  For  example:  to  increase  income  in  a  particular 
area,  a  program  might  be  devised  to  create  jobs.  The  jobs  created  would  be 
program  output.     This  contributes  to  the  desired  program  effect  of  increased 
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income  which  can  be  measured  to  assess  program  effectiveness.  Of  course,  not  all 
programs  are  equally  evaluable.  Also,  management  procedures  for  measuring  and 
reporting  effectiveness  will  differ  between  programs. 


2.15  Our  assessment  of  management  in  the  effectiveness  area  starts  with 

obtaining  an  understanding  of  and  recording  program  objectives,  goals  and  effects. 
We  then  examine  the  adequacy  of  management  systems  that  evaluate  and  report 
the  extent  to  which  they  are  being  achieved.  It  is  not  our  responsibility  to 
question  the  appropriateness  of  program  goals  or  the  values  underlying  them;  this 
is  the  responsibility  of  Parliament. 


A  Special  Project:  Study  of  Procedures  in  Cost  Effectiveness  (SPICE) 

2.16  In  1976,  the  thrust  of  the  Report  of  the  Wilson  Committee  and  the 

drafts  of  Bill  C-20,  the  Auditor  General  Act,  clearly  indicated  a  need  to  focus 
significant  Audit  Office  resources  on  value-for-money  auditing.  A  special  project 
within  the  Office  was  announced  in  paragraph  19.14  of  our  1977  Report: 

"Recognizing  the  imminence  of  the  introduction  of  the  Auditor 
General  Act  and,  consequently,  the  pressing  need  to  prepare  my  Office 
for  its  new  responsibility,  in  September  1976  I  initiated  the  Study  of 
Procedures  in  Cost  Effectiveness  with  the  following  objectives: 

to  compile  information  on  the  'state  of  the  art1  of  management 
control  systems  in  the  public  sector,  in  terms  of  economy, 
efficiency  and  effectiveness; 

to  assess  and  report  on  existing  procedures  for  planning, 
measuring  and  controlling  activities  in  Canada's  public  service  (in 
the  interests  of  economy,  efficiency  and  effectiveness);  and 

to  recommend  to  the  Office  of  the  Auditor  General  how  this  new 
mandate  should  be  exercised  in  the  future." 


2.17  Where  economy  and  efficiency  are  at  issue,  we  can  choose  to  analyse 

and  report  the  facts  of  the  situation.  For  example,  we  can  assess  the  efficiency 
of  an  operation  by  comparing  actual  outputs  to  engineered  standards  or  we  can 
take  a  "systems  approach"  focusing  attention  on  the  availability  and  use  of 
information.  Do  managers  receive  information  adequate  for  determining  the 
efficiency  of  ah  operation?  When  the  information  indicates  low  efficiency,  have 
they  taken  appropriate  action?  Our  audits  have  concentrated  for  the  most  part  on 
systems.  The  adequacy  of  management  information  has  been  our  primary  concern, 
especially  in  the  area  of  effectiveness  evaluation.  In  some  studies  we  have  probed 
more  deeply  to  make  our  own  assessment  of  the  economy  or  the  efficiency  of  an 
operation.   We  have  reported  these  assessments  where  the  results  are  significant. 
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Project  Organization  and  Methodology 

2.18  In  line  with  the  practice  of  previous  special  studies  conducted  by  the 

Audit  Office,  SPICE  has  been  staffed  by  a  mixture  of  members  of  our  full-time 
staff  and  professional  consultants  recruited  from  management  consulting  firms, 
accounting  firms  and  universities  under  the  Executive  Interchange  Program  of  the 
Public  Service  Commission  or  on  personal  service  contracts.  Thirty-two  such 
organizations  have  provided  staff  for  the  project  and  90  professionals  have 
participated.  Over  the  life  of  the  project,  the  level  of  effort  has  averaged  the 
equivalent  of  40  people,  13  public  servants  and  27  contract  staff,  working  full- 
time. 


2.19  The   Auditor   General  established  a  Senior   Advisory  Committee  for 

SPICE  through  which  the  senior  partners  of  national  management  consulting  firms 
have  provided  advice  and  guidance.  They  reviewed  our  government-wide 
conclusions,  findings  and  recommendations  as  these  were  developed  throughout 
the  course  of  the  study.   The  Committee  members  are: 

Kenneth  G.  Belbeck,  C.M.C.  (Chairman)  Stevenson  &  Kellogg 

Gordon  H.  Cowperthwaite,  F.C.A.,  C.M.C.  Peat,  Marwick  and  Partners 

Richard  Mineau,  LL.L.,  C.M.C.  Price  Waterhouse  Associates 

Jack  M.  Smith,  C.M.C.  Woods,  Gordon  &  Co. 

Mr.  George  N.M.  Currie,  B.Eng.,  M.Sc,  formerly  Chairman  of  Currie,  Coopers  & 
Lybrand  Ltd.,  was  a  member  of  the  Committee  until  he  resigned  from  his  firm 
early  in  1978  to  accept  an  executive  position  in  industry. 


2.20  SPICE  began  in  September  1976  with  pilot  projects  in  three  depart- 

ments. The  work  summarized  in  this  Report  began  in  January  1977,  when  audits 
were  initiated  to  examine  certain  aspects  of  management  in  a  number  of 
departments.  Our  audit  programs  focused  on  a  wide  variety  of  government 
programs  and  activities,  partly  as  a  means  of  exploring  the  implications  of  the 
Auditor  General  Act.  They  sought  to:  (1)  develop  methodology  and  contribute 
findings  on  one  of  the  aspects  of  management,  such  as  planning,  operational 
productivity,  program  evaluation,  etc.;  and  (2)  investigate  one  or  more  of  these 
judged  to  be  significant  within  the  department  being  audited. 


2.21  Preliminary  surveys  in  a  number  of  departments  identified  areas  for 

possible  audit  examination  under  the  value-for-money  mandate.  Typically,  of 
several  areas  identified,  one  was  selected  for  immediate  investigation.  The 
remaining  potential  studies  may  be  pursued  in  the  future  as  Principals  of  the 
Office  develop  their  audit  programs  for  individual  departments. 
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2.22  By    August    31,    1978,    we    had    launched    52    value-for-money    audit 

projects.  Thirty-five  projects  had  been  completed  and  interim  reports  released  to 
departments  for  comment  and  response.  These  35  reports  provide  the  basis  for 
the  discussion  of  issues  of  government-wide  significance  in  the  following  three 
chapters.  Chapters  14  to  19  of  this  Report,  which  contain  summaries  of  our 
comprehensive  audits  in  six  departments,  include  the  results  of  the  16  SPICE 
projects  conducted  in  those  departments.  Some  of  our  SPICE  examinations  did  not 
identify  matters  of  sufficient  importance  for  reporting  to  Parliament. 


2.23  The  findings  of  all  SPICE  examinations  have  been  discussed  at  length 

with  departmental  program  managers  and  deputy  heads.  Because  quality  of 
management,  the  subject  of  SPICE  audits,  is  an  area  open  to  interpretation  and 
therefore  to  differences  of  opinion,  we  have  carefully  briefed  departments  on  our 
views,  verifying  facts  and  discussing  interpretations.  We  have  been  impressed  by 
the  prompt  and  constructive  response.  Departmental  managers  have  initiated 
many  improvements  to  correct  identified  weaknesses  and  have  increased  efforts 
to  implement  solutions  to  problems  that  had  been  identified  prior  to  our  audit. 


2.24  Development    of    a    suitable    audit    methodology    has    also    been    an 

important  part  of  SPICE.  This  emphasis  on  investigative  guidelines  and  related 
development  programs  for  audit  staff  will  continue  indefinitely.  One  of  the 
significant  features  of  SPICE's  methodological  contribution  has  been  its  emphasis 
on  value  for  money  in  the  audit  process  itself.  This  has  led  to  the  re- 
interpretation  of  audit  work  program  development,  which  starts  with  a  prelimi- 
nary review  of  resource  management  problems  or  issues  and  helps  the  Office 
establish  a  cycle  of  audit  priorities.  The  perspective  on  situations  of  suspected 
weak  management  practices  can  sometimes  be  long.  In  this  Report,  for  example, 
some  of  the  capital  acquisition  inquiries  relate  to  projects  that  were  initiated 
almost  10  years  ago.  Such  auditing  demands  techniques  somewhat  different  in 
emphasis  from  those  more  traditional  to  the  Office. 


2.25  At  the  heart  of  the  investigative  methodology  is  an  evolving  set  of 

"audit  criteria"  based  on  standards  of  management  Parliament  can  reasonably 
expect  from  the  Government.  The  development  and  exploration  of  these  criteria 
have  been  an  underlying  function  of  SPICE.  The  purpose  is  twofold:  first,  to 
improve  the  quality  and  cost  effectiveness  of  value-for-money  audits;  and  second, 
to  encourage  the  further  promulgation,  adoption  and  active  use  of  recognized 
management  practices  in  government. 


2.26  SPICE  methodology  is  evident  in  the  following  three  Chapters  of  this 

Report  that  deal  with  planning  capital  acquisition  projects,  measuring  and 
increasing  efficiency  and  evaluating  effectiveness.  It  is  also  being  developed  in 
several  other  areas  of  future  audit  interest. 
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2.27  For    planning,    as    it    relates    to    capital    assets    projects,    we    have 

developed  a  fairly  complete  investigative  methodology.  It  reflects  expert  opinion, 
experience  in  other  jurisdictions  and  our  observations  in  the  Public  Service  of 
Canada.  Much  more  remains  to  be  done,  however,  on  the  treatment  of  planning 
issues  in  other  kinds  of  government  programs. 


2.28  SPICE  benefited  from  two  well  recognized  streams  of  experience  in 

the  area  of  measuring  and  increasing  efficiency:  first,  the  long  history  of 
systematic  efforts  to  improve  labour  productivity  that  now  stretch  back  more 
than  two  generations;  and  second,  the  efforts  of  the  Treasury  Board  Secretariat 
and  departments  in  the  last  10  years  to  measure  and  improve  public  service 
efficiency.  Some  kinds  of  public  service  work  are  more  amenable  than  others  to 
"productivity  improvement."  Even  so,  there  is  ample  opportunity  to  increase 
value  for  money  through  greater  efficiency.  By  and  large,  this  calls  for 
straightforward  concepts  and  methods. 


2.29  Evaluation  of  effectiveness  summons  up  a  different  order  of  problems. 

Opinions  differ  on  the  feasibility,  merits  and  longer-term  utility  of  formal 
attempts  to  measure  and  otherwise  evaluate  the  outcomes  of  public  programs.  To 
what  extent  can  the  goals  for  new  programs  be  defined  so  as  to  lend  themselves  to 
measures  of  their  achievement?  How  much  money  should  be  spent  on  evaluation? 
Which  particular  evaluation  research  techniques  should  be  applied?  To  date,  we 
have  concentrated  on  two  areas:  first,  evaluability  assessment  methods  to 
identify  measurable  outcomes  of  programs;  and  second,  the  state  of  the  art  in 
evaluation  research,  so  that  program  evaluation  studies  can  be  audited  for 
soundness  of  procedure  and  reliability  of  result.  SPICE  methodology  reflects  our 
interest  in  more  and  better  program  evaluations,  as  called  for  by  the  Treasury 
Board. 


2.30  To  consolidate  and   pass  on  SPICE  experience,  the  Audit  Office  is 

preparing  new  audit  manuals,  reporting  guidelines  and  professional  papers.  Ahead 
lie  the  challenges  of  staff  training  and  development  of  audit  teams  with  broader 
professional  competence  in  what  we  term  comprehensive  auditing  —  described 
more  fully  in  Chapter  11  of  this  Report.  In  these  ways,  the  Office  plans  to 
maintain  its  effectiveness  in  serving  Parliament. 
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3 
PLANNING  CAPITAL  ACQUISITION  PROJECTS 


Background 

3.1  The    prevailing    period    of    budgetary    restraint,    extending    into    the 

foreseeable  future,  gives  added  significance  to  planning  as  the  Government  seeks 
to  channel  new  funds  in  the  most  productive  directions  and  release  funds  for 
higher  priority  uses.  Planning  covers  a  wide  range  of  activities  —  from  the  very 
broad  such  as  the  process  of  establishing  government  priorities,  to  the  very 
detailed  such  as  setting  out  a  day's  work  in  a  clerical  function.  Planning  processes 
have  implications  for  all  aspects  of  the  value-for-money  mandate.  Acquisition 
decisions  raise  basic  issues  as  to  "appropriate  quality  at  a  minimum  cost"  —  the 
economy  question.  Projects  to  plan,  acquire  or  build  capital  assets  raise  issues  of 
efficiency  as  part  of  project  management.  Effectiveness  evaluation  can  be 
facilitated  or  frustrated  according  to  the  clarity  of  objectives  and  intended 
effects  that  are  specified  at  the  planning  stage. 


3.2  Our  findings  in  one  aspect  of  planning,  capital  acquisition  projects,  are 

sufficiently  well  developed  to  report  at  this  time.  These  findings  concentrate  on 
the  economy  aspects  of  projects  and  in  some  instances,  consider  the  efficiency 
aspects  as  well.  In  the  future,  we  expect  to  examine  and  report  on  additional 
aspects  of  planning  that  fall  within  our  audit  mandate. 


Scope 

3.3  The  SPICE  project  has  conducted  a  number  of  examinations  of  planning 

as  it  relates  to  capital  acquisitions.  To  examine  a  reasonable  cross-section  of 
capital  acquisitions,  we  selected  departments  with  major  capital  expenditures. 
Within  these  departments  we  identified  projects  for  examination  on  the  basis  of: 

the  size  of  the  project,  concentrating  on  larger  rather  than 
smaller  projects;  and 

previous  investigations  and  audits  already  under  way. 

3A  The    capital    acquisitions    we    have    examined    are    not    necessarily 

representative  of  all  such  projects  the  Government  carried  out  in  recent  years. 
Rather,  they  are  a  selection  of  important  projects  with  estimated  final  costs 
amounting  to  $699.7  million.  The  total  for  capital  expenditures  in  the  1977-78 
Main  Estimates  was  $1,838.6  million.  Total  approved  capital  cost  of  projects  under 
way  during  1977-78  is  estimated  at  $10,000  million,  excluding  capital  contribu- 
tions  for   such   programs  as   flood  control,  sewage  disposal  plants  and  Central 
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Mortgage  and  Housing  Corporation  housing  assistance.  These  sums  do  not  include 
the  operating  and  maintenance  costs  of  the  facilities.  Over  the  useful  life  of  a 
capital  asset,  such  costs  typically  amount  to  at  least  as  much  as  the  capital  cost. 
Projects  examined  in  detail  were  recently  completed  or  were  in  the  final  stages  of 
completion.  During  1977-78,  expenditures  on  these  projects  amounted  to  $161 
million.  Because  of  the  nature  of  the  projects,  initial  authorizations  may  have 
been  given  up  to  10  years  ago. 

3.5  Our  work  consists  of  post-audits  ~  examining  results  after  the  fact. 

Accordingly,  we  review  the  documentation  prepared  at  the  time  decisions  were 
made  and  observe  the  subsequent  events  including  the  results  of  procedures 
applied  to  the  projects  in  question.  In  some  cases,  departments  have  informed  us 
that  they  have  installed  procedures  intended  to  eliminate,  in  future  projects,  the 
problems  we  identified.  We  support  these  initiatives,  but  cannot  judge  the 
efficacy  of  procedures  not  yet  implemented.  Our  findings  are  cited  here  to 
highlight  the  importance  of  proper  planning  and  control  procedures.  Procedures, 
however,  are  only  tools  which  assist  management.  They  contribute  to  and  must  be 
accompanied  by  the  dedicated  pursuit  of  the  objective  of  economy. 


Audit  Criteria 

3.6  In  the  initial  stages  of  our  work,  we  drafted  audit  criteria  for  capital 
acquisitions.  They  were  tested  and  in  some  cases  modified  during  the  field 
examinations.   The  following  are  the  criteria  that  emerged. 

3.7  Responsibility  and  accountability  should  be  clearly  defined  and  commu- 
nicated. 

Responsibility  and  accountability  for  analysing  needs, 
setting  objectives,  conducting  feasibility  studies,  develop- 
ing proposals,  exercising  control  over  design  and  construc- 
tion and  reviewing  completed  projects  should  be  clearly 
defined  and  communicated. 


3.8  Requests  for  funds  should  be  supported  by  accurate  and  complete  docu- 

mentation. 

Each  capital  acquisition  should  begin  with  an  unbiased 
analysis  of  the  need  to  be  met  and  its  relationships  to 
statutory  and  departmental  objectives.  Care  should  be 
taken  to  avoid  exaggerating  benefits  and  thereby  overstat- 
ing the  need  for  the  project. 


40 


Study  of  Procedures  in  Cost  Effectiveness 


For  each  capital  acquisition  there  should  be  a  clear  written 
statement  of  objectives,  which  should  be  related  to  the 
appraisal  of  needs.  Where  feasible,  the  objectives  should 
facilitate  quantitative  measurement  of  the  extent  to  which 
they  are  attained. 

Alternative  courses  of  action  should  be  evaluated  impar- 
tially on  the  basis  of  differences  in  revenues,  benefits  and 
life-cycle  costs  (initial  capital  costs  and  the  present  value 
of  operating  and  maintenance  costs  over  the  life  of  the 
asset).  Options  which  should  be  thoroughly  analysed 
include  contracting  out  of  activities  to  companies  which 
are  capable  of  doing  the  required  work;  leasing,  as  opposed 
to  outright  purchase;  repairing  or  modifying  existing 
facilities  rather  than  replacing  them;  or  delaying  the 
project,  perhaps  indefinitely. 

Capital  cost  estimates  at  all  stages  of  the  planning  process 
should  be  realistic  and  complete,  covering  all  aspects  of  the 
project.  A  revised  estimate  based  on  the  actual  design,  schedule 
and  site  conditions  should  be  prepared  before  seeking  final 
approval.  The  effects  of  possible  future  inflation  should  be 
considered,  separately  from  other  cost-increase  factors. 
Estimates  should  be  expressed  in  both  current  and  anticipated 
future  dollar  values. 


3.9  Final  approval  should  be  based  on  full  information. 

Approval  for  expenditures  on  construction  should  be  withheld  in 
the  early  stages  of  project  planning  when  full  information  is  not 
yet  available.  When  a  project  is  first  conceived,  approval  should 
be  given  only  for  funds  to  conduct  feasibility  studies,  develop  a 
design  and  prepare  cost  estimates.  As  indicated  above,  one 
reason  for  withholding  final  approval  is  that  an  accurate 
estimate  of  construction  costs  cannot  be  made  until  site 
conditions  have  been  assessed  and  a  design  has  been  selected. 
Accurate  estimates  are  basic  to  analyses  such  as  benefit-cost 
studies  and  cash  flow  forecasts.  Final  approval  of  a  project 
should  also  await: 

an  up-to-date  analysis  of  needs  and  alternatives; 

rental  commitments  from  major  users,  in  the  case  of 
a  "user-pay"  facility;  and 

detailed  plans  for  achieving  manpower  reductions,  in 
the  case  of  a  mechanization  project. 
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3.10  Project  implementation  should  be  properly  controlled. 

Managers  should  exercise  control  over  projects  during 
design  and  construction  to  ensure  that  facilities  of  the 
approved  size  and  quality  are  completed  on  schedule  and 
within  the  authorized  budget.  Adequate  systems  should  be 
used  to  control  changes  in  design  and  to  report  progress, 
highlighting  accountability  for  decisions  taken  and  results 
achieved. 


3.11  Completed  projects  should  be  reviewed. 

Each  project  should  be  reviewed  on  completion  to: 

Ascertain  whether  appropriate  procedures  were 
applied,  economy  and  efficiency  were  observed  and 
objectives  were  achieved; 

evaluate  the  performance  of  managers;  and 

develop  recommendations  for  planning  and  controlling 
similar  projects  in  the  future. 

Audit  Conclusions 

3.12  Based  on  13  SPICE  audits  completed  to  date,  the  capital  acquisition 
process  does  not  come  up  to  a  reasonable  standard  of  "due  regard  for  economy." 
The  process  suffers  from  a  number  of  shortcomings  which  in  total  indicate  that 
resources  of  an  appropriate  quality  were  not  acquired  at  a  minimum  cost. 

3.13  Our  findings  are  not  uniform  across  all  projects  examined.  Deficien- 
cies that  affected  one  project  may  not  have  appeared  in  another.  Two  of  the  13 
projects  demonstrated  reasonable  regard  for  economy. 


Audit  Findings 

3.14  Our  examinations  show  that  good  practices  that  have  emerged  from 

many  years  of  project  management  experience  often  were  not  followed  in  the 
planning  and  acquisition  of  capital  assets.  Brief  case  histories  of  all  capital 
acquisition  projects  examined  are  included  later  in  this  Chapter. 


3.15  Key    aspects    of    project    planning    and    implementation    sometimes 

received  insufficient  attention  because  responsibility  and  accountability  for  them 
were  not  clearly  defined. 
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3.16  Program  managers  and  departments  naturally  tend  to  advocate  capital 

projects  that  will  further  the  aims  of  the  programs  for  which  they  are  responsible. 
However  this  appears  to  have  been  carried  to  extremes.  Central  controls  have  not 
counterbalanced  this  to  the  extent  they  should.  We  noted  a  number  of  projects 
where  the  need  for  new  facilities  was  not  clearly  demonstrated  or  the  benefits 
were  exaggerated.  The  objectives  of  some  projects  were  not  clearly  stated  in  a 
manner  which  would  permit  reasonable  assessment  of  their  desirability  and 
subsequent  review  of  whether  or  not  their  objectives  had  been  achieved. 
Moreover,  alternative  courses  of  action  were  not  always  impartially  assessed  and 
presented.  Feasibility  studies  and  project  submissions  generally  stressed  the 
option  preferred  by  the  department  concerned  to  the  detriment  of  other 
alternatives. 


3.17  The  most  noticeable  feature  of  the  capital  projects  examined  was  the 

extent  to  which  their  costs  exceeded  the  amounts  originally  approved.  Exhibit  3.1 
shows  that  total  costs  increased  from  $281.6  million  to  $699.7  million  according  to 
the  latest  final  estimates,  an  increase  of  148%.  The  smallest  increase  occurred  in 
the  South  Western  Ontario  Dyking  program.  However,  this  reflects  a  reduction  in 
the  scale  of  the  work  resulting  from  the  Treasury  Board's  refusal  to  approve  a 
substantially  increased  estimate.  Another  flood  protection  program,  on  the  Fraser 
River,  showed  an  increase  in  federal  contributions  from  $18.0  million  to  $60.0 
million  although  substantially  less  work  than  that  included  in  the  original  estimate 
was  actually  completed.  The  greatest  cost  increase,  from  $17.0  million  to  $108.0 
million  in  the  case  of  the  "R"  Class  Icebreakers  project,  reflects  the  escalation 
from  a  low  estimate  made  in  1972  for  one  icebreaker  to  a  subsequent  estimate  for 
two  icebreakers  at  $60.0  million  and  then  to  the  current  estimate  of  the  final  cost 
for  the  two  icebreakers  now  under  construction. 


3.18  Departments  generally  do  not  have  a  current  analysis  of  how  much  of 

the  escalation  in  estimated  final  project  costs  is  attributable  to  inflation  and  how 
much  to  increases  in  the  real  cost.   Increases  in  real  cost  generally  result  from: 

under-estimation  of  the  original  project;  or 

expansion  of  the  size  or  scope  of  the  project  beyond  the 
original  plans. 


3.19  Estimating  the  impact  of  inflation  can  be  complex  because  of  such 

factors  as  the  timing  of  payments,  cost  escalation  clauses  in  contracts, 
differences  in  inflation  indices  for  types  of  projects  and  regions  of  the  country  and 
differences  in  the  purchased  equipment  component.  To  estimate  the  inflation 
component  for  each  project,  we  adopted  simplifying  assumptions  for  our  analysis. 
Based  on  these  assumptions,  which  are  undoubtedly  conservative,  we  estimate  that 
inflation  for  the  projects  audited  was  82%  of  the  original  cost  estimates  and  the 
real  cost  escalation  was  66%  of  the  original  cost  estimates. 
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Cost  Escalation  of  Capital  Projects 


Exhibit  3.1 


Year  of 
Original 
Approval 

Original 

Approved 

Cost 

Estimated 
Final 
Cost3 

(millions  of  dollars) 

Federal  Contribution  to 

Fraser  River  Flood  Protection  * 

1968 

$    18.0 

$    60.0 

South  Western  Ontario  Dyking  * 

1974 

7.3 

7.6 

Montreal  Flood  Protection 

1976 

2.3 

4.5 

Six  Indian  Affairs  School  Projects 

1973-75 

7.3 

14.5 

CD.  Howe  Building 

1974 

57.0 

102.0 

Calgary  International  Airport 
Terminal2 

1973 

57.7 

127.4 

Toronto  (Malton)  International 
Airport  Additions 

1973 

54.6 

159.7 

"R"  Class  Icebreakers2 

1972 

17.0 

108.0 

Lightstation  Automation 

1970-72 

6.6 

14.2 

Motor  Vehicle  Test  Centre 

1974 

10.3 

25.8 

Transport  Canada 
Training  Institute  —  Cornwall 

1973 

31.5 

58.0 

West  Coast  Vessel  Traffic 
Management  System 

Total 

1974 

12.0 

18.0 
$699.7 

$281.6 

Notes:    1.        Following  original  approval, 

the 

size  or  scope  of  the 

project  was 

substant 

lally  reduced. 

2.        Following  original  approval, 
of  the  project. 

there  were  substantial 

increases  in 

the  plan 

ned  size  or  scope 

3.        Includes  escalation  and  inflatior 
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3.20  The  original  cost  estimates  for  these  projects  did  not  provide  reliable 

information  for  decision  making.  Significant  expansions  in  size  and  scope  after 
projects  had  been  approved  were  not  always  subject  to  appropriate  scrutiny  and 
challenge. 


3.21  Life-cycle  costs,  consisting  of  initial  capital  costs  and  the  present 

value  of  operating  and  maintenance  costs  over  the  life  of  the  assets,  were  not 
analysed  during  the  planning  of  many  of  the  projects  which  we  examined,  although 
there  were  a  number  of  cases  where  operating  and  maintenance  costs  should  have 
been  a  significant  factor  in  decision  making. 


3.22  Existing    budgetary    procedures    do    not    ensure    that    projects    are 

thoroughly  reviewed  after  project  planning  and  design  have  been  completed  but 
before  construction  begins.  Our  examinations  disclosed  a  number  of  instances 
where  reviews  at  this  stage  might  have  raised  serious  questions  about  the 
desirability  of  proceeding  with  projects  as  planned  in  the  light  of  increases  in  real 
costs,  the  absence  of  rental  commitments  for  user-pay  facilities,  and  the  lack  of 
detailed  plans  for  achieving  manpower  reductions  for  mechanization  projects. 


3.23  Performance  on  project  control  was  uneven.    Although  some  projects 

had  quite  sophisticated  planning  and  control  procedures,  others  suffered  from 
diffuse  accountability,  inadequate  monitoring  and  reporting  and  lack  of  action  in 
the  face  of  changing  circumstances. 


3.2^  Completed  projects  are  not  always  subject  to  a  formal  review  even 

when  such  a  review  would  be  relevant  to  the  planning  and  control  of  similar 
projects. 


3.25  On   June   29,    1978,   the   Treasury   Board  issued  a  document  entitled 

Policy  and  Guidelines  on  the  Management  of  Major  Crown  Projects.  The  policy, 
principles  and  guidelines  it  contains  are  generally  consistent  with  the  audit 
criteria  and  recommendations  arising  from  our  examinations  of  capital  acquisition 
projects.  In  particular,  they  urge  the  clear  definition  of  accountability  and 
responsibility,  better  implementation  control  and  a  review  of  completed  projects. 
They  do  not  emphasize  to  the  same  degree  our  criteria  and  our  recommendations 
that  requests  for  funds  be  supported  by  accurate  and  complete  documentation, 
that  final  approval  be  based  on  full  information  and  that  there  be  an  independent 
review  of  all  project  proposals  within  the  sponsoring  department  before  they  are 
submitted  to  the  Treasury  Board.  The  policy  and  guidelines  apply  to  projects 
estimated  at  the  concept  stage  to  cost  over  $100  million  and  to  projects  expected 
to  have  major  socio-economic  impact.  Had  it  been  issued  before  the  initiation  of 
the  projects  we  audited,  the  policy  would  only  have  applied  to  those  audited 
projects  judged  to  have  major  socio-economic  impact. 
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Recom  mendations 

3.26  Departments  and  agencies  should  implement  the  new  Treasury  Board 

Policy  and  Guidelines  on  the  Management  of  Major  Crown  Projects  and  should 
adopt  the  additional  procedures  necessary  to  ensure  that  for  all  capital  projects: 

Responsibility  and  accountability  are  clearly  defined. 

Requests  for  funds   are  supported   by  accurate  and  complete 
documentation  including: 

a  proper  analysis  of  needs; 

a  clear  statement  of  objectives  and  intended  effects; 

an  impartial  assessment  of  alternatives; 

realistic  capital  cost  estimates;  and 

an  analysis  of  life-cycle  costs. 

Final  approval  is  based  on  full  information. 

Project  implementation  is  properly  controlled. 

Completed  projects  are  reviewed. 


3.27  There  should  be  an  independent  review  within  the  sponsoring  depart- 

ment of  all  major  project  proposals  to  ensure  that  requests  for  funds  are  supported 
by  accurate  and  complete  documentation  before  their  submission  for  approval  by 
the  Treasury  Board. 


Case  Histories  of  Capital  Acquisitions 

3.28  The    following    case    histories,    summarizing    all    capital    acquisition 

projects  we  examined,  are  presented  to  illustrate  the  current  state  of  manage- 
ment in  such  projects. 


3.29  Environment  —  Flood  Control.   The    Department   of   the    Environment 

provides  financial  assistance  for  flood  control  programs  through  contributions  to 
the  provinces.  These  programs  seek  to  reduce  the  risk  of  flood  damage  by  the 
construction  of  dykes  and  by  non-structural  alternatives  such  as  flood  plain 
mapping.  The  Federal  Government  becomes  involved,  through  federal-provincial 
agreements,  where  the  Cabinet  considers  that  a  significant  national  interest 
exists.  The  three  programs  we  examined  were  on  the  Fraser  River  in  British 
Columbia  (estimated  Federal  contribution  $60.0  million),  in  South  Western  Ontario 
($7.6  million)  and  in  the  Montreal  area  ($4.5  million). 
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3.30  Following  flooding  of  prime  agricultural  land  in  South  Western  Ontario, 

the  Department  of  Agriculture  obtained  Cabinet  approval  for  a  joint  federal- 
provincial  program  to  protect  this  land  against  floods.  Subsequently  it  requested 
Treasury  Board  approval  for  funding  and  the  request  was  approved  with  the 
provision  that  responsibility  for  the  program  be  transferred  to  the  Department  of 
the  Environment. 


3.31  In  our  opinion,  the  Department  of  the  Environment  did  not  give  due 

regard  to  economy  in  flood  control  projects  in  South  Western  Ontario  and 
Montreal.  Our  audit  revealed  that  on  transfer  of  the  South  Western  Ontario 
program  from  the  Department  of  Agriculture,  the  Department  of  the  Environment 
did  not  subject  the  program  to  the  analysis  and  planning  that  normally  precedes  a 
Treasury  Board  submission  and  the  signing  of  a  federal-provincial  flood  control 
agreement.  Consequently,  the  Minister  of  the  Environment  was  not  informed  in 
detail  of  all  the  relevant  economic  factors  of  the  program  before  signing  the 
agreement.  Although  considerations  other  than  economic  rate  of  return,  such  as 
concern  over  imminent  flooding,  may  affect  decisions  on  flood  control  programs, 
due  regard  for  economy  requires  that  the  decision  maker  be  provided  with  an 
objective  analysis  of  both  costs  and  benefits. 


3.32  Our   audit    also   revealed   that   initial   cost   estimates   made   prior   to 

signing  the  agreements  for  all  three  programs  were  substantially  exceeded 
primarily  because  of  unrealistic  initial  estimates  and,  to  a  lesser  extent,  because 
of  inflation  and  changes  in  design  standards.  The  Fraser  River  agreement  signed 
in  1968  provided  for  total  expenditures  of  $40  million  with  a  federal  contribution 
of  $18  million  for  44  projects.  By  1976,  the  estimated  total  cost  had  increased  to 
$120  million  with  a  federal  contribution  of  $60  million  for  only  22  projects.  In 
Montreal,  program  costs  doubled  from  $5  million  to  $10  million,  with  the  federal 
contribution  increasing  from  $2.3  million  to  $4.5  million  in  one  year.  In  South 
Western  Ontario,  cost  estimates  exceeded  original  estimates  by  $13  million  one 
year  after  the  agreement  was  signed.  This  resulted  in  a  request  to  the  Treasury 
Board  for  additional  federal  funds  of  $5.9  million  which  was  refused  on  the  basis 
that  the  project  had  not  been  justified  on  economic  grounds. 


3.33  Following    the    signing    of    a    flood    control   agreement,    benefit-cost 

studies  are  normally  conducted  for  each  project  covered.  Individual  projects  in 
the  Fraser  River  program  were  carefully  planned,  monitored  and  implemented.  By 
contrast,  in  the  South  Western  Ontario  and  Montreal  area  programs,  the 
Department  did  not  ensure  that  sound  benefit-cost  studies  were  conducted.  No 
studies  were  conducted  for  three  of  the  five  projects  in  the  South  Western  Ontario 
program.  Consulting  engineers  did  undertake  benefit-cost  studies  for  the 
remaining  two  larger  projects,  but  the  estimated  benefits  were  overstated  because 
of  doubtful  assumptions  and  errors  in  methodology.  Costs  of  $5.4  million  and  $8.7 
million  were  estimated  to  give  $7.3  million  and  $11.5  million  in  benefits  but  the 
Department  has  agreed  that  incorrect  methodology  was  used  in  calculating  them. 
Recalculation  shows  the  benefits  to  be  at  most  $1  million  and  $5.5  million 
respectively.  In  the  Montreal  program,  the  benefits  of  one  project  were 
calculated  with  an  unacceptable  method  and  inadequate  data.  The  Department 
did  not  review  any  of  these  studies  in  detail  before  implementing  the  projects. 
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3.3^  Under  each  of  the  three  agreements  we  reviewed,  project  management 

is  a  provincial  responsibility  subject  to  the  general  direction  of  a  federal- 
provincial  committee.  The  federal  representatives  on  these  committees  did  not 
ensure  that  implementation  of  the  Montreal  and  South  Western  Ontario  programs 
was  properly  controlled.  For  example,  the  dyke  at  Pointe-Calumet  in  the 
Montreal  Region  was  redesigned  at  the  request  of  the  municipality,  but  no 
recalculation  of  costs  and  benefits  was  requested.  In  South  Western  Ontario, 
individual  dyking  projects  were  implemented  without  the  approval  of  the  Minister 
as  required  under  the  agreement. 


3.35  Indian  Affairs  and  Northern  Development  —  Schools.  The    Department 

of  Indian  Affairs  and  Northern  Development  is  responsible  for  the  education  of 
status  Indian  children,  either  in  federal  schools  or  in  non-Indian  communities  under 
agreements  with  the  provinces.  The  1977-78  Main  Estimates  provided  $236 
million  for  Indian  education,  of  which  $33.3  million  was  for  capital  expenditures. 


3.36  The  Department  itself  was  particularly  concerned  about  cost  overruns 

for  schools  built  by  the  Department  of  Public  Works  which  used  local  Indian  labour 
to  provide  employment  and  training  opportunities.  We  chose  five  recently 
completed  projects  of  this  type  for  audit  —  at  Lake  Manitoba  and  Wasagamack  in 
Manitoba  and  at  Attawapiskat,  Cat  Lake  and  Fort  Severn  in  Ontario.  The  total 
cost  of  these  five  schools  was  $12.8  million,  compared  to  the  $5.6  million 
approved  by  the  Treasury  Board  before  construction  began.  The  Anicinabe  school 
at  Fort  Alexander,  built  within  the  $1.7  million  budget  by  a  commercial 
contractor,  was  included  as  an  example  of  a  project  executed  within  the  planned 
cost. 


3.37  These  schools  were  constructed  to  replace  older  buildings  and 
temporary  classrooms.  Most  of  the  projects  included  a  gymnasium,  library  and 
other  ancillary  facilities  which  had  not  previously  been  available,  additional 
housing  for  teachers  and  water  and  sewage  treatment  plants  to  serve  the  school 
complex.  Four  of  the  six  communities  are  generally  accessible  only  by  air  and  for 
limited  periods  of  the  year  by  barge  or  winter  roads. 

3.38  In  our  opinion,  the  Department  of  Indian  Affairs  and  Northern 
Development  did  not  give  due  regard  to  economy  in  these  six  projects. 

3.39  The  audit  revealed  that  submissions  to  the  Treasury  Board  did  not 
contain  adequate  information  on  the  need  for  the  facilities  or  on  project 
objectives.  For  example,  the  Fort  Alexander  submission  did  not  describe  the 
existing  school,  gave  no  justification  for  replacing  it  and  did  not  disclose  that  the 
project  would  serve  high  school  students  for  whom  facilities  had  already  been  built 
in  a   nearby   non-Indian   community  at  a  cost  to  the  Department  of  $164,000. 
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Submissions  for  other  schools  such  as  Lake  Manitoba  and  Wasagamack  did  not 
disclose  the  sizes  of  these  schools  in  square  feet  per  pupil,  or  in  relation  to  the 
school  size  standards  then  in  force,  so  that  it  was  difficult  to  judge  whether  they 
were  unduly  large. 


3.40  The  final  cost  of  the  six  projects  was  twice  the  estimates  the  Treasury 

Board  approved.  A  major  reason  was  that  the  estimates  were  generally  made 
before  the  schools  were  designed  and  without  feasibility  studies  on  water  supply 
and  sewage  disposal.  Moreover,  the  Department  did  not  request  revised 
estimates,  based  on  the  actual  design  and  appropriate  feasibility  studies,  before 
construction  began.  It  also  failed  to  ensure  that  cost  estimates  took  adequate 
account  of  the  difficulties  of  construction  in  remote  northern  locations.  For  the 
Attawapiskat  and  Fort  Severn  schools,  substantially  increased  cost  estimates  were 
received  before  construction  began,  but  Treasury  Board  approval  for  the  increases 
was  not  sought  until  later. 


3.41  Treasury  Board  approvals  were  not  sought  for  the  final  cost  overruns 

on  three  of  the  six  school  projects  we  examined.    Requests  for  approval  of  cost 
overruns  for  two  schools  contained  incorrect  statements. 


3.42  When  tenders  for  the  Fort  Alexander  project  were  $300,000  below  the 

estimate  approved  by  the  Treasury  Board,  the  Department  authorized  additions 
which  brought  the  cost  back  up  to  the  approved  amount  of  $1.7  million.  With 
these  changes,  the  design  exceeded  the  general  guidelines  for  school  size  set  by 
the  Treasury  Board. 


3.43  The  Department  did  not  exercise  sufficient  control  over  the  implemen- 

tation of  projects  by  the  Department  of  Public  Works.  In  particular,  it  did  not 
insist  on  adequate  standards  of  progress  reporting  or  on  procedures  to  control 
design  changes. 


3.44  National  Defence  —  Base  Development  Planning.  A  key  output  of  the 

planning  process  of  the  Department  of  National  Defence  is  the  determination  of 
force  deployment  and  the  supporting  structure  of  military  bases.  This  is  reflected 
through  planning  guidelines  for  each  base  which  lead  to  a  detailed  base 
development  plan.  The  contents  of  this  plan  should  have  a  major  impact  on  the 
direction  of  the  facilities  maintenance  program  costing  in  excess  of  $200  million 
each  year. 


3.45  At  the  time  of  our  audit,  planning  guidelines  had  been  prepared  for 

only  13  of  the  32  bases.    Only  four  of  the  13  bases  with  guidelines  had  approved 
base  development  plans,  although  the  need  for  these  was  identified  in  1972  and  a 
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revised  base  planning  policy  was  developed  in  1975.  The  Department  has  since 
informed  us  that  planning  guidelines  have  been  completed  for  15  bases  and  are 
being  prepared  for  three  others.  Also,  seven  base  development  plans  have  been 
approved,  two  more  are  in  the  approval  process  and  a  further  six  are  being 
prepared. 


3.^6  The  absence  of  base  development  plans  for  the  majority  of  National 

Defence  bases  makes  it  difficult  to: 

plan  the  facilities  maintenance  program  on  a  medium  to 
long-term  basis  in  light  of  anticipated  use  and  life 
expectancy; 

determine  correct  maintenance  priorities  and  avoid  unde- 
sirable day-to-day  reaction  to  operating  needs; 

evaluate  the  economic  benefits  of  replacing  a  facility 
rather  than  maintaining  it;  and 

achieve  continuity  of  policy  and  direction,  given  the 
frequent  change  in  the  senior  personnel  at  each  base 
required  by  career  development  plans. 


3A7  To    ensure    the    most    economic    and    efficient    use    of    both    new 

construction  and  base  maintenance  resources,  the  Department  should  give  greater 
emphasis  to  providing  interim  guidelines  and  approved  development  plans  to  its 
bases. 


3.48  Post  Office  —  Mechanized  Letter  Sorting  System.        The    Mechanized 

Letter  Sorting  System  (MLSS)  began  in  1970  as  part  of  a  major  modernization 
program  within  the  Post  Office.  The  system's  equipment  cost  about  $153  million; 
it  will  be  installed  in  31  post  offices  in  26  cities  when  the  program  is  completed  in 
1982.  The  Post  Office's  machines  sort  letters  automatically,  if  they  have  a  postal 
code. 


3.49  In  our  opinion,  the  Post  Office  did  not  give  due  regard  to  economy  in 

this  undertaking.  The  Department's  cost  effectiveness  studies  forecast  that  over 
a  period  of  15  years  sorting  letters  with  the  MLSS  would  cost  $161  million  less 
than  sorting  manually  for  an  increasing  volume  of  mail.  These  studies  did  not 
provide  detailed  information  about  achieving  benefits  in  the  operating  environ- 
ment on  a  plant  by  plant  basis.  The  broad  goals  described  in  these  studies  were 
not  translated  into  operating  objectives  that  could  be  communicated  to  postal 
plants. 
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3.50  Although  about   90%  of   the  anticipated  saving  was  to  be  achieved 

through  reducing  the  growth  rate  in  labour  costs,  the  Department  did  not  develop 
a  comprehensive  plan  detailing  the  timing,  location,  extent  and  means  of  attaining 
these  labour  cost  savings.  The  Department  reports  that  as  the  system  becomes 
operational,  manpower  levels  are  being  frozen  or  held  to  growth  rates  below 
volume  increases  and  that  detailed  planning  is  underway  to  achieve  the  desired 
levels  of  output  in  the  mechanized  plants. 


3.51  The  Post  Office  did  not  adequately  measure  and  report  actual  MLSS 

equipment  costs  in  relation  to  the  planned  costs  in  the  cost  effectiveness  studies. 
As  a  result  management  could  not  react  promptly  to  variances  between  actual  and 
planned  costs. 


3.52  Some  major  assumptions  in  the  cost  effectiveness  studies  were  not 

realized.  For  example,  postal  code  acceptance  was  significantly  less  than 
forecast.  We  were  unable  to  ascertain  whether  the  forecast  savings  were  being 
achieved  because  the  Department  had  not  developed  satisfactory  procedures  to 
measure  and  report  the  effectiveness  of  the  MLSS.  The  Department  has 
recognized  the  need  to  develop  cost-effective  measurement  procedures  and  it 
reports  that  studies  to  address  this  problem  are  underway. 


3.53  Public  Works  —  General  Purpose  Accommodation.   The  Department  of 

Public  Works  is  responsible  for  providing  general  purpose  office  accommodation  to 
departments  and  agencies  of  the  Federal  Government. 


3.5*  The  primary  objective  of  this  activity,  according  to  the  1977-78  Main 

Estimates  is:  "to  provide  departments  and  agencies  of  the  federal  government 
with  accommodation  of  approved  standards  of  quantity,  quality  and  efficiency  at 
the  most  economical  cost".  In  our  opinion,  the  Department's  existing  procedures 
are  not  adequate  for  achieving  this  objective. 

3.55  Our  audit  disclosed  that  at  present  it  is  impossible  to  forecast  reliably 

the  Government's  need  for  office  accommodation.  The  resolution  of  this 
deficiency  is  beyond  the  jurisdiction  of  the  Department.  The  key  factors  in 
accommodation  demand  are  the  creation  of  departments,  their  size,  organization, 
program  changes  and  location  of  operating  units.  The  Department  of  Public  Works 
does  not  control  these  factors,  is  not  in  a  position  to  predict  them  and  thus  is 
seriously  handicapped  in  planning  its  activities. 


3.56  The   Department   has  developed  a  computer-based  model  called  the 

"Real  Estate  Investment  Analysis  System"  which  it  uses  in  assessing  the  financial 
implications  of  alternatives.  Although  the  analytical  model  itself  is  good,  it  does 
not  provide  reliable  information  for  the  investment  decision  because  of  the  poor 
quality  of  the  data  used  as  input. 
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3.57  At  the  time  of  our  audit,  the  Department  was  only  in  the  preliminary 

stages  of  implementing  life-cycle  costing.  Major  buildings  did  not  have  adequate 
life-cycle  maintenance  plans,  and  such  plans  were  not  used  in  expenditure  profiles 
for  investment  analysis  or  as  a  basis  for  the  budgetary  process.  We  found  no 
evidence  that  the  Department  had  applied  its  documented  procedures  for 
incorporating  operating  and  maintenance  experience  into  the  design  of  new 
buildings. 


3.58  The  Department  has  no  ongoing  review  process  for  ensuring  that  it 

achieves  its  objective  of  providing  accommodation  of  approved  standards  at  the 
most  economical  cost.  Such  a  review  would  include  cost  and  performance 
comparisons  among  buildings  as  well  as  between  government-owned  buildings  and 
those  in  the  private  sector. 


3.59  Public  Works  —  CD.  Howe  Building.  In     1971,     the     Department     of 

Public  Works  was  authorized  to  acquire  property  at  240  Sparks  Street  in  Ottawa 
and  to  prepare  plans  for  constructing  an  office  building.  Following  January  1973 
approval  of  the  design  concept  by  the  Deputy  Minister  and  the  National  Capital 
Commission,  detailed  design  proceeded.  Treasury  Board  approval  for  construction 
and  land  costs  of  $57  million  was  obtained  in  February  1974  and  the  CD.  Howe 
Building  was  occupied  in  1978. 


3.60  In  our  opinion,  the  Department  did  not  give  due  regard  to  economy  in 

acquiring  the  CD.  Howe  Building.    In  particular,  we  found  that  alternatives  were 
not  properly  analysed  and  presented. 


3.61  Instead  of  paying  the  full  purchase  price  immediately,  the  Government 

is  making  payments  of  $6.1  million  per  year  to  the  developer  for  35  years.  The 
present  value  of  these  payments,  together  with  certain  land  and  construction  costs 
paid  directly  by  the  Government,  is  estimated  at  $102  million.  Based  on  its 
original  estimates,  if  the  Department  itself  had  let  construction  contracts,  the 
building  would  have  cost  approximately  $90  million  on  a  present  value  basis,  or 
$12  million  less  than  the  alternative  selected.  However,  because  the  Depart- 
ment's option  definition  and  analysis  process  was  not  followed,  its  submission  to 
the  Treasury  Board  indicated  that  the  option  selected  was  the  most  economical. 
Furthermore,  the  alternative  of  continuing  to  rent  office  space  rather  than 
building  new  accommodation  was  not  adequately  analysed  in  the  submission  to  the 
Treasury  Board. 


3.62  The  capital  cost  of  the  CD.  Howe  Building  is  not  properly  disclosed  in 

the  Estimates  presented  to  Parliament.  The  annual  payments  to  the  developer, 
including  the  capital  portion,  will  be  included  in  the  operating  votes  of  the 
Department  of  Public  Works  in  future  years.  The  total  estimated  capital  cost  of 
the  building  as  shown  in  the  Estimates  is  $34  million,  while  the  capital  cost 
calculated  on  a  present  value  basis  is  $102  million. 
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3.63  Transport  —  Calgary  International  Airport.  The  Department  of  Trans- 

port held  consultations  in  1971  with  representatives  of  the  City  of  Calgary,  the 
Province  of  Alberta  and  the  air  carriers  to  plan  the  future  development  of  Calgary 
Airport.  The  Department  presented  a  number  of  alternatives  for  consideration, 
including  both  the  expansion  of  the  existing  terminal  and  the  construction  of  a 
completely  new  terminal  on  a  new  site.  The  air  carriers  expressed  strong 
reservations  as  to  the  immediate  need  for,  and  concern  about  the  cost  of,  new 
terminal  facilities.  On  the  other  hand,  the  City  of  Calgary  and  the  Province  of 
Alberta  favoured  construction  of  new  facilities  as  soon  as  possible. 


3.64  In  1973,  the  Treasury  Board  approved  the  construction  of  a  new  air 

terminal  complex  within  the  existing  airport  boundaries.  The  first  phase  of  the 
complex,  opened  in  the  fall  of  1977,  was  planned  to  satisfy  the  1980  forecast 
demand.  However  certain  components,  for  example  utilities,  were  designed  to 
satisfy  future  development.  Three  subsequent  phases  are  planned  to  provide 
capacity  for  estimated  traffic  growth  to  1995. 


3.65  In  our  opinion,  the  Department  of  Transport  did  not  give  due  regard  to 

economy  in  the  Calgary  Airport  project.  The  written  information  provided  by  the 
Department  to  the  Treasury  Board  in  support  of  the  initial  request  for  approval 
was  inadequate  as  a  basis  for  evaluating  the  economy  of  the  proposed  project 
because: 

alternatives   to    the   proposed   new  complex,   such  as   the 
modification  of  the  existing  terminal,  were  not  presented; 

the    concerns    expressed    by    the    air    carriers    were    not 
disclosed; 

financial  information  was  incomplete; 

cost  estimates,  which  were  based  on  conceptual  designs, 
were  unrealistic;  and 

the  Department's  written  replies  to  certain  questions  posed 
by  the  Treasury  Board  officials  were  incomplete. 

However,  we  understand  that  the  Treasury  Board  Secretariat  was  informed  orally 
that  the  existing  terminal  could  be  further  modified  and  might  suffice  until  1979. 
Later  requests  to  the  Treasury  Board  for  additional  project  funds  did  not  update 
financial  projections.  Thus  the  impact  of  the  increased  capital  costs  on  the  future 
financial  viability  of  the  airport  was  not  revealed. 
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3.66  The  Department  did  not  reach  agreement  with  the  air  carriers  on  user- 

pay  cost-recovery  charges  until  just  prior  to  the  opening  of  the  new  terminal.  The 
rates  agreed  upon  will  be  substantially  below  those  deemed  necessary  to  achieve 
full  cost  recovery  at  the  original  planned  rate.  Although  the  present  five-year 
agreement  will  be  renegotiated  upon  expiry,  there  is  no  guarantee  that  cost 
recovery  will  be  achieved  over  the  life  of  the  facilities.  In  our  view,  reaching  an 
agreement  on  cost-recovery  charges  prior  to  the  start  of  construction  was 
essential  to  ensure  concern  for  economy  and  discourage  any  unjustified  user 
demands. 


3.67  During  the  course  of  the  project,  the  size  and  cost  of  the  air  terminal 

building  increased  substantially  as  compared  with  the  original  Treasury   Board 
approval  of  the  concept: 

Total  size  increased  by  59%  from  452,530  square  feet  to 
720,550  square  feet. 

Total  cost  increased  by  255%  from  approximately  $21.3 
million  estimated  in  1973  to  $75.7  million. 


3.68  The  Department  attributes  the  increase  in  the  size  of  the  building  to: 

changes    arising    from    the    preparation    of    detail    design 
drawings; 

the   provision    for    future   utilities    to    meet   the   ultimate 
(1995)  terminal  development; 

the  inclusion  of  United  States  preclearance  requirements; 

the  expansion  of  holdrooms  to  accommodate  wide-bodied 
aircraft;  and 

the  addition  of  certain  office  and  concession  space. 

The  Calgary  terminal  is  substantially  larger  than  Toronto  Terminal  II  when 
compared  on  an  area  per  peak  hour  passenger  basis  in  the  design  year  of  1980.  It 
is  5.5  times  larger  than  the  old  terminal  which  it  replaced.  The  Department 
advises  that  comparisons  of  air  terminal  buildings  can  be  invalid  for  various 
reasons.  However,  it  has  been  unable  to  demonstrate  by  other  means  that  the  size 
of  the  Calgary  terminal  is  not  out  of  line. 


3.69  The    increase    in    cost    is    attributed    by    the    Department    to    the 

development  of  firm  cost  estimates  based  on  detailed  design  drawings,  the 
increase  in  the  size  of  the  terminal  due  to  design  changes  and  inflation.  Although 
the  exact  impact  of  inflation  is  difficult  to  determine,  construction  cost  indices 
show  an  inflation  rate  of  approximately  65%  between  1972  and  1977. 
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3.70  Although  the  design  and  construction  of  air  terminal  buildings  to  meet 

future  requirements  is  a  complex  task,  we  are  not  satisfied  that  the  Department's 
procedures  were  adequate  to  prevent  any  unnecessary  increases  in  either  the  cost 
or  size  of  the  Calgary  air  terminal  building.   Specifically: 

Extensive  authority  was  delegated  to  the  Western  Region 
without  effective  review,  challenge  and  control  by  Head- 
quarters. 

There  was  no  clear  acknowledgement  by  individuals  within 
the  administration  of  responsibility  or  accountability  for 
the  financial  viability  of  the  new  airport  complex  once  in 
operation. 

There  were  inadequate  general  area  and  cost  criteria, 
based  on  comparable  Canadian  or  foreign  facilities,  against 
which  to  monitor  the  project. 

No  cost-benefit  or  life-cycle  analyses  were  provided  in 
support  of  major  design  changes. 


3.71  This  project  and  the  six  that  are  described  below  are  further  discussed 

in  Chapter  19  of  this  Report  as  part  of  the  summary  of  our  audit  findings  in  the 
Department  of  Transport.  There  we  note  improvements  in  management  systems 
that  the  Department  has  introduced.  These  improvements  may  prevent 
recurrences  of  issues  of  the  types  described  here.  Chapter  19  also  contains 
specific  and  general  departmental  comments  on  our  observations  and  recommen- 
dations. 


3.72  Transport  —  Toronto  (Malton)  International  Airport   Additions.   The 

Department  of  Transport  received  approval  in  1973  for  a  project  providing 
additional  capacity  at  Malton  Airport  to  handle  traffic  growth  up  to  1980,  prior  to 
opening  a  second  airport  in  the  Toronto  area  at  Pickering.  In  1975  the 
Department  cancelled  the  proposed  Pickering  Airport  thereby  changing  the 
perspective  of  the  current  expansion  at  Malton.  The  project  involves  the 
extension  and  modification  of  most  of  the  airport  facilities  including  two 
terminals,  a  road  system,  aircraft  aprons  and  utilities  plant,  as  well  as  new  indoor 
parking  facilities  for  Terminal  II.  The  project  is  scheduled  for  completion  in 
December  1981,  although  certain  facilities  such  as  the  extension  to  Terminal  II 
and  adjacent  parking  facilities  are  already  operational.  The  total  estimated  cost 
is  $159.7  million. 


3.73  Our  audit  did  not  disclose  any  major  deficiencies  in  the  Malton  project. 

Because  the  project  was  undertaken  to  meet  short-range  forecasts  of  traffic 
growth,  the  facilities  are  expected  to  be  well-used  as  soon  as  available  and  an 
economic  use  of  capital  resources  should  result.  However,  we  observed  a  number 
of  weaknesses  in  project  planning  and  control. 
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Project  objectives  made  no  reference  to  the  Department's 
"user-pay"  policy.  Agreement  with  the  airlines  on  user 
charges  was  not  reached  before  project  approval  except  for 
Air  Canada's  office  accommodation. 

The  original  estimate  of  $54.6  million  in  1973,  which  was 
based  on  conceptual  designs  and  did  not  include  highway 
access  and  internal  road  improvements,  gave  the  Treasury 
Board  little  indication  of  the  final  cost.  During  the 
project,  design  changes  arising  partly  because  of  the 
cancellation  of  the  Pickering  project  had  a  substantial 
effect  on  costs,  as  did  inflation. 


3.7*  Transport  —  "R"  Class  Icebreakers.   In      1972,     the     Treasury     Board 

approved  a  Department  of  Transport  proposal  for  construction  of  a  new  "R"  Class 
icebreaker  at  a  cost  of  $17.0  million  to  replace  the  N.B.  McLean,  then  42  years 
old.  In  an  effort  to  expedite  the  project,  tenders  for  the  hull  and  the  propulsion 
machinery  were  called  separately.  None  of  the  tenders  for  the  hull  was  accepted 
but  a  contract  was  let  for  the  propulsion  unit.  The  Department  subsequently 
proposed  that  the  project  be  expanded  to  two  "R"  Class  icebreakers  at  a  total  cost 
of  $60  million.  The  Treasury  Board  granted  approval  in  May  1974.  After  tenders 
had  been  received,  the  Treasury  Board,  in  April  1975,  raised  the  approved  ceiling 
to  $108  million.  According  to  the  Department,  the  increase  was  mainly  due  to 
inflation  and  to  design  changes. 


3.75  The  first  ship,  the  Pierre  ladisson,  was  delivered  in  May  1978.  Its 
sister  ship,  the  Franklin,  will  be  delivered  in  1979.  Both  are  designed  to  operate 
in  the  St.  Lawrence  River  and  Gulf,  on  the  Great  Lakes  and  in  the  Arctic.  Annual 
operating  costs  for  each  ship  are  estimated  at  $2.5  million. 

3.76  In  our  opinion,  the  Department  of  Transport  did  not  give  due  regard  to 
economy  in  the  planning  and  approval  phase  of  the  "R"  Class  Icebreakers  project. 
The  formal  documentation  of  analyses  such  as  anticipated  demand  and  planned 
service  levels  was  inadequate  to  support  project  approval. 

3.77  The  proposal  to  acquire  the  icebreakers  did  not  include  a  fleet  plan  to 
support  the  need  for  the  two  icebreakers.  Such  a  plan  should  forecast  needs  for 
icebreaking  services,  proposed  levels  of  service,  the  size  of  fleet  required  to 
provide  those  levels  of  service,  and  the  economic  benefits  that  would  result.  This 
type  of  documentation  was  essential  to  support  the  proposal  to  expand  the  size  of 
the  fleet. 
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3.78  Early  capital  cost  estimates  did  not  provide  a  good  indication  of  the 

eventual  cost.  In  addition,  the  proposal  documents  did  not  adequately  analyse  the 
continuing  costs  of  operating  and  maintaining  the  ships  and  providing  them  with 
helicopters. 


3.79  Transport  —  Lightstation  Automation.  In  March  1970,  the  Treasury 
Board  approved  in  principle  a  two-phase  project  of  the  Department  of  Transport 
for  automating  258  manned  lightstations  "to  improve  lighthouse  service  and  to 
reduce  costs  throughout  the  Aids  to  Navigation  Service".  In  the  late  1960s,  the 
lightkeepers1  union  had  initiated  bargaining  for  specific  hours  of  work.  Tradition- 
ally, hours  of  work  had  been  undefined  as  a  lightkeeper's  presence  was  required  2h 
hours  a  day. 

3.80  The  1970  submission  to  the  Treasury  Board  requested  funding  of  $14.3 
million  and  identified  potential  savings  of  $6.0  million  annually.  These  savings 
were  to  be  achieved  by  reducing  the  number  of  lightkeepers  by  600,  while  adding 
250  technicians  to  monitor  and  maintain  the  automated  system.  Automation  of 
operations  at  each  lightstation,  was  budgeted  in  1970  at  $6.6  million  with  a  target 
completion  date  of  March  1972.  The  reduction  in  lightstation  personnel  was  to  be 
achieved  by  reducing  the  lightkeeper  job  to  surveillance.  Equipment  acceptance 
and  organizational  problems  led  to  a  six-year  delay  in  completing  this  stage  and 
some  lightstations  still  have  not  been  automated.  Installation  of  a  remote 
monitoring  system  was  budgeted  in  1970  at  %7  J  million  and  was  to  have  been 
completed  by  1978.  Treasury  Board  has  now  deferred  approval  of  Phase  II  pending 
re-evaluation  by  the  Department. 


3.81  In  our  opinion,  the  Department  did  not  give  due  regard  to  economy  in 

the  Lightstation  Automation  project. 


3.82  We  saw  no  evidence  that  the  Department  examined  reasonable 
alternative  ways  of  implementing  the  program.  On  installation,  some  of  the 
equipment  did  not  function  to  the  satisfaction  of  lightstation  users,  primarily 
commercial  fishermen,  thereby  contributing  to  delays  and  cost  overruns. 

3.83  Approval  for  the  project  was  based  on  forecast  cost  savings  to  be 
achieved  through  a  substantial  reduction  in  the  number  of  lightkeepers.  However, 
the  Department  did  not  adequately  evaluate  the  feasibility  of  achieving  these 
reductions.  In  fact,  the  small  reduction  in  lightkeeper  staff  achieved  mainly  at 
the  beginning  of  the  project  has  been  partly  offset  by  additional  requirements  for 
technicians  and  other  support  personnel. 
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3.84  Although  the  automation  project  was  nation-wide,  responsibility  for  its 
implementation  was  delegated  to  line  managers  in  the  regions.  Our  audit 
disclosed  that  regional  managers  were  not  held  accountable  for  achieving  project 
objectives  on  a  timely  basis  within  cost  limitations. 

3.85  The  cost  of  Phase  I  of  the  project  is  now  estimated  at  $14.2  million 
including  the  effects  of  inflation.  However,  certain  internal  costs  such  as 
installation  labour  are  not  charged  to  the  project.  Therefore  this  estimated  cost 
does  not  represent  the  total  cost  of  Phase  I. 


3.S6  Transport  —  Motor  Vehicle  Test  Centre.  The  Department  of  Transport 

is  responsible  for  determining  whether  motor  vehicles  and  components  comply 
with  federal  safety  standards.  To  date,  the  Department  has  carried  out  motor 
vehicle  testing  using  various  facilities  in  Canada  and  the  United  States.  In  June 
1974,  the  Department  obtained  approval  in  principle  to  construct  a  Canadian 
motor  vehicle  test  facility  at  a  cost  of  $10.3  million.  The  Motor  Vehicle  Test 
Centre  is  now  scheduled  for  completion  by  the  end  of  1978  at  an  estimated  cost  of 
$25.8  million  including  inflation. 


3.87  In  our  opinion,  the  Department  of  Transport  did  not  give  due  regard  to 

economy  in  the  planning  of  the  Motor  Vehicle  Test  Centre  project. 


3.88  The  Department  did  not  properly  analyse  and  present  alternatives  to 

building  a  new  test  facility  as  a  means  of  carrying  out  its  responsibilities.  It 
commissioned  a  feasibility  study  that  directed  the  consultants  to  assess  the  design 
details  of  the  proposed  Centre  rather  than  the  costs,  benefits  and  alternatives.  Its 
submission  to  the  Treasury  Board  did  not  compare  the  ongoing  costs  of  the 
proposed  Centre  with  the  costs  of  alternatives.  Estimates  now  show  that,  in 
addition  to  the  capital  expenditure  of  $25.8  million,  it  will  cost  $1.8  million  a  year 
to  operate  the  new  Centre.  Continuation  of  the  present  level  of  safety  testing 
would  cost  only  $800,000  a  year. 


3.89  The   Department's   submission   to   the  Treasury  Board  indicated  that 

construction  of  the  Test  Centre  would  increase  automotive  research  and 
development  in  Canada,  increase  the  number  of  technically  qualified  Canadian 
automotive  personnel  and  restrict  testing  expenditures  to  Canada.  It  did  not 
compare  the  effectiveness  of  the  Centre  in  achieving  these  benefits  with 
alternative  courses  of  action. 
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3.90  The  Department  hopes  to  recover  some  portion  of  the  Centre's 
operating  costs  through  the  rental  of  facilities  and  personnel  to  outside  users. 
There  was  no  quantitative  analysis  of  demand  or  prospective  revenues  at  the  time 
of  the  original  Treasury  Board  submission.  Nor  had  this  analysis  been  completed 
by  the  time  of  our  audit. 

3.91  The  cost  estimate  of  $10.3  million  included  in  the  submission  approved 
by  the  Treasury  Board  in  3une  1974  was  preliminary  and  did  not  provide  a  sound 
basis  for  benefit-cost  analysis.  The  Department  did  not  thoroughly  reassess  the 
project  after  design,  engineering  and  cost  studies  had  been  completed  and  the 
final  location  at  Blainville,  Quebec  had  been  selected.  The  1974  submission  had 
indicated  that  a  location  distant  from  Ottawa  would  preclude  testing  of  the 
Government's  National  Capital  Region  motor  vehicle  fleet  and  would  have  other 
disadvantages. 


3.92  Transport  —  Transport  Canada  Training  Institute.   The    Training    Insti- 

tute of  the  Department  of  Transport,  temporarily  located  in  Ottawa,  trains  air 
traffic  controllers,  radio  operators,  electronic  technicians,  marine  personnel  and 
meteorological  technicians.  Transportation  management  courses  also  are  pro- 
vided. The  construction  of  permanent  facilities  at  Cornwall  was  approved  in 
principle  in  1973  at  an  estimated  cost  of  $31.5  million.  On  the  basis  of  detailed 
design  and  taking  inflation  into  account,  the  Treasury  Board  raised  the 
expenditure  ceiling  to  $49.8  million  and  construction  began  in  1975.  Classes  were 
to  begin  in  September  1978  and  relocation  from  Ottawa  is  to  be  completed  by  the 
fall  of  1979.  The  capital  cost  has  increased  to  $58.0  million.  According  to  the 
Department,  the  increase  results  largely  from  inflation.  In  1980-81,  the  first  full 
year  of  operation,  forecasts  provide  for  operating  costs  of  $11.6  million  and  the 
use  of  308  man-years. 


3.93  In  our  opinion,  the  Department  did  not  demonstrate  due  regard  for 

economy  in  the  planning  of  the  Training  Institute  project.  There  was  inadequate 
formal  documentation  of  the  requirements  for  in-house  training  and  the  analyses 
of  options  to  meet  those  requirements. 


3.9*  The  Department  did  not  prepare  a  formal  benefit-cost  study  of  the 

project,  which  should  have  been  done  in  the  early  planning  stages.  Moreover,  the 
Department  did  not  adequately  document  the  costs  and  benefits  of  the  various 
options  by  which  in-house  requirements  might  have  been  met.  Possible  options 
included,  in  particular,  an  incremental  building  program  and  phased  decentraliza- 
tion from  the  National  Capital  Region. 
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3#95  Training  forecasts  presented  in  support  of  initial  project  approval  did 

not  account  for  a  reduction  in  demand  for  Coast  Guard  cadet  training  in  Cornwall 
as  a  result  of  a  decision  to  retain  all  cadet  training  in  Nova  Scotia.  Departmental 
management  indicated  however  that  new  demands  for  other  marine  training  would 
make  up  this  shortfall  and  the  original  forecast  was  not  changed.  Also,  the 
forecasts  did  not  express  demand  in  training  days  or  years  and  did  not  provide 
written  analyses  of  course  scheduling  and  facilities  usage  rates. 

3.96  Review  procedures  within  the  Department  were  insufficient  to  prevent 

the  proposed  facilities  from  increasing  in  size  by  70,000  square  feet  after  approval 
of  the  concept.  A  comprehensive  financial  report  during  the  planning  and 
estimating  phase  would  have  highlighted  the  cost  of  the  increase. 


3.97  Transport  —  West  Coast  Vessel  Traffic  Management  System.  The 

Vessel  Traffic  Management  System  (VTMS)  project  of  the  Department  of 
Transport  is  intended  to  reduce  the  risk  of  the  collision  or  grounding  of  vessels  and 
to  decrease  the  risk  of  pollutants  damaging  the  West  Coast  environment.  The 
project  was  proposed  as  a  developmental  system  to  enable  the  Department's 
Marine  Administration  "to  innovate  and  adopt  air  traffic  control  systems  and 
techniques  to  marine  traffic  as  they  might  apply".  The  project  includes 
construction  of  remote  radar  installations  on  the  lower  coast  of  British  Columbia 
to  monitor  marine  traffic.  Through  radio  and  microwave  links  and  automated 
tracking  systems,  the  Coast  Guard  will  monitor  ship  movements  and  provide 
weather  and  traffic  information  to  mariners. 


3.98  The  project,  originally  approved  by  the  Treasury  Board  in  1974  at  an 

estimated  cost  of  $12.0  million,  is  now  expected  to  cost  $18.0  million  due  to 
inflation  and  design  changes.  It  is  expected  to  be  fully  operational  by  the  end  of 
1978. 


3.99  Our  audit  did  not  disclose  any  major  deficiencies  in  the  West  Coast 

VTMS  project.  We  found,  however,  some  weaknesses  in  the  information  supporting 
approval  of  the  system  and  in  the  project  cost  system.  The  Department  did  not 
clearly  define  the  experimental  goals  of  the  project.  Possible  lower-cost 
alternatives,  such  as  a  ship-to-shore  radio  system  with  manual  plotting,  were  not 
thoroughly  explored  and  documented.  Approval  was  sought,  based  on  rough  cost 
estimates,  before  engineering  studies  were  completed.  The  cost  system  did  not 
report  the  cost  of  services  that  departmental  specialists  provided,  and  did  not 
compare  detailed  costs  with  estimates  for  key  parts  of  the  project. 


3.100  Since   this    project    represents   a  developmental  system,   the   Marine 

Administration  should  conduct  a  post-project  review  to  ensure  maximum  benefits 
are  obtained  and  to  assist  in  planning  future  vessel  traffic  management  systems. 
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4 
MEASURING  AND  INCREASING  EFFICIENCY 


Background 

4.1  The    growth    of    governments    over    the    last    15   years   has   been   so 

substantial  that  in  most  countries  there  is  mounting  concern  for  the  efficiency  of 
public  administration.  Many  attempts  are  being  made  to  measure  and  improve  its 
performance. 


4.2  Traditional  approaches  in  both  business  and  government  have  empha- 
sized direct  day-to-day  supervision  to  achieve  improved  performance.  The  private 
sector  has  led  in  developing  techniques  to  monitor  and  improve  productivity. 
Productivity  measurement  is  a  relatively  new  concept  in  government.  Where  they 
have  tried  to  measure  the  efficiency  of  their  operations,  public  service  managers 
have  concentrated  initially  on  the  efficiency  or  productivity  of  labour. 

4.3  In  Canada,  the  1962  Report  of  the  (Glassco)  Royal  Commission  on 
Government  Organization  generated  a  new  wave  of  interest  in  the  principles  and 
practices  of  modern  management.  The  Commission  recommended  a  redefinition 
of  the  Treasury  Board  management  role  in  the  Public  Service.  At  the  same  time 
there  was  to  be  an  increase  in  the  responsibility  of  deputy  ministers  for  managing 
the  resources  of  their  departments.  Following  government  approval  of  these 
Glassco  recommendations,  the  Treasury  Board  Secretariat  undertook  to  develop 
government-wide  policies  and  guidelines  for  departments  and  agencies  to  use  in 
improving  the  quality  of  departmental  management. 


4.4  In  the  1960s,  a  Planning  Programming  Budgeting  System  (PPBS)  was 

developed  and  introduced.     A  by-product  was  a  new  emphasis  on  performance 
measurement  for  determining  the  efficiency  and  effectiveness  of  programs. 


4.5  In    1973,   the   Treasury  Board  directed  departments  and  agencies  to 

introduce  Operational  Performance  Measurement  Systems  (OPMS)  where  feasible 
to  support  1977-78  Program  Forecasts.  About  65%  of  public  servants  were 
engaged  in  activities  that  the  Treasury  Board  Secretariat  judged  appropriate  for 
performance  measurement.     The  objectives  of  OPMS  were  to: 

support  departmental  budgets,  improve  both  departmental 
and  Treasury  Board  control  over  man-years  and  demon- 
strate managerial  impact  through  changes  in  efficiency; 
and 

provide  information  of  direct  use  in  the  day-to-day 
management  of  government  programs. 
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4.6  In  1976,  the  Treasury  Board  reaffirmed  the  1973  decision  to  encourage 
performance  measurement.  Its  Circular  No.  1976-25  directed  that  performance 
measurement  implementation  be  accelerated  and  completed  by  1980.  The 
Circular  provided  clarification  of  the  earlier  requirement.  It  specifically 
emphasized  that  program  managers  need  performance  measures  to  aid  internal 
management  and  resource  allocation.  If  these  measures  were  appropriate,  they 
could  be  included  in  support  of  Program  Forecasts.  The  Treasury  Board's 
performance  measurement  policy  is  concerned  with  measures  of  efficiency  and 
effectiveness.  This  Chapter  considers  only  efficiency  measurement  in  labour- 
intensive  operations. 

4.7  In  1976,  the  President  of  the  Treasury  Board  reported  to  the  House  of 
Commons  on  the  progress,  the  successes  and  the  problems  in  implementing 
performance  measurement  systems.  This  report  also  stated  that  performance 
measurement  systems  had  been  designed  covering  the  work  of  166,000  government 
employees  or  39%  of  the  total  authorized  man-years. 

4.8  In  December  1977,  the  President  of  the  Treasury  Board  tabled  a 
further  report  in  the  House  of  Commons  on  performance  measurement.  This 
report  sought  to  encourage  and  assist  departments  in  meeting  the  1980  compliance 
deadline,  saying  in  part: 

"It  is  essential  that  performance  measurement  be  considered  an 
inherent  and  indispensable  part  of  the  program  management  process, 
since  it  provides  the  feedback  that  all  managers  need  to  control 
program  operations  and  to  render  a  proper  accounting  for  the  public 
funds  entrusted  to  them." 

4.9  This  emphasis  on  the  importance  of  performance  measurement  in  the 
Government  of  Canada  lends  support  to  greater  recognition  of  value-for-money 
accountability  throughout  the  Government.  Monitoring  and  improving  the 
productivity  of  labour  is  seldom  an  easy  task;  it  is  perhaps  more  difficult  in  the 
public  sector  environment  than  in  the  private.  Nevertheless,  the  efficient  use  of 
labour  is  a  basic  responsibility  of  management.  It  must  receive  adequate 
management  attention  to  satisfy  the  expectations  of  the  Treasury  Board  as 
reflected  in  its  directives  and  to  withstand  the  audit  scrutiny  of  this  Office  as 
called  for  in  the  Auditor  General  Act. 

Scope 

4.10  For  good  reasons,  early  implementation  of  performance  measurement 
systems  tended  to  focus  on  repetitive,  production  or  process-type  work.  This  type 
of  work  involved  many  government  employees.  Output  quality,  service  levels  and 
labour  costs  were  more  easily  quantified  and  the  measurement  technique  more 
easily  understood  and  implemented  in  such  operations. 


62 


Study  of  Procedures  in  Cost  Effectiveness 


4.11  Within  the  general  area  of  efficiency,  our  early  work  also  has  focused 

on  process-type  operations  such  as  large  clerical  groups  doing  similar  work  where 
the  productivity  of  labour  should  be  a  significant  management  concern.  We  have 
concentrated  on: 

performance  measurement  systems  that  have  been  imple- 
mented in  response  to  Treasury  Board  Directives;  and 

any  other  means  management  has  used  to  measure,  control 
and  improve  labour  productivity. 

Our  audits  have  examined  performance  measurement  in  12  departments  and  16 
major  areas  of  activity  involving  about  100,000  man-years.  Most  major 
applications  of  performance  measurement  in  operation  in  1978  have  been 
reviewed. 


Audit  Criteria 

4.12  We  developed  and  tested  efficiency  measurement  audit  criteria  during 
the  early  stages  of  the  SPICE  project.  They  are  consistent  with  the  Treasury 
Board's  general  guidelines  on  performance  measurement,  but  interpret  those 
guidelines  to  establish  more  specific  standards  for  our  audits  —  standards  against 
which  performance  measurement  and  productivity  monitoring  systems  can  be 
assessed.  Emphasis  is  on  the  use  of  information  in  the  day-to-day  management  of 
operations.  The  criteria  are  under  continuing  review  and  may  be  modified  in 
subsequent  audit  programs. 

4.13  Public  service  managers  should  monitor  their  operations  and  actively 
seek  means  of  increasing  efficiency.  This  requires  measuring  and  reporting 
operational  performance.  Increasing  efficiency  requires  that  performance 
indicators  be  used  to  identify  possible  improvements.  The  audit  criteria  we  have 
used  to  address  these  and  other  issues  follow. 


4.14  Measures  of  performance  should  be  relevant  and  accurate. 

Outputs  should  be  well  defined  and  correctly  measured. 
The  definitions  and  measures  should  be  modified  to  reflect 
changes  in  the  nature  of  the  output.  Proxy  measures  should 
be  used  only  if  appropriate. 

The  characteristics  of  the  output,  such  as  quality  and  level 
of  service,  should  be  specified  clearly.  Where  feasible,  the 
performance  reports  should  include  indicators  of  these 
characteristics. 

Inputs  should  be  related  to  the  outputs  they  produce.  Rules 
for  allocating  inputs  should  be  appropriate.  Adjustments 
for  significant  changes  in  inventories  of  work  in  process 
should  be  included  in  the  calculations. 
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Output  and  input  data  should  be  checked  for  accuracy  and 
reliability. 

4.15  Performance  should  be  adequate  in  comparison  to  a  standard. 

The  standard  or  base  for  comparison  should  be  adequate. 
When  appropriate  to  do  so,  it  should  be  established  by 
generally  acceptable  work  measurement  techniques. 

The  standard  or  base  should  be  established  on  a  consistent 
basis  from  one  location  to  another  for  decentralized 
operations.  It  should  take  local  circumstances  into  account 
so  that  meaningful  inter-regional  comparisons  of  perform- 
ance can  be  made. 

Actual  performance  levels  should  be  reasonable  in  compari- 
son with  the  related  standard  or  base.  When  standards  have 
been  established  by  Work  Measurement,  the  target  for  an 
individual  should  be  100%  of  standard.  Over  a  period  of 
time  a  minimum  acceptable  group  performance  should  be 
80%. 

4.16  Reports  should  be  tailored  to  management  needs. 

Indicators  of  performance  should  be  meaningful  to  program 
managers.  Unweighted  aggregation  of  data  on  significantly 
dissimilar  units  of  output  should  be  avoided. 

Reports  should  be  timely  in  relation  to  management  needs. 
They  should  be  summarized  and  should  highlight  significant 
detail. 

4.17  Performance  data  should  be  used  to  achieve  productivity  improvement. 

Targets  stated  either  in  terms  of  absolute  performance  or 
as  gains  over  some  previous  period  should  be  set.  Perform- 
ance data  should  indicate  whether  the  targets  are  being 
met  and  where  corrective  action  is  needed.  Where 
historical  comparisons  form  the  basis  for  reporting  effici- 
ency levels,  additional  analysis  should  be  done  to  indicate 
the  extent  to  which  productivity  improvement  oppor- 
tunities exist. 

Increased  efficiency  should  be  systematically  sought  and 
evaluated.  Recognized  techniques  such  as  work  measure- 
ment and  organization  and  methods  analysis  should  be  used 
for  this  purpose.  Where  appropriate,  mechanization  should 
be  considered.  All  changes  should  be  evaluated  before 
implementation,  including  consideration  of  data  on  past 
performance. 
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Performance  data  should  be  used  to  encourage  employee 
groups  and  managers  to  improve  productivity.  The  commu- 
nication to  individuals  and  groups  of  the  performance 
expected  of  them  is  of  primary  importance.  Initiatives 
such  as  those  suggested  by  current  research  on  the  quality 
of  working  life  may  provide  useful  means  to  seek  overall 
productivity  improvements. 

Productivity  data  should  be  used  in  estimating  future 
resource  needs.  In  the  budgeting  process,  performance 
data  should  be  used  to  plan  improved  ways  of  delivering 
programs. 


4.18  Productivity  measures  and  reports  should  be  kept  current. 

Data  collection  and  analysis  routines  should  be  modified  to 
correct  identified  defects. 

Computerization  or  mechanization  projects  affecting  the 
labour  content  of  an  operation  should  be  recognized  and 
labour  productivity  indicators  revised  accordingly. 

Performance  measurement  systems  should  be  modified  as 
necessary  to  reflect  program  changes  arising  from  new 
legislation. 


Audit  Conclusions 

4.19  The  Treasury  Board  Secretariat  has  provided  leadership  in  defining  the 

issues  surrounding  performance  measurement.  Through  its  directives  and 
compliance  reviews,  the  Treasury  Board  has  indicated  the  importance  it  attaches 
to  this  basic  management  responsibility. 


4.20  Our  examination  of  16  performance  measurement  systems  covering 

about  100,000  man-years  in  12  departments  revealed  only  two  systems  that  were 
considered  satisfactory.  Most  of  the  performance  measurement  systems  reviewed 
did  not  play  an  important  part  in  the  program  management  process.  They 
generally  did  not  satisfy  the  information  needs  of  the  operating  manager  who  must 
make  the  day-to-day  decisions  required  to  control  productivity. 


4.21  In  most  operations  we  audited,  management  did  not  know  the  actual 

level  of  efficiency  or  how  much  it  might  be  increased.    In  most  labour-intensive 
situations,  there  was  insufficient  effort  to  increase  productivity. 
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Audit  Findings 

4.22  One  of  the  most  important  uses  of  performance  data  should  be  to  help 

managers  develop  better,  more  efficient  means  of  delivering  programs.  In 
practice,  the  use  of  performance  measures  generally  has  been  limited  to  justifying 
existing  resource  levels  and  in  many  cases  to  indicating  the  need  for  more  staff. 


4.23  The  Treasury  Board  compliance  reviews  have  encouraged  departments 

to  develop  and  implement  measures  which  in  the  first  instance  meet  the  needs  of 
management  for  day-to-day  control  rather  than  those  of  the  Treasury  Board  for 
budget  control. 


4.24  A  series  of  specific  problems  have  come  to  light  during  our  audits: 

Operational  managers  generally  do  not  use  many  of  the 
performance  measurement  systems  installed.  Hence  they 
tend  to  lack  any  real  commitment  to  these  systems  and  to 
correcting  their  weaknesses. 

In  many  areas  where  program  characteristics  justify  them, 
there  are  still  no  adequate  systems  for  measuring  and 
reporting  operational  performance. 

There  is  often  a  lack  of  consistency  among  regions  and 
among  district  offices  in  methods  of  measuring,  in  perfor- 
mance standards  used,  and  in  management  reporting.  In 
these  cases,  meaningful  internal  comparisons  are  not 
possible. 

Widely  dissimilar  measures  of  output  are  aggregrated 
without  correct  weighting.  The  result  is  misleading 
indicators  of  performance. 

The  data  used  in  performance  measurement  systems  are 
often  inaccurate.  The  checking  and  auditing  of  information 
that  is  susceptible  to  error  is  inadequate. 

In  most  of  the  departments  we  examined,  there  was  no  way 
of  determining  whether  operations  were  attaining  a  reason- 
able standard  of  performance.  In  these  cases,  the  only 
reported  efficiency  indicator  available  was  a  comparison  of 
current  efficiency  with  that  of  a  previous  period.  Since 
there  is  no  assurance  that  past  performance  represents  a 
reasonable  level  of  efficiency,  this  comparison  alone  gives 
little  indication  of  the  extent  to  which  opportunities  for 
improvement  exist. 
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In  those  few  instances  where  sufficient  data  were  available 
to  permit  a  reasonably  accurate  estimate  of  labour 
efficiency,  we  found  it  to  be  below  an  acceptable  level. 
We  obtained  our  estimates  of  efficiency  levels  by  compar- 
ing the  actual  time  reported  with  engineered  work  mea- 
surement standards  for  the  operations  performed.  The 
standards  used  for  this  comparison  have  international 
acceptance  and  are  not  particularly  demanding  in  terms  of 
employee  performance.  Our  estimated  efficiency  levels 
averaged  about  65%,  which,  compared  with  our  criterion  of 
80%,  indicate  that  there  are  still  significant  opportunities 
for  increased  productivity.  Such  increases  will  only  occur 
through  a  serious  and  well-planned  improvement  program. 
The  potential  benefits  however  are  large.  For  example,  if 
the  level  of  efficiency  were  increased  from  65%  to  80%  in 
a  department  with  10,000  measurable  man-years,  a  cost 
reduction  of  the  order  of  $30  million  a  year  could  be 
anticipated.  Expressed  another  way,  a  1%  efficiency 
improvement  for  the  166,000  man-years  judged  amenable 
to  performance  measurement  by  the  Treasury  Board,  could 
represent  an  annual  saving  of  about  $25  million.  Improve- 
ments in  efficiency  of  this  order  typically  can  be  accomp- 
lished through  careful  planning,  taking  advantage  of  attri- 
tion and  non-hiring  in  the  face  of  increased  demand  for 
services. 

In  departments  with  labour-intensive,  process-type  opera- 
tions, insufficient  attention  is  being  paid  to  the  use  of 
proven  techniques  leading  to  increased  labour  productivity 
such  as  organization  and  methods  analysis  and  the  applica- 
tion of  appropriate  work  standards. 

Recommendations 

k.25  Departments  and   agencies   should   have   performance    measurement 

systems  in  place  which  meet  the  needs  of  departmental  managers  for  controlling 
their  operations.  Measures  of  performance  should  be  used  to  help  managers  to 
plan  more  cost-effective  means  of  delivering  their  programs.  Where  feasible,  the 
measures  should  also  be  used  to  support  resource  requests  in  Program  Forecasts 
and  Estimates. 

4.26  Managers  of  labour-intensive,  process-type  operations  should  make 
greater  use  of  recognized  productivity  improvement  techniques.  These  include 
organization  and  methods  analysis  and  work  measurement. 

Case  Histories  of  Performance  Measurement  in  Departments 

4.27  The  following  case  histories  summarize  our  examinations  of  a  number 
of  programs  where  one  would  reasonably  expect  to  find  performance  measurement 
being  applied. 
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4.28  Communications  —  Radio  Frequency  Spectrum  Program.        The  Radio 

Frequency  Spectrum  Program  of  the  Department  of  Communications  is  intended 
to  improve  and  extend  the  use  of  the  radio  frequency  spectrum  to  permit  the 
development  and  growth  of  radio  communication.  Plans  for  1977-78  called  for 
1,056  man-years  and  expenditures  of  approximately  $24  million. 


4.29  The   Department  has   used  its  performance  measurement  system  to 

support  Program  Forecasts  since  the  1975-76  Forecast.  Our  examination  of  the 
supporting  data  raised  questions  about  the  validity  of  these  data.  For  example, 
some  outputs  were  forecast  but  corresponding  actuals  were  not  reported;  those 
outputs  which  were  both  forecast  and  reported  often  displayed  major  variances. 
Because  the  Department  could  not  respond  fully  to  our  questions  we  were  unable 
to  satisfy  ourselves  about  the  validity  of  the  performance  data  presented.  Since 
the  time  of  the  audit,  the  Department  has  been  taking  steps  to  correct  the 
situation. 


4.30  This  performance  measurement  system  is  also  discussed  in  Chapter  15 

of   this    Report   as   part   of   the  summary   of   our   audit   of   the   Department  of 
Communications. 


4.31  Employment  and  Immigration  —  Immigration  and  Demographic  Policy. 

The  Immigration  and  Demographic  Policy  group  of  the  Canada  Employment  and 
Immigration  Commission  employs  approximately  2,000  people.  The  functions  of 
the  group  include  screening  and  processing  immigrants,  the  examination  of  people 
coming  into  Canada  and  the  settlement  of  immigrants  in  this  country. 


4.32  The    Immigration    national    performance    measurement    system    has 

generated  monthly  reports  since  October  1976.   It  provides  an  efficiency  index  for 
each  region  and  for  the  total  sector,  based  on  estimated  standards. 


4.33  We    found    serious    inadequacies    in    this    performance    measurement 

system: 

The  standards  covered  only  a  part  of  the  work  performed  at 
the  district  and  local  office  level.  A  multiplying  factor 
ranging  from  two  to  four  was  used  to  account  for  the 
balance  of  the  resources  including  such  things  as  supervi- 
sion, travel,  idle  time  and  other  unmeasured  activities.  In 
other  words,  the  actual  measured  work  was  only  25%  to 
50%  of  the  total  time  allowed.  The  use  of  such  a  large 
multiplying  factor  is,  in  our  view,  inappropriate  and  makes 
historical  and  inter-regional  comparisons  of  performance 
unreliable. 
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The  system  did  not  differentiate  between  minimum  man- 
ning locations,  those  where  staff  had  to  be  on  duty 
regardless  of  the  workload,  and  those  where  staffing  levels 
could  be  directly  related  to  workload. 

Performance  reports  did  not  include  quality  and  level  of 
service  indicators. 


4.34  We  found  little  evidence  to  indicate  that  management  was  using 
information  provided  by  the  performance  measurement  system  or  other  produc- 
tivity improvement  techniques  to  increase  the  efficiency  of  labour  in  this  group. 

4.35  This  performance  measurement  system  and  those  described  in  the 
following  three  sections  are  also  discussed  in  Chapter  14  of  this  Report  as  part  of 
the  summary  of  our  audit  of  the  Canada  Employment  and  Immigration  Commis- 
sion. 


4.36  Employment  and  Immigration  ~  Benefit  Programs.  In  1976-77  the  Benefit 

Programs  group,  formerly  known  as  the  Unemployment  Insurance  Commission, 
employed  more  than  10,000  people  in  providing  short-term  financial  relief  and 
other  assistance  to  workers  eligible  under  the  Unemployment  Insurance  Act, 
1971,  1970-7 1-72,  c.  48.  These  services  are  provided  through  more  than  300 
district  offices  across  Canada. 


4.37  The  performance  measurement  system  of  the  Benefit  Programs  group, 

which  has  been  refined  over  the  last  10  years,  is  by  far  the  most  advanced  and 
complete  within  the  Commission  and  one  of  the  most  advanced  systems  within  the 
Canadian  government.  This  system  contains  all  the  essential  elements  needed  for 
effective  performance  measurement  and  has  a  number  of  key  "operational 
effectiveness"  indicators  that  enable  management  to  assess  the  quality  and  level 
of  service  provided.  It  uses  unit  costs  for  assessing  overall  performance  and  is 
able  to  calculate  efficiency  at  a  detailed  level  using  work  measurement  standards. 


4.38  We  found  few  technological  weaknesses  with  performance  measure- 
ment systems  in  this  group.  We  did,  however,  observe  shortcomings  in  managing 
the  productivity  improvement  effort,  with  the  result  that  performance  measure- 
ment information  is  not  used  as  extensively  as  it  might  be. 

4.39  The  considerable  Headquarters  effort  that  has  gone  into  developing 
work  measurement  standards  has  not  been  used  to  the  fullest  extent  by  the 
regions.  Although  some  regions  used  the  Commission's  national  standards  to 
calculate  actual  levels  of  efficiency,  others  developed  their  own  "standards"  based 
on  historical  performance.  Some  regions  did  not  use  standards  at  all. 
Consequently,  one  could  not  readily  compare  regional  efficiency  levels  or 
establish  national  efficiency  targets. 
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4.40  As  an  example  of  the  lack  of  uniform  standards,  a  sample  of  the  larger 

offices  in  the  Ontario  Region  reported  an  average  efficiency  in  1977  of  95%, 
against  the  Ontario  historical  standards.  Against  the  work  measurement  standards 
developed  by  National  Headquarters,  the  performance  of  the  same  offices  over 
the  same  period  appears  to  have  been  approximately  65%.  This  would  indicate 
that  the  opportunity  exists  to  achieve  substantial  benefits  from  improvement  in 
efficiency. 


4.41  No  discernable  efforts  had  been  made  and  no  clearly  identifiable  group 

existed  to  initiate  and  monitor  productivity  improvements.  Improved  management 
and  clearer  direction  could  substantially  improve  the  effectiveness  of  the 
performance  measurement  and  improvement  effort. 


4.42  Employment  and  Immigration  —  Central  Index.   The    primary    function 

of  the  Central  Index  of  the  Canada  Employment  and  Immigration  Commission  is 
processing,  issuing  and  maintaining  Social  Insurance  numbers  for  Canadian  citizens 
and  landed  immigrants.  Applications  for  Social  Insurance  cards  are  received  in 
Ottawa  or  through  the  local  offices  of  the  Commission.  In  1977,  a  total  staff  of 
236  issued  1.2  million  new  and  350,000  replacement  cards.  Most  Central  Index 
functions  are  clerical,  repetitive  and  easily  measurable  with  performance 
measurement  techniques.  Our  review  of  the  management  controls  in  Central 
Index  concentrated  on  aspects  that  have  an  impact  on  operational  efficiency. 


4.43  Central  Index  management  has  made  substantial  efforts  to  manage  the 

production  and  registry  operations  efficiently.  It  has  developed  work  standards 
for  certain  activities  and  uses  them,  although  only  to  a  limited  extent,  to  monitor 
work  performance.  Adjustments  in  operating  procedures  since  1975  have  not  been 
accompanied  by  adjustments  in  the  standards  and,  consequently,  the  standards 
affected  have  simply  been  discarded.  Only  30%  of  the  measurable  activities  were 
being  measured.  In  our  opinion  the  extension  and  upgrading  of  the  work 
measurement  program  could  result  in  improved  productivity. 


4.44  For  some  key  sections  we  compared  the  actual  time  reported  with 

standards  which  we  developed  for  this  purpose  from  internationally  accepted 
standard  data.  Based  on  this  comparison,  we  estimated  productivity  for  Central 
Index  was  about  65%.  This  indicates  that  there  are  still  significant  opportunities 
for  improving  efficiency. 


4.45  Employment  and  Immigration  —  Labour  Market  Policy.         The  Labour 

Market  Policy  group  of  the  Canada  Employment  and  Immigration  Commission 
employs  approximately  11,000  people  in  delivering  employment  services  to  the 
public,  including  counselling,  testing,  training  and  referrals  to  job  openings. 
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bA6  The    Labour    Market    Policy    group    has    substantial    areas    that    are 

amenable  to  performance  measurement.  Yet  only  some  regions  were  reporting 
manpower  utilization,  while  the  national  performance  measurement  activities 
included  only  volume  counts  such  as  the  number  of  registrations,  placements,  etc. 
Consequently,  national  performance  could  not  be  measured  and  reported  on  a 
regular  basis. 

4.^7  The  data  collected  were  essentially  for  supporting  man-year  budgetary 

requests.   Our  audit  revealed  a  number  of  problems  with  the  data,  including: 

Standards  were  based  on  estimates  which  had  not  been 
validated  through  the  use  of  work  measurement. 

The  data  contained  major  errors.  For  example,  the  number 
of  placements  during  1977-78  accumulated  from  the 
monthly  performance  measurement  data  was  30%  below 
the  number  reported  by  another  monitoring  system  of  the 
Commission  for  the  same  period. 

Output  category  definitions  were  not  clearly  understood 
and  were  interpreted  differently  by  different  users. 

An  unnecessarily  large  number  of  volume  counts  were 
collected. 

As  a  result,  the  data  had  little  credibility  and  limited  use  as  a  basis  for  efficiency 
control.  This  Group  had  little  information  suitable  for  guiding  and  assisting  a 
productivity  improvement  effort. 


bA&  External  Affairs  —  Passport  Office.   The  Passport  Office  issues  travel 

documents  for  Canadian  citizens  and  certain  permanent  residents  of  Canada.  The 
passports  are  issued  by  mail  from  Ottawa  and  increasingly  by  over-the-counter 
service  at  seven  regional  offices.  Employing  387  people,  with  an  operating  budget 
of  $8.7  million,  the  Office  issued  about  71+5,000  passports  in  1977-78. 


kA9  The  Passport  Office's  efficiency  depends  on  its  ability  to  plan  and 

respond  swiftly  to  the  seasonally  fluctuating  demand  for  services.  Permanent  and 
temporary  employees  and  overtime  work  must  be  used  appropriately  to  hold  the 
cost  of  issuing  a  passport  to  a  minimum  while  providing  an  acceptable  level  of 
service.  We  audited  the  Passport  Office's  management  controls  and,  in  particular, 
examined  and  tested  the  suitability  of  the  time  standards  it  uses  to  control  the 
efficiency  of  operations. 


k.50  The    Passport    Office    has    made    substantial    efforts    to   manage   its 

operations  efficiently.  Cost  reductions  have  been  achieved.  Correction  of  the 
performance  measurement  weaknesses  disclosed  in  our  audit  could  add  to  these 
efforts. 
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4.51  The    Passport    Office    recently    updated    its    work    standards.       Our 

investigation  found  weaknesses  in  the  technique  used.  An  audit  of  10  time 
standards,  which  account  for  36%  of  measured  work,  revealed  that  these  standards 
were  overstated  compared  to  engineered  time  standards.  Correcting  such 
standards  will  not  by  itself  change  the  actual  efficiency  of  the  Passport  Office.  It 
will,  however,  change  the  precision  of  measurement  of  the  actual  level  of 
efficiency,  thereby  making  possible  more  reliable  identification  of  additional 
opportunities  for  productivity  improvement. 


4.52  In    co-operation    with    the    Department    and    based    on    the    audited 

standards,  we  estimated  the  productivity  of  measured  work  against  engineered 
time  standards.  The  analysis  showed  that  actual  productivity  was  close  to  a 
reasonable  level  as  stated  in  our  audit  criteria  earlier  in  this  Chapter. 


4.53  Indian  Affairs  and  Northern  Development  —  National  Parks.  The   Esti- 

mates of  the  Department  of  Indian  Affairs  and  Northern  Development  included 
2,736  man-years  for  operating  and  maintaining  Canada's  28  national  parks  in  the 
year  ended  March  31,  1978.   Salary  costs  totalled  $28  million. 


4.54  Our    audit    included   an   examination   of   the  availability  and   use  of 

suitable  procedures  to  measure  and  report  the  efficiency  of  operations  where 
appropriate.  Our  main  finding  in  this  area  was  that  management  lacked  adequate 
means  to  measure  efficiency.  The  existing  management  information  systems  were 
not  an  effective  information  base  for  controlling  and  evaluating  performance. 
National  Parks  had  no  system-wide,  approved  standards  or  base  against  which  the 
performance  of  its  preservation  and  recreation  activities  could  be  planned, 
measured  and  evaluated.  It  is  possible  to  develop  standards  for  many  activities 
and  management  itself  recognizes  that  this  can  be  done  (e.g.,  for  warden  service 
and  maintenance  activities). 


4.55  Without    performance   standards,    it    is  difficult   for   management  to 

evaluate  resource  requests  consistently  since  yardsticks  do  not  exist  against  which 
these  requests  could  be  assessed.  Thus  there  was  no  objective  statistical  base  for 
assuring  that  the  annual  operations  and  maintenance  estimates  were  at  the  proper 
level  ($58  million  for  1977-78).  Park  superintendents  had  no  basis  to  quantify  and 
justify  additional  resources  while  park  assets  were  expanding  with  larger 
campgrounds,  new  golf  courses,  additional  trails,  etc. 


4.56  National  Defence  —  Facilities  Maintenance.  Construction       Engineer- 

ing, a  major  activity  within  the  Canadian  Armed  Forces,  maintains  32  bases  and 
28  stations  across  Canada  involving  some  35,000  facilities.  In  1975-76,  $126 
million  and  6,500  man-years  were  used  on  facilities  maintenance  which  includes 
the  repair  and  upkeep  of  buildings,  grounds  and  works. 
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b,57  Studies    in    the   early    1970s   sought   to  determine   the   feasibility   of 

performance  measurement  in  the  facilities  maintenance  function.  In  1975,  Air 
Transport  Command  tested  a  proposed  measurement  system  and  concluded  that 
effectiveness  measurement  was  feasible  but  efficiency  measurement  was  not. 
The  United  States  Department  of  Defense  has  developed  engineered  performance 
standards  which  have  been  adopted  by  industry.  The  implementation  of  these 
standards  has  increased  productivity  in  the  Department  of  Defense  real  property 
maintenance  operations,  demonstrating  the  major  cost  savings  available  through 
effective  work  measurement  systems.  The  potential  savings  that  the  Canadian 
Department  could  realize  by  introducing  efficiency  measurement  have  been 
largely  ignored.  Since  the  audit  was  completed,  the  Department  has  continued  its 
development  and  testing  of  procedures  for  measuring  effectiveness  of  facilities 
maintenance.  These  procedures  will  be  brought  into  general  use  during  1978.  A 
further  study  of  engineered  performance  standards  is  being  made  in  1978. 


4.58  Departmental  reporting  systems  accumulated  costs  for  facilities  that 

were  widely  dissimilar  in  age,  size  and  type  of  construction  and  condition.  The 
resulting  unit  cost  data  did  not  allow  management  to  make  meaningful 
comparisons.  A  more  homogeneous  grouping  of  these  facilities  would  have 
enabled  management  to  make  more  effective  use  of  the  data  in  controlling  costs. 
The  Department  has  informed  us  that  during  1978  all  bases  are  being  provided 
with  a  work  control  and  cost  system  which  when  co-ordinated  with  the  existing 
property  records  system  will  permit  timely  display  of  costs  including  those  we 
recommended. 


4.59  National  Health  and  Welfare  —  Income  Security.   The    Department    of 

National  Health  and  Welfare  employs  more  than  2,000  people  in  administering 
Family  Allowances  and  Old  Age  Security.  Our  audit  focused  exclusively  on  the 
Income  Security  performance  measurement  system.  We  did  not  address  other 
important  efficiency  issues  such  as  efforts  to  improve  productivity. 


4.60  Our  review  of  the  performance  measurement  system  revealed  only 

minor  control  weaknesses.  We  found  evidence  of  management  support  for  the 
system  and  use  of  performance  information  in  monitoring  the  efficiency  of 
operations.  Management  was  also  active  in  maintaining  the  system's  relevance 
and  validity  in  the  face  of  legislative  and  operational  changes.  In  the  last  18 
months  they  have  modified  it  to  improve  further  the  validity  and  format  of  the 
information  reported. 


4.61  The  Income  Security  performance  measurement  is  also  discussed  in 

Chapter  17  of  this  Report  as  part  of  the  summary  of  our  audit  of  the  Department 
of  National  Health  and  Welfare. 
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4.62  National  Revenue,  Customs  and  Excise  —  Commercial  Operations.  The 

Customs  and  Excise  program  assesses,  collects  and  controls  duties  and  taxes  on 
imported  and  domestically  produced  goods  and  exercises  control  over  the 
international  movement  of  persons  and  goods.  In  1976  the  Treasury  Board 
Secretariat  estimated  that  approximately  6,500  of  the  Department's  10,016  man- 
years  could  be  covered  by  efficiency  measures. 


4.63  Since    1970  the   Department  has   been  actively   engaged  in   defining 

performance  measures.  Standard  operating  procedures  have  been  developed  for 
most  of  the  tasks  involved  in  performing  the  Customs  role.  For  each  standard 
operating  procedure,  also  termed  a  subordinate  indicator,  the  Department  has 
developed  engineered  performance  standards.  It  also  has  developed  a  single 
performance  indicator  for  the  Examination  and  Control  of  Commercial  Operations 
sub-activity  —  the  time  per  commercial  entry.  However,  comparison  of  the  value 
of  this  performance  indicator  to  that  of  the  base  year  is  not  meaningful  since  the 
mix  of  the  subordinate  indicators  from  which  it  is  formed  may  change  over  time. 
Thus  the  value  of  the  indicator  and  the  reported  performance  may  change 
although  efficiency  may  or  may  not  have  changed. 


4.64  Although  the  Department  made  an  effort  to  record  and  communicate 

performance  measurement  data,  it  achieved  only  limited  success.  Managers 
generally  made  little  use  of  such  data  because  the  form  and  content  of  the  reports 
did  not  facilitate  detailed  resource  allocation  decisions.  Consequently,  manage- 
ment personnel  at  all  levels,  from  the  ports  to  Headquarters  were  not  receiving 
adequate  information  on  the  efficiency  of  the  operations  for  which  they  were 
responsible. 


4.65  The  lack  of  success  of  the  program  to  measure  operational  perform- 

ance can  be  attributed  to  many  factors,  including: 

the  failure  to  keep  the  work  standards  current; 

the  failure  to  establish  a  means  of  adjusting  the  perform- 
ance indicator  to  reflect  the  changes  in  the  mix  of  the 
subordinate  indicators;  and 

the  questionable  validity  and  utility  of  the  management 
information  data. 


4.66  The  Department  has  recognized  the  above  issues  and  is  attempting  to 

address  them  as  it  reconsiders  its  approach  to  performance  measurement. 


4.67  These  performance  measurement  systems  are  also  discussed  in  Chapter 

18  of  this  Report  as  part  of  the  summary  of  our  audit  of  the  Department. 
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4.68  National  Revenue,  Taxation  —  Enforcement  Activity.        The    enforce- 

ment activity  in  the  Department  of  National  Revenue,  Taxation  is  concerned  with 
ensuring  compliance  with  the  law.  The  sub-activities  we  reviewed  use  about  5,000 
man-years  in  carrying  out  enforcement  operations  on  over  12  million  personal  tax 
returns  and  more  than  300,000  corporate  tax  returns. 


4.69  The  Department  carried  out  a  performance  measurement  pilot  study  in 

1970  which  produced  preliminary  data  for  the  1972-73  Program  Forecast.  Major 
tax  reform  in  1972  nullified  these  initial  performance  measurement  efforts  and 
significantly  changed  the  enforcement  work. 


4.70  The  Department  next  introduced  a  complex  computerized  time  and 

production  reporting  system.  In  1976,  the  Department's  Consulting  and  Statistics 
Division  reviewed  the  system  and  made  recommendations  to  correct  various 
problems.  This  review  reflects  the  Department's  concern  to  improve  its 
performance  measurement  system.  The  review  reported  several  major  short- 
comings including: 

The  system  contained  some  information  that  was  obviously 
incorrect. 

Inconsistencies  existed  between  indicated  efficiency  trends 
and  reality.  Data  portrayed  efficiency  improvement  while 
narratives  suggested  that  efficiency  was  declining  due  to 
increasing  complexity. 


4.71  In  1977,  Treasury  Board  officers  conducted  a  compliance  review  of  the 

performance  measurement  system.     Their  findings  reinforced  the  Department's 
conclusions  and  specifically  stated  that: 

The  performance  measures  in  the  Program  Forecast  did  not 
provide  adequate  support  for  resource  requests. 

Information  was  not  presented  in  a  suitable  format  to  allow 
performance  measurement  of  the  enforcement  activity. 


4.72  Our  observations  indicated  that  unexplained  discrepancies  and  a  lack 

of  historical  continuity  characterized  measures  used  in  the  1977-78  Program 
Forecast.  These,  together  with  the  known  high  error  rates,  have  seriously 
undermined  confidence  in  the  system.  The  Department  has  experienced  repeated 
difficulties  in  establishing  a  base  year  against  which  to  compare  subsequent 
performance.  It  is  continuing  its  efforts  to  correct  and  improve  its  performance 
measurement  deficiencies. 
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4.73  Post  Office  —  Mail  Processing.   The  Post  Office  Department  employs 

a  large  portion  of  the  public  service  man-years  engaged  in  operational  processes 
amenable  to  productivity  measurement.  According  to  the  Program  Forecast  in 
1976-77,  44,000  of  the  Department's  56,000  man-years  were  covered  by 
productivity  measures.  The  majority  of  these  man-years  are  employed  in  sorting 
and  delivering  mail. 


4.7*  We  focused  our  audit  on  the  performance  measures  used  to  control 

Mail  Processing  productivity.  We  did  not  review  the  performance  measures  of  the 
Letter  Carrier  activity.  We  understand  that  indicators  in  the  Department's 
performance  measurement  system  are  no  longer  used  in  controlling  the  produc- 
tivity of  letter  carriers.  However,  carrier  walks  are  established  based  on 
engineered  time  standards. 


4.75  In  our   opinion,   the  national  performance   measurement  system  and 

related  regional  systems  displayed  significant  weaknesses  in  providing  productivity 
information  to  management.  The  measurement  of  mail  processing  productivity 
was  oversimplified,  with  the  result  that  the  impact  of  cost-reduction  efforts  such 
as  mechanization  could  not  be  adequately  determined.  The  Department 
recognizes  cost-effective  volume  measurement  as  a  fundamental  problem  to  be 
solved  and  is  conducting  studies  seeking  solutions  to  this  problem. 


4.76  Inaccurate   data   led   to   overstatements   of   productivity   levels.      In 

addition,  the  unreliability  of  manpower  data  in  the  national  system  lessened  its 
usefulness  as  a  basis  for  resource  allocation. 


4.77  Combining  performance  data  for  mechanized  divisions  with  those  of 

manual  divisions  in  mechanized  plants  and  with  those  of  offices  using  only  manual 
sorting  reduced  the  data's  usefulness.  Merging  the  two  kinds  of  data  prevented 
the  application  of  standards  such  as  those  used  in  the  Department's  cost 
effectiveness  study  for  mechanization. 


4.78  Output   measures   of   mail  processing  activities  were  oversimplified. 

Each  parcel,  letter  or  piece  of  unaddressed  householder  mail  was  counted  as  one 
piece  of  mail,  even  though  each  used  significantly  different  amounts  of  human  and 
capital  resources.  Since  the  relative  quantities  of  these  mail  types  were  changing, 
the  result  was  inaccurate  computations  of  productivity  and  productivity  trends  in 
both  national  and  regional  performance  reports.  The  mix  change  featured  an 
increasing  proportion  of  householder  mail  and  therefore  resulted  in  the  overstate- 
ment of  productivity. 


4.79  Engineered  standards,  once  the  bulwark  of  performance  management 

in    mail    processing,    no   longer    play   a   role   in   the    Department's   performance 
measurement  systems  either  nationally  or  regionally. 
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4.80  Royal  Canadian  Mounted  Police  —  Training  Program.   The  Royal  Cana- 

dian Mounted  Police  employs  more  than  550  instructors,  administrators  and 
support  staff  in  basic  and  field  recruit  training,  in-service  operational  skills 
training  and  development  of  administrative  and  management  abilities.  Depot 
Division,  with  a  staff  of  about  100,  is  a  large  training  component  within  the  Force, 
providing  recruit  training  for  more  than  1,000  trainees  in  some  years. 


4.81  Our  audit  of  Depot  Division  disclosed  that  the  existing  management 

information  systems  did  not  provide  for  the  regular  assessment  of  the  extent  to 
which  instructors  and  facilities  were  being  used.  During  our  visit  to  Depot 
Division,  we  calculated  the  current  week's  utilization  and  found  that  it  ranged 
from  27%  to  40%  for  instructors  and  from  19%  to  66%  for  various  facilities.  Over 
the  full  1976-77  year,  average  facility  utilization  approximated  64%.  It  appeared 
that  low  use  from  year  to  year  was  attributable  mainly  to  budgetary  constraints 
and  within  each  year  to  fluctuations  in  recruit  levels.  If  utilization  were  regularly 
measured,  the  information  could  prompt  further  effort  to  balance  recruit  intake 
with  the  deployment  of  training  resources  and  staff. 


4.82  Secretary  of  State  of  Canada  —  Translation  Bureau.   During    the    year 

ended  March  31,  1977,  the  Bureau  employed  approximately  1,800  people  and 
incurred  operating  costs  of  $36.6  million.  According  to  production  reports,  the 
Bureau  translated  more  than  230  million  words  during  this  period. 


4.83  The  counting  of  the  number  of  words  translated  is  intended  to  be 

carried  out  in  accordance  with  standard  counting  procedures.  Our  tests  of  the 
accuracy  of  word  counting  indicated  the  approved  procedures  were  not  always 
followed.  Also,  the  procedures  themselves  were  inadequate  in  some  branches. 
These  two  problems  resulted  in  a  significant  overstatement  of  production  and  of 
productivity,  distorting  productivity  comparisons  with  external  organizations  and 
productivity  reports  to  the  Treasury  Board  Secretariat. 


4.84  Production  rates  were  significantly  below  the  Bureau's  own  production 
standards.  We  did  not  verify  the  validity  of  the  Bureau's  standards,  but  cost 
comparisons  with  outside  translation  services  indicated  that  they  were  achievable. 
We  estimated  that  if  the  Bureau  had  achieved  its  production  standards  during  the 
year  ended  March  31,  1977,  it  could  have  translated  the  same  number  of  words  for 
$5.4  million  less  and  thereby  made  available  to  the  Government  an  additional 
translation  capacity  amounting  to  58  million  words. 

4.85  Veterans  Affairs  —  Treatment  Services.  The  Department  of  Veterans 
Affairs  and  related  agencies  administer  compensation  and  other  benefits  to 
veterans.  Administration  operating  and  capital  expenditures  in  1977-78  totalled 
$205  million  including  salary  costs  of  $120  million  for  about  7,400  man-years.  Our 
departmental  review  of  management  controls  included  an  assessment  of  the 
performance  measurement  activities  in  Veterans  Services,  Treatment  Services  and 
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Veterans  Land  Administration.  The  greatest  opportunity  for  improved  perform- 
ance measurement  was  in  the  Treatment  Services  Program  which  had  administra- 
tion and  capital  expenditures  in  1977-78  of  $155  million  including  salary  costs  of 
$80  million  for  about  5,100  man-years. 


4.86  At    the   time   of   our    audit,    Treatment   Services   had   a   system    for 

measuring  and  assessing  hospital  performance.  That  system  did  not  lend  itself  to 
comparative  analyses  with  external  hospital  systems  in  Canada  or  elsewhere,  as 
the  outputs  from  the  DVA  control  and  reporting  system  were  not  consistent  with 
the  hospital  performance  measurement  systems  that  have  been  generally  accepted 
across  Canada  and  in  the  United  States.  The  DVA  system  did,  however,  permit 
assessment  of  the  performance  of  individual  hospitals  as  well  as  performance 
comparisons  among  facilities  within  the  DVA  group  of  hospitals.  Our  study 
findings  showed  that  the  available  data  were  not  used  by  management  to  assess 
performance,  to  monitor  standards  of  patient  care,  to  analyse  different  facilities, 
or  to  take  appropriate  corrective  action. 


4.87  The  Department's  facilities  for  active  treatment  were  also  used  to 

provide  chronic  and  domiciliary  care.  The  costs  of  providing  this  care  were  more 
than  twice  those  in  facilities  outside  the  Department  which  specialize  in  chronic 
and  domiciliary  care.  We  estimate  that  provision  of  the  required  chronic  and 
domiciliary  care  in  facilities  designed  for  that  purpose  could  yield  savings  of 
approximately  $19  million  a  year.  The  hospital  transfer  program  could  contribute 
to  realizing  these  potential  savings. 


4.88  In    addition,    the   average    number   of   days   patients  stay   for  active 

treatment  care  in  the  Department's  hospitals  was  more  than  twice  as  high  as  for 
patients  with  similar  illnesses  and  in  similar  age  groups  in  hospitals  across  Canada. 
We  recognize  that  there  is  a  longstanding  policy  of  preferred  treatment  for 
veterans.  However,  if  average  patient-stay  could  be  reduced  to  25%  above  the 
national  average,  a  further  $15  million  of  savings  could  be  realized.  Here  again, 
the  hospital  transfer  program  could  be  instrumental  in  generating  a  portion  of 
these  potential  savings. 
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5 
EVALUATING  EFFECTIVENESS 


Background 

5.1  The  effectiveness   of   public   programs   forms  the  core  of  value  for 

money  in  government.  New  programs  will  often  need  support  from  funds  diverted 
from  less  important  existing  programs  or  from  programs  whose  objectives  can  be 
achieved  through  less  costly  means.  Public  programs  have  a  propensity  to  become 
self-perpetuating.  Once  launched,  they  tend  to  continue  unchecked  except  for 
annual  budget  increments  and  occasional  shifts  in  regulation.  This  must  be 
overcome  if  value  is  to  be  had  from  the  public  moneys  concerned.  Economy  and 
efficiency  may  be  principal  issues  of  management,  but  the  achievement  of 
desirable  program  goals  outranks  them  in  importance.  Although  there  may  be 
some  merit  in  doing  the  right  thing  badly,  there  is  none  whatever  in  doing  the 
wrong  thing  well. 


5.2  The   introduction   of    Planning    Programming  and   Budgeting  Systems 

(PPBS)  in  the  1960s  heralded  a  new  emphasis  on  program  evaluation  in  the  Federal 
Government.  The  aim  was  to  improve  resource  allocation  and  make  planning  and 
budgeting  more  realistic  in  terms  of  the  achievement  of  stipulated  program  goals 
and  government  expenditure  priorities.  Measurement  of  program  effects  was 
described  as  the  cornerstone  of  the  PPBS  structure.  But  little  direction  or 
technical  assistance  was  provided  at  that  time  to  departments  to  enable  them  to 
undertake  satisfactory  evaluations. 


5.3  In  1974,  the  Treasury  Board  Secretariat  decided  to  examine  program 

evaluation  work  in  each  of  the  departments.  Its  review  was  intended  primarily  to 
examine  organizational  arrangements  rather  than  the  kind  and  quality  of  work 
being  carried  out.  Approximately  3,500  man-years  were  identified  as  being 
associated  with  the  planning  and  evaluation  function.  Included  in  that  number 
were  267  senior  executive  positions.   A  significant  finding  of  that  study  was 

"that  most  departments  had  not  attempted  to  organize  the 
program  evaluation  function,  at  least  as  a  specialized  function 
distinct  from  program  management,  even  though  man-years  and 
in  many  cases  executive  resources  had  been  allocated  to 
departments  for  this  function." 


5.4  This  finding  led  to  a  second  study  by  the  Treasury  Board  Secretariat  in 

1976  which,  in  contrast  to  the  previous  organization-based  study,  reviewed  the 
nature  of  existing  evaluation  activities  wherever  they  existed  in  a  department. 
This  study  arrived  at  a  similar  conclusion:    "Departmental  responses  indicate  a 
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limited  breadth  of  activity  related  to  evaluating  program  effectiveness."  These 
findings  are  included  in  the  report  entitled  Departmental  Evaluation  Activity  in 
the  Federal  Government,  issued  by  the  Planning  Branch  of  the  Treasury  Board 
Secretariat  in  December  1976. 


5.5  During  the  last  year  the  Treasury  Board  took  a  fresh  initiative  by 

issuing  Circular  No.  77-k7  entitled  Evaluation  of  Programs  by  Departments  and 
Agencies.  Related  guidelines  were  circulated  for  comment  during  1978.  The 
Treasury  Board  policy  covers  evaluation  of  both  efficiency  and  effectiveness. 
This  Chapter  reviews  only  procedures  to  measure  and  report  effectiveness. 


5.6  During   the   SPICE  project,  we  have  had  continuing  consultation  on 

program  evaluation  with  the  Treasury  Board  Secretariat  and  more  recently,  with 
the  Office  of  the  Comptroller  General.  As  part  of  the  SPICE  project,  the  Office 
has  reviewed  the  available  program  evaluation  literature  and  retained  profes- 
sionals in  the  field  as  advisers  and  consultants.  Senior  representatives  of  the 
Office  have  made  research  trips  to  the  United  States,  Great  Britain  and  Sweden. 


5.7  Some  countries,  such  as  the  United  States,  have  invested  significantly 

more  effort  than  Canada  in  measuring  program  effectiveness.  At  the  same  time, 
it  can  be  said  that  the  recent  emphasis  the  Government  of  Canada  has  placed  on 
program  evaluation  could,  if  developed  and  sustained,  put  it  among  the  leaders  in 
the  field. 


Scope 

5.8  Under  Section  7(2)(e)  of  the  Auditor  General  Act,  the  Auditor  General 

is  required  to  call  Parliament's  attention  to  cases  in  which  he  has  observed  that 
"satisfactory  procedures  have  not  been  established  to  measure  and  report  the 
effectiveness  of  programs  where  such  procedures  could  appropriately  and 
reasonably  be  implemented."  In  our  value-for-money  audits,  we  assessed  the 
extent  to  which  selected  programs  were  amenable  to  effectiveness  evaluation. 
We  reviewed  program  objectives  and  intended  effects  for  clarity  and  the 
likelihood  that  they  would  be  achieved  by  program  activities.  Program  goals  and 
effects  which  could  reasonably  be  measured  were  identified.  Where  departmental 
evaluations  had  been  done,  we  assessed  the  measurement  and  reporting  proce- 
dures. 


5.9  Effectiveness  measurement  reviews  were  conducted  for  23  programs  in 

18  departments.     These  programs  cover  a  wide  range  of  social  and  economic 
government  activities. 


80 


Study  of  Procedures  in  Cost  Effectiveness 


Audit  Criteria 

5.10  From  our  research  on  the  state  of  the  art  in  effectiveness  evaluation 

in    Canada    and    other    countries,    we    developed    basic    positions    that    in    turn 
contributed  to  our  audit  criteria.   Our  basic  positions  are: 

There  is  a  perception  that  program  evaluation  is  difficult, 
expensive  and  time-consuming.  Many  managers  believe 
that  the  effectiveness  of  their  programs  cannot  be 
measured.  Although  there  are  limitations  in  what  can  be 
measured,  practical  means  are  available  for  at  least  partial 
measurement  of  the  impact  of  most  major  programs. 

As  a  general  rule,  one  does  not  have  to  approach  the  limits 
of  the  state  of  the  art  to  plan  and  carry  out  useful 
evaluations.  The  problem  is  not  so  much  a  lack  of 
advanced  technology  but  failure  to  apply  recognized  princi- 
ples and  well-tested  techniques  where  appropriate  and 
reasonable. 

Technically-flawed  measurements  of  effectiveness  are  at 
least  useless  and  perhaps  misleading.  Decision  makers 
must  have  full  confidence  in  the  credibility  of  any  analysis 
before  they  can  give  it  serious  consideration. 


5.11  The  forthcoming  Treasury   Board  Guidelines  on  Program   Evaluation 

(recently  circulated  by  the  Comptroller  General  for  comment)  require  that  each 
program  be  subject  to  appropriate  evaluation  on  a  regular  basis.  We  support  the 
Treasury  Board's  position  on  this  policy,  which  anticipates  a  variety  of  evaluation 
methods  depending  on  the  practicability  of  evaluation  in  any  given  program. 
Although  there  will  always  be  elements  of  subjective  judgment  in  program 
evaluation,  we  also  believe  that  maximum  use  should  be  made  of  recognized 
evaluation  methodology  to  measure  the  impact  of  Federal  Government  programs. 
The  following  audit  criteria  are  consistent  with  the  state  of  the  art  and  with  the 
Treasury  Board  Guidelines. 


5.12  Program  objectives  and  effects  should  be  specified  as  precisely  as 

possible. 

Value  for  money  implies  an  ability  to  ascertain  program 
accomplishments.  Within  practical  limits,  program 
objectives  should  be  clearly  defined  in  ways  that  will 
enhance  their  evaluability.  The  specification  of  precise 
objectives  is  necessary  to  address  the  important  question: 
How  will  Parliament  know  if  programs  are  worth  their 
cost? 
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5.13  Program  objectives  and  effects  which  can  be  measured  should  be 

identified. 

The  foundation  of  every  decision  to  carry  out  effectiveness 
evaluation  should  be  an  "evaluability  assessment."  The 
evaluability  assessment  involves  a  series  of  steps  which 
clarify  the  logic  linking  a  program's  activities  to  its 
objectives  and  anticipated  effects.  The  purpose  is  to 
determine  which  goals  and  effects  might  be  considered  in 
an  effectiveness  evaluation. 

The  first  step  is  to  describe  the  program.  Information  is 
gathered  and  a  model  is  developed  which  defines  the 
program's  activities,  objectives  and  effects  as  well  as  the 
underlying  assumptions  about  how  the  objectives  are  to  be 
achieved  by  program  activities.  The  model  is  then 
critically  examined  to  identify  the  program  objectives  and 
effects  that  can  be  both  measured  and  realistically 
achieved.  Taken  together,  the  goals  and  effects  that  are 
measurable  and  their  cause  and  effect  relationship  to 
program  activities  constitute  the  framework  for  analysis. 
Management  can  then  initiate  evaluations  to  determine  the 
extent  to  which  the  program  is  effective. 


5.1*  Procedures  to  measure  program  effectiveness  should  reflect  the 

state  of  the  art  and  be  cost-justified. 

The  outcomes  of  programs  should  be  measured  in  every 
case  where  measurement  is  possible,  practical  and  cost- 
justified. 

Departments  and  agencies  should  use  the  best  available 
techniques  in  measuring  and  reporting  the  effectiveness  of 
their  programs.  The  state  of  the  art  is  global,  not  solely 
Canadian.  Departments  should  be  well-informed  about 
evaluation  activities  in  other  jurisdictions  and  should  take 
advantage  of  that  information  in  planning  their  own 
evaluations. 


5.15  The  results  of  effectiveness  measurement  should  be  reported. 

Reports  on  program  effectiveness  should  be  provided  to 
management,  the  Government  and  Parliament  in  a  manner 
and  frequency  consistent  with  the  recipient's  decision- 
making responsibilities. 
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Such  reports  should  include  any  significant  qualifications 
about  the  limitations  and  reliability  of  the  information. 


5.16  Evaluations  should  be  used  to  increase  program  effectiveness. 

Departments  should  develop  a  comprehensive  program 
evaluation  plan  that  ensures  the  timely  assessment  of  the 
accomplishments  of  major  programs. 

Evaluations  should  lead  to  improved  understanding  of  the 
program  and  its  impact.  Such  insights  may  lead  to 
decisions  to  modify  aspects  of  the  program  or  to  add  new 
elements  to  the  process  of  program  delivery.  They  are  an 
essential  input  to  decisions  on  the  future  of  programs. 


Audit  Conclusion 

5.17  A    review    of    23    programs    in    18   departments    has   disclosed  few 

successful  attempts  to  evaluate  the  effectiveness  of  programs.  The  scope  and 
quality  of  effectiveness  evaluation  will  have  to  be  increased  significantly  before 
management,  the  Government  and  Parliament,  each  with  its  respective  interests, 
can  be  reasonably  informed  on  the  achievements  of  public  programs. 


Audit  Findings 

5.18  Over  the  years,  departmental  accomplishments  in  effectiveness  evalu- 

ation and  use  of  appropriate  evaluation  techniques  have  fallen  short  of  reasonable 
expectations  in  at  least  three  respects  —  the  amount  of  effort  being  made  to 
conduct  appropriate  evaluations,  the  quality  of  evaluations  conducted  and  the 
reporting  and  use  of  study  findings. 


5.19  Our  examinations  identified  two  departments  which  have  measured  and 

reported   significant   program   outcomes.     Both  of  these  evaluation  efforts  are 
marked  by  technical  deficiencies  that  affect  their  reliability. 


5.20  Our  examinations  indicate  that,  by  and  large,  program  objectives  are 

stated  in  only  general  terms.  Program  outcomes  that  can  be  measured  have  not 
been  identified.  The  lack  of  precise  objectives  contributes  to  the  notion  that 
effectiveness  evaluation  is  excessively  difficult.  When  our  staff,  in  co-operation 
with  program  managers,  conducted  program  evaluability  assessments,  imprecise 
objectives  were  noted  in  every  case.  Clarification  of  these  objectives  led  to  the 
identification  of  some  measurable  outcomes  in  every  program.  These  situations 
have  been  discussed  with  departmental  officials  and  in  general  we  have  agreement 
that  more  could  and  should  be  done  to  measure  effectiveness  reliably. 
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5.21  Where  departments  had  taken  steps  to  measure  program  effectiveness, 

the  measurements  often  exhibited  serious  shortcomings.  In  some  cases,  doubt  has 
been  cast  on  the  accuracy  or  reliability  of  findings.  For  example,  surveys  had 
response  rates  that  were  too  low  —  or  questioned  too  few  people  to  begin  with  — 
to  ensure  that  findings  would  be  valid.  Questions  asked  in  some  surveys  were 
ambiguous  and  confusing,  making  the  meaning  of  the  answers  obtained  uncertain. 


5.22  Our  examination  of  existing  measurement  and  reporting  procedures 

may  appear  to  expose  the  departments  which  have  carried  out  evaluations  to  a 
more  detailed  examination  and  criticism  than  those  departments  which  have  not 
attempted  such  evaluations.  It  should  be  clear  that  it  is  a  less  serious  failure  of 
management  to  have  conducted  effectiveness  studies  that  are  weak  than  to  have 
conducted  no  evaluations  where  it  would  have  been  reasonable  and  appropriate  to 
do  so. 


5.23  Evaluation    reports    on    program    effectiveness    provided    to    senior 

management  generally  do  not  contain  qualifications  about  their  limitations  and 
reliability.  The  communication  of  such  reports  to  Parliament  is  rare.  Submissions 
to  Parliament  on  the  effectiveness  of  the  Regional  Development  Incentives  Act 
are  noteworthy  because  they  represent  a  seldom  seen  example  of  public  reporting 
in  response  to  legislative  requirement. 


Recommendations 

5.24  Information  on  program  effectiveness  should  be  forwarded  to  decision 

makers  in  a  manner  and  frequency  consistent  with  the  recipient's  decision-making 
responsibilities. 


5.25  Departments  and  agencies  should  clearly  specify  program  objectives 

and  effects,  identify  evaluable  outcomes  and  measure  these  evaluable  outcomes  as 
precisely  as  possible. 


5.26  Effectiveness  evaluation  procedures  should  reflect  the  state  of  the  art 

in  Canada  and  elsewhere  and  their  use  should  be  cost-justified. 


Case  Histories  of  Program  Evaluations 

5.27  This  section  presents  case  histories  of  attempts  to  measure  and  report 

program  effectiveness  and  instances  where  attempts  have  not  been  made  where  it 
would  have  been  appropriate  and  reasonable  to  do  so.  These  illustrate  the  audit 
findings  described  above. 
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5.28  Agriculture  —  Agricultural  Stabilization  and  Agricultural  Products 

Boards.  The  Agricultural  Stabilization  Board  (ASB)  administers  legislation  which 
guarantees  a  minimum  support  level  for  certain  farm  products,  such  as  cattle, 
hogs,  industrial  milk  and  for  other  products  when  designated.  During  1976-77  ASB 
spent  $28.7  million  on  agricultural  stabilization,  excluding  dairy  products.  The 
Agricultural  Products  Board  (APB)  can  buy,  sell  and  stock  farm  products  to 
support  stabilization  goals.  Its  programs  are  an  alternative  to  direct  subsidy 
payments.  The  cost  for  1976-77  was  $866,000.  The  same  individuals  act  as 
members  of  both  Boards. 


5.29  The  Boards  have  established  a  series  of  program  objectives.   The  more 

significant  are  to  guarantee  farmers  a  reasonable  return  on  labour  and  investment 
and  to  protect  them  from  sharp  falls  in  market  prices.  Agricultural  support 
programs  seek  to  help  farmers  confidently  make  long-term  production  decisions  — 
without  stimulating  over-production  or  interfering  in  the  production  and  market- 
ing decisions  of  individual  producers. 


5.30  We  found  that  completed  programs  were  not  satisfactorily  reviewed  by 

management  to  determine  if  such  objectives  were  met.  The  Department  of 
Agriculture  routinely  monitors  statistics  on  certain  agricultural  crops  and 
products.  Additional  economic  research  was  carried  out  using  new  data 
submitted  by  farmers  in  their  applications  to  the  Boards.  The  Department  should 
analyse  these  data  more  completely  to  assess  whether  stabilization  objectives 
have  been  met  and  should  review  additional  important  factors  such  as: 

the  concerns  and  complaints  of  producers; 

the  appropriateness  of  the  eligibility  criteria  for  participa- 
tion; and 

the  long-term  economic  prospects  of  producing  certain 
types  of  agricultural  products  given  price  and  production 
trends  in  Canada  and  world-wide. 

More  systematic  evaluation  of  the  impact  of  completed  stabilization  programs 
would  enable  management  to  improve  future  programs  and  to  determine  the 
extent  to  which  value  for  money  has  been  received. 


5.31  Consumer  and  Corporate  Affairs  —  Consumer  Affairs  Program: 

Regulatory  Activities.  The  development  of  consumer  protection  regulatory  legis- 
lation and  its  nation-wide  enforcement  is  the  responsibility  of  the  three  regulatory 
activities  (Legal  Metrology,  Consumer  Fraud  Protection  and  Product  Safety)  of 
the  Consumer  Affairs  Program  of  the  Department  of  Consumer  and  Corporate 
Affairs.  Generally,  the  objectives  and  sub-objectives  as  described  to  us  by  the 
activity  managers  were  clear,  although  most  were  not  documented  or  formally 
approved.  While  the  majority  of  sub-objectives  were  stated  in  measurable  terms, 
in  two  cases  the  ultimate  activity  objectives  were  stated  in  non-measurable  terms 


85 


Study  of  Procedures  in  Cost  Effectiveness 


such  as  "...  enhancing  the  ability  of  the  consumer  to  differentiate  between  product 
and/or  service  choices"  and  "to  justify  and  enhance  consumer  confidence  in  the 
equity  of  transactions." 

5.32  To  their  credit,  management  of  two  of  the  three  regulatory  activities 
had  attempted  to  develop  and  use  several  measures  of  program  effectiveness. 
One  significant  indicator  of  program  effectiveness  in  Legal  Metrology  and 
Consumer  Fraud  Protection  was  the  reduction  of  economic  loss  to  buyers  or 
sellers  due  to  inaccurate  meters,  inaccurate  weighing  devices  and  misrepresented 
products.  The  Department  had  been  unable  to  measure  this  program  effect 
reliably  but  considerable  progress  was  being  made  in  the  development  of  more 
reliable  measures. 

5.33  Product  Safety  is  responsible  for  keeping  hazardous  products  off  the 
market.  Management  did  not  have  an  accurate  picture  of  the  nature  of  the 
problem  in  Canada.  The  Department  was,  however,  monitoring  accident  data  in 
the  United  States  to  identify  potential  problems  not  brought  to  its  attention  by  its 
field  inspectors  or  other  means.  It  has  considered  the  establishment  of  a 
computerized,  nation-wide  accident  reporting  system  to  capture  these  data. 
However,  recent  pilot  studies  by  the  Department  have  indicated  that  useful 
information  can  be  obtained  by  contracting  with  selected  hospitals  for  periodic 
reporting  on  the  number  and  nature  of  product-related  injuries. 

5.34  Employment  and  Immigration  —  Canada  Manpower  Training  Program. 

The  Canada  Manpower  Training  Program  operates  under  the  Adult  Occupational 
Training  Act,  R.S.,  c.  A-2.  The  Act  states  that  the  objectives  of  the  Program  are 
to: 

increase  the  earning  capacity  of  adults;  and 

increase  their  opportunities  for  employment. 

To  meet  these  objectives,  the  Federal  Government  purchases  institutional 
classroom  training,  involving  both  basic  courses  and  courses  in  various  skill  areas, 
and  selects  and  refers  applicants  for  training.  The  Government  also  encourages 
industry  to  conduct  its  own  on-the-job  training  by  partially  subsidizing  wages  paid 
to  employees  undergoing  industrial  training.  The  cost  of  the  program,  including 
contributions  and  capital  expenditures  for  both  institutional  and  industrial 
training,  reached  $550  million  in  1976-77  and  was  estimated  at  $590  million  for 
1977-78. 

5.35  In  1977,  the  Canada  Employment  and  Immigration  Commission 
conducted  a  major  review  of  the  Canada  Manpower  Training  Program  jointly  with 
the  Treasury  Board  Secretariat  and  the  Department  of  Finance.  The  review 
provided  useful  analysis  of  many  issues  within  manpower  training,  including  a 
reassessment  of  the  Program's  goals.  It  determined  the  extent  to  which  each  goal 
was  precise  and  realistic.  As  a  result,  program  management  discarded  vague  goals 
adopted  over  the  years  and  reoriented  the  Program  toward  the  goals  set  out  in  the 
Adult  Occupational  Training  Act,  namely,  to  increase  earnings  and  improve 
employability. 
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5.36  The  Commission  conducted  effectiveness  evaluations  on  the  extent  to 

which  the  Canada  Manpower  Training  Program  increased  employability  and 
earnings.  These  studies  lacked  the  necessary  checks  to  ensure  the  reliability  and 
validity  of  the  findings.  National  follow-up  studies,  for  example,  were  not 
adequately  tested  for  reliability  of  the  questionnaires  or  accuracy  of  the 
responses.  Field  follow-up  studies  were  incomplete  because  they  lacked  the 
information  necessary  to  assess  and  account  for  the  impact  of  training. 
Departmental  publications  referred  to  benefit-cost  analysis  results  as  a 
prime  indicator  of  the  value  of  the  Program,  but  the  1977  joint  study  identified 
numerous  methodological  weaknesses  in  the  analysis,  making  the  validity  of  the 
results  questionable.  The  Commission  has  decided  to  reduce  its  reliance  on 
benefit-cost  studies  in  determining  the  worth  of  this  Program. 


5.37  The  Commission  had  not  evaluated  the  effectiveness  of  its  industrial 

training  program  since  1974.  An  evaluation  conducted  then  relied  on  two  surveys 
of  trainees,  each  marked  by  an  extremely  low  response  rate,  25%  in  one  and  13% 
in  the  other.  Such  low  response  rates  preclude  reliable  inferences  about  program 
effectiveness. 


5.38  The    Commission    had    not    carried   out   systematic    research   on   the 

effects  of  providing  income  support  training  allowances  to  all  institutional 
trainees.  Thus  it  did  not  know  whether  people  undertook  training  just  to  obtain 
the  allowance  or  to  what  extent  the  allowance  was  vital  to  permit  some  people  to 
take  training.   In  1977  the  cost  of  the  allowances  was  over  $200  million. 


5.39  Counsellors  play  a  key  role  in  referring  candidates  to  training  courses. 

The  Commission  had  undertaken  little  research  to  assess  the  referral  process  so  it 
could  develop  improved  guidelines  for  assessing  the  potential  of  applicants. 
Finally,  the  Commission  had  not  checked  whether  its  course  purchases  from 
individual  provinces  were  consistent  with  projections  of  occupational  needs  within 
those  provinces. 


5.40  The  Canada  Manpower  Training  Program  is  also  discussed  in  Chapter 

14  of  this  Report  as  part  of  the  summary  of  our  audit  of  the  Commission. 


5.41  Employment  and  Immigration  —  Local  Initiatives  Program.   Until       its 

end  in  1977,  the  Local  Initiatives  Program  (LIP)  was  one  of  several  job  creation 
programs  sponsored  by  the  Canada  Employment  and  Immigration  Commission. 
After  it  was  officially  discontinued,  many  of  its  features  were  carried  forward  in 
the  Canada  Works  Program. 
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5.42  LIP  funds   were   disbursed  during  periods  of   high   unemployment   to 

individuals,  organizations  and  municipalities  which  submitted  proposals  expected 
to  meet  the  Program's  two  objectives:  (1)  job  creation  and  (2)  community 
betterment.  In  all,  the  cost  of  the  Program  was  close  to  $1,000  million  over  six 
years. 


5.43  The  Commission  directed  considerable  effort  to  evaluating  the  extent 

to  which  LIP  was  achieving  its  goals.  Evaluation  of  accomplishments  in  terms  of 
the  job  creation  objective  was  generally  satisfactory.  A  major  portion  of  these 
evaluation  efforts  was  directed  to  the  evaluation  of  the  goal  of  "community 
betterment"  which  was  never  clearly  defined.  As  a  result,  the  Commission  funded 
effectiveness  evaluation  studies  attempting  to  measure  not  only  community 
attitudes  and  perceptions  but  also  the  effect  of  LIP  in  reducing  a  wide  range  of 
social  problems  such  as  crime,  alcoholism  and  child  abuse.  The  likelihood  that  LIP 
could  reduce  such  problems  was  low  to  begin  with,  given  the  limited  scale  of  the 
LIP  projects.  However,  such  studies  could  be  justified  as  exploratory  surveys  as 
long  as  they  did  not  attempt  to  draw  conclusions  on  the  effectiveness  of  the 
Program. 


5.44  The  terms  of  reference  of  the  effectiveness  evaluation  studies  were 

overly  ambitious  in  relation  to  the  funds  provided  and  unrealistic  compared  to  the 
results  that  the  studies  could  reasonably  be  expected  to  produce. 


5.45  Technical  shortcomings  in  the  evaluation  studies  seriously  affected  the 

reliability  of  some  of  the  results.  For  example,  a  survey  designed  to  determine 
whether  LIP  had  increased  earned  income  among  participants  did  not  include  a 
sufficient  number  of  interviews  to  detect  reliably  whether  the  predicted  effect 
had  been  achieved.  Further,  some  of  the  survey  questions  were  poorly  worded  and 
could  have  resulted  in  ambiguous  answers. 


5.46  The  Commission  had  no  formal  procedures  to  identify,  evaluate  and 

document  weaknesses  and  limitations  about  the  LIP  evaluation  work.  For 
example,  unqualified  statements  on  the  effectiveness  of  LIP  were  reported  in 
official  documentation  and  were  used  as  a  basis  for  subsequent  evaluations. 


5.47  LIP  is   also   discussed  in  Chapter   14  of  this  Report  as  part  of  the 

summary  of  our  audit  of  the  Commission. 


5.48  Indian  Affairs  and  Northern  Development  —  Education  Activity. 

The  Department  of  Indian  Affairs  and  Northern  Development  is  responsible  for  the 
education  of  status  Indian  children,  either  in  federal  schools  or  in  non-Indian 
communities  under  agreements  with  the  provinces.  The  1977-78  Main  Estimates 
provided  $236  million  for  Indian  education,  of  which  $33.3  million  was  for  capital 
expenditures.  The  main  emphasis  of  the  education  capital  program  is  on  the 
construction  of  new  schools. 
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5A9  In   the   early    1970s   the  Department  experimented  with  the  idea  of 

employing    local    native    labour    in    the    school    construction    program.        The 
employment  of  native  people  was  expected  to: 

increase  support  from  parents  for  the  education  program; 

create  jobs  for  native  people  in  their  own  communities;  and 

provide  on-the-job  training. 


5.50  The  job  creation  and  training  objectives  were  not  translated  into  goals 

such  as  the  number  of  weeks  of  work  to  be  provided  and  the  level  of  skill  to  be 
achieved.  On  some  projects,  the  Department  of  Public  Works,  which  directed  the 
construction  of  the  schools  for  Indian  Affairs  and  Northern  Development,  made 
extensive  use  of  non-native  tradesmen  and  sub-contractors.  Although  most  of  the 
projects  have  been  completed  for  some  time,  there  has  been  no  objective 
evaluation  of  the  effectiveness  of  these  projects  in  providing  employment  and 
training  to  native  people. 


5.51  Industry,  Trade  and  Commerce  —  Machinery  Branch.   One  of  the  major 

concerns  of  the  Department  of  Industry,  Trade  and  Commerce  is  the  Trade- 
Industrial  Program  established  to  fulfil  the  objective  of  achieving  "efficient  and 
sustained  growth  in  the  production  and  trade  of  Canadian  goods  and  services."  A 
series  of  department-wide  programs  are  designed  to  provide  assistance  to  firms  in 
pursuit  of  the  objectives  of  the  Trade-Industrial  Program.  Seven  branches 
accomplish  program  delivery,  each  focusing  on  one  sector  of  Canadian  industry. 
Our  audit  concentrated  on  the  Machinery  Branch  which  in  1976-77  administered 
grants  and  contributions  of  about  $10  million  and  recommended  duty  remissions 
amounting  to  $200  million. 


5.52  Our  audit  disclosed  that  sector  objectives  and  corresponding  Branch 

strategies  are  not  clearly  stated.   The  Branch  has  not  specified  these  objectives  in 
operational  terms  such  as: 

the    nature   and   degree   of   the   change   which   should   be 
occurring  in  specified  characteristics  of  the  sector; 

the  kinds  and  numbers  of  firms  that  should  be  encouraged 
to  use  assistance; 

the  characteristics  of  assisted  firms  that  should  be  changed 
and  the  extent  of  planned  changes;  and 

the    forms    and    amounts    of    assistance    that    should    be 
provided  to  the  various  kinds  and  numbers  of  firms. 
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5.53  Most    department-wide   programs   for    delivery   of   assistance   to   the 

Machinery  Sector  through  the  Machinery  Branch  have  not  been  evaluated  for  their 
effectiveness.  As  a  result,  the  Branch  is  provided  with  limited  data  to  help  plan 
and  evaluate  sector  objectives  and  strategies.  The  Department  needs  to  give 
increased  emphasis  to  its  efforts  to  evaluate  the  effectiveness  of  these  major 
programs. 


5.5k  The  Branch  also  should  monitor  the  immediate  effects  of  its  sectoral 

advice  and  service  activities.  Operational  effectiveness  indicators  would  provide 
improved  insight  into  the  extent  to  which  it  is  accomplishing  its  objectives.  It 
could  maintain  records  to: 

monitor  actual  results  against  quantified  objectives; 

determine  the  proportion  of  trade  post  inquiries  passed  on 
to  firms  that  have  been  acted  on  and  associated  with 
export  sales; 

determine  to  what  extent  advice  to  firms  concerning 
rationalization,  specialization,  technological  changes, 
unique  developments,  etc.,  are  associated  with  correspon- 
ding action  and  beneficial  results;  and 

analyse  the  extent  to  which  sundry  development  project 
advice  to  firms,  buyers,  U.S.  parent  companies  and  provin- 
cial and  federal  government  departments  achieves  antici- 
pated results. 


5.55  Management  controls  in  the  Machinery  Branch  are  also  discussed  in 

Chapter  16  of  this  Report  as  part  of  the  summary  of  our  audit  of  the  Department 
of  Industry,  Trade  and  Commerce. 


5.56  Labour  —  Research  and  Program  Development.  The  Research  and  Pro- 

gram Development  (RPD)  Activity  of  the  Department  of  Labour  has  two  primary 
functions:  providing  information  and  research  services  and  developing  policies 
and  programs.  These  functions  are  aimed  at  improving  Canadian  industrial 
relations  and  employment  standards.  For  1976-77,  it  was  allocated  262  man-years 
and  an  operating  budget  of  $7.2  million,  about  one-third  and  one-quarter 
respectively  of  the  Department's  budget. 


5.57  In  March  1976,  RPD  was  assigned  prime  responsibility  for  conducting 

evaluations  of  the  effectiveness  of  the  Department's  programs.  Notwithstanding 
the  mandate  for  conducting  program  evaluations  and  commitments  to  do  so,  RPD 
was  concentrating  on  implementing  priority  projects  and  was  deferring  the 
question  of  measuring  program  effects  until  new  departmental  programs  were 
operational.    Ignoring  evaluation  requirements  during  program  development,  when 
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many  options  are  still  open,  reduces  the  possibility  of  choosing  the  best  program 
structures.  It  also  seriously  reduces  the  possibility  that  the  programs  will  be 
structured  to  facilitate  measurement  of  outcomes  and  that  appropriate  data  will 
be  captured. 


5.58  Certain  of   the   Department's  programs  include  inspection  activities 

aimed  at  ensuring  compliance  with  specific  labour  standards.  Information  on  level 
of  compliance  is  certainly  vital  for  program  management,  but  falls  short  of  what 
is  required  to  measure  program  effectiveness.  As  of  June  1977,  the  Department 
did  not  have  satisfactory  procedures  to  determine  the  effectiveness  of  its  existing 
or  proposed  programs. 


5.59  National  Revenue,  Customs  and  Excise  —  Examination  and  Control  of 

Commercial  Operations.  The  objective  of  the  Department  of  National  Revenue, 
Customs  and  Excise,  as  stated  in  the  Estimates,  is  "to  assess,  collect  and  control 
duties  and  taxes  on  imported  and  domestically  produced  goods,  and  exercise 
control  over  international  movements  of  persons  and  goods."  Like  the  customs 
systems  in  other  countries,  the  Canadian  system  relies  in  the  first  instance  on 
importers,  their  agents,  carriers  and  others  to  correctly  assess  the  amount  of  duty 
and  taxes  owed  to  the  Crown  and  to  comply  with  all  relevant  laws,  regulations  and 
procedures. 


5.60  Under  the  self-assessment  system,  those  responsible  for  controlling 

commercial  imports  should  know: 

the  amount  of  revenue  from  import  duties  and  taxes  which 
with  100%  compliance  theoretically  could  be  collected  by 
Customs,  compared  to  that  actually  received;  and 

the  Department's  effectiveness  in  enforcing  other  Acts 
which  are  not  revenue  oriented  but  play  an  important  role 
in  protecting  Canadian  industry  and  society. 


5.61  These  factors  are  central  to  the  measurement  of  the  Examination  and 

Control  of  Commercial  Operations  sub-activity  of  Customs.  Although  the 
Department  established  objectives  for  the  Customs  sub-program,  it  did  not 
develop  effectiveness  indicators  for  the  sub-activity  and  the  major  operations  it 
comprises  such  as  examination,  assessment  and  investigation. 


5.62  The    Department    designed    systems    and    procedures    to    verify    the 

accuracy  of  revenue  actually  collected  with  respect  to  individual  importations  and 
to  help  detect  undeclared  revenue  which  would  otherwise  not  be  collected. 
However,  the  Department  did  not  measure  what  portion  of  revenue  potentially 
available  was  in  fact  being  collected.  Our  audit,  conducted  with  the  assistance  of 
departmental  staff,  demonstrated  that  practical  means  are  available  to  measure 
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the  effectiveness  of  the  assessment  function.  Similar  tests  could  be  applied  to 
measure  the  effectiveness  of  the  Department's  other  operations,  such  as 
examination  of  goods,  investigations,  the  post-audit  carrier  system  and  drawbacks 
and  refunds. 


5.63  Departmental  measurement  of  program  effectiveness  is  also  discussed 

in   Chapter    18   of   this    Report   as   part   of    the   summary  of  our  audit  of   the 
Department. 


5.64  National  Revenue,  Taxation  —  Enforcement  Activity.  The     objectives 

of  the  Enforcement  Activity  of  the  Department  of  National  Revenue,  Taxation 
are  to  encourage  voluntary  compliance  and  deter  tax  evasion  while  administering 
the  tax  law  fairly.  An  immediate  outcome  of  the  enforcement  of  tax  law  is  the 
identification  of  undeclared  income  on  which  taxes  are  due.  To  the  extent  that 
these  taxes  are  collected,  they  reduce  the  tax  burden  on  all  Canadians. 


5.65  To  assess  how  effective  its  enforcement  activities  are,  the  Depart- 

ment needs  a  reliable  estimate  of  the  extent  of  non-compliance  by  taxpayers. 
Some  work  has  been  undertaken  which  is  being  updated  and  extended,  principally 
through  the  introduction  of  a  Compliance  Measurement  System.  In  1977  the 
Department  publicly  estimated  non-compliance  for  the  197*f  tax  year  at  $1,700 
million,  6.8%  of  tax  revenue  collected.  Amounts  equal  to  $200  million  were 
subsequently  collected.  The  remaining  balance  includes  an  estimated  $1,200 
million  of  uncollected  taxes  associated  with  self-employed  taxpayers  and  $300 
million  of  uncollected  taxes  associated  with  corporate  taxpayers.  Most 
projections  are  described  as  underestimated.  No  estimate  is  made  for  a  further 
category  of  non-compliance,  people  who  do  not  file  a  return.  Even  partial 
information  in  this  area  should  be  useful  to  the  Department.  We  acknowledge  that 
such  estimates  are  difficult  and  at  the  limit  of  the  state  of  the  art.  Nevertheless 
we  recommend  the  Department  explore  the  possibilities. 


5.66  There    is    little    information    on    the    extent    to    which    additional 

undeclared  tax  revenue  could  be  economically  collected.  The  Department  has 
made  no  attempts  to  assess  the  full  extent  of  the  impact  of  its  enforcement 
activity  on  taxpayer  behaviour. 


5.67  Regional  Economic  Expansion  -  Regional  Development  Incentives  Act. 

The  purpose  of  the  Regional  Development  Incentives  Act,  R.S.,  c.  R-3,  (RDIA)  is 
to  attract  investment  into  relatively  slow  growth  areas  within  Canada  and  thereby 
create  improved  opportunities  for  productive  employment.  To  accomplish  this, 
the  Department  of  Regional  Economic  Expansion  provides: 
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incentive  contributions  and  loan  guarantees  to  manufactur- 
ing and  processing  industries  to  establish,  expand,  or 
modernize  their  operations  in  designated  regions;  and 

loan  guarantees  to  certain  types  of  projects  in  the  service 
industries. 

The  expenditure  on  contributions  in  1976-77  was  $81.7  million.  The  contingent 
liability  created  in  the  same  year  by  virtue  of  loan  guarantees  was  $900,000. 

5.68  The  Department  has  not  established  quantified  program  objectives  to 

implement  the  RDIA.  For  example,  annual  investment  and  job  creation  goals  for 
selected  growth  areas  would  assist  program  managers  to  focus  on  program 
outcomes.  Goals  should  reflect  an  analysis  of  disparities  among  regions  and  the 
role  of  the  program  in  the  context  of  the  economic  development  activities  of  the 
Department. 


5.69  As  required  by  the  Act,  the  Department  forwards  monthly  reports  to 

Parliament  on  anticipated  jobs  and  approved  capital  costs.  These  reports  give  an 
order-of-magnitude  estimate  of  the  impact  of  the  RDIA.  At  the  time  of  our  study 
in  July  1977,  the  Department  was  revising  the  monthly  report  and  developing  an 
annual  report  to  provide  cumulative  statistics  since  the  inception  of  the  program. 
These  monthly  and  annual  reports  provide  useful  information  to  program  managers 
and  more  importantly  constitute  a  noteworthy  example  of  publicly  reporting 
program  outcomes  on  a  regular  basis. 


5.70  These  reports  could  be  improved  without  incurring  substantial  addi- 
tional costs.   For  example,  the  reports  could  show: 

the  number  of  jobs  created  categorized  by  salary  levels; 

net  additions  to  the  Canadian  economy,  aggregating  antici- 
pated capital  costs  and  jobs  attracted  from  other  countries; 
and 

trends  in  stability  of  created  jobs  such  as  jobs  disappearing 
as  businesses  fail  and  additional  jobs  created  as  companies 
expand  without  further  assistance. 

5.71  The  Department  conducts  specific  technical  studies  of  limited  scope 
which  provide  operating  managers  with  insights  into  aspects  of  program 
effectiveness.  It  published  a  comprehensive  assessment  of  the  effectiveness  of 
the  program  in  1973.  About  $340  million  has  been  committed  or  expended  by  the 
program  since  then.  An  updated  and  improved  comprehensive  assessment  is 
overdue. 
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5.72  The  1973  study  reviewed  the  activities  of  the  Department  in  providing 

incentives  to  industry.  A  major  focus  of  the  review  was  to  determine  the  number 
of  jobs  and  investments  that  would  not  have  been  created  without  RDIA  and  to 
relate  these  to  the  costs  of  the  program.  Because  the  program  was  relatively 
new,  few  projects  had  reached  completion  and  data  were  limited.  Two  evaluation 
approaches  were  used.  The  first  estimated  the  proportion  of  RDIA  assisted  jobs 
which  would  have  been  created  without  the  program  and  subtracted  those  from 
the  total  of  RDIA  funded  jobs.  Estimates  were  based  to  a  considerable  extent  on 
judgment.     In  future  studies,  the  subjective  component  should  be  reduced. 


5.73  The  second  approach  estimated  the  manufacturing  investment  which 

would  have  occurred  in  the  absence  of  RDIA.  These  estimates  were  compared  to 
the  actual  manufacturing  investment  with  the  RDIA  program  in  operation.  No 
details  of  this  work  were  reported.  Hence,  no  judgment  as  to  the  validity  of  the 
work  can  be  made.  Future  reports  should  provide  adequate  technical  explanation 
to  allow  a  reader  to  make  informed  judgments. 


5.7k  Summary   extracts  of   the  study   were  widely   circulated   within   the 

Federal  Government  and  made  available  to  the  general  public. 


5.75  Secretary  of  State  of  Canada  —  Bilingualism  Development  Program. 

The  Bilingualism  Development  Program  of  the  Department  of  the  Secretary  of 
State  of  Canada  has  been  in  operation  for  more  than  eight  years.  Through 
transfer  payments,  the  Program  helps  support  bilingualism  in  education,  in  non- 
federal public  administration  and  in  the  private  sector.  It  also  provides  grants  for 
language  research.  The  1977-78  Estimates  included  transfer  payments  of  $154 
million,  a  growth  exceeding  200%  during  the  preceding  seven  years  largely  due  to 
increased  participation  by  the  provinces  and  higher  costs  of  education.  Since  1971 
over  $750  million  has  been  spent  on  this  Program.  Our  audit  focused  mainly  on 
the  non-discretionary  payments  which  amount  to  80%  of  total  transfer  payments 
under  the  Program. 


5.76  In   general,   the  existing   managerial  controls  over  non-discretionary 

payments  were  insufficient  both  in  terms  of  quality  and  quantity  to  ensure  appro- 
priate measurement  and  reporting  of  program  effectiveness.  Significant  portions 
of  the  Bilingualism  Development  Program  can  be  measured  in  effectiveness  terms, 
yet  our  audit  revealed  that  few  attempts  had  been  made  to  conduct  effectiveness 
evaluations.  For  example,  the  Department  did  not  know  the  number  of  Canadians 
who  would  take  advantage  of  further  opportunities  to  learn  the  other  official 
language,  or  the  number  who  would  welcome  the  chance  to  educate  their  children 
in  the  official  language  of  their  choice.  Without  this  information,  the 
effectiveness  of  the  bilingualism  in  education  aspect  of  the  Program  cannot  be 
measured.  There  are  no  requirements  in  the  federal-provincial  agreements  for 
provinces  to  submit  to  the  Branch  their  plans  and  priorities  for  bilingualism  in 
education.  As  a  result,  it  is  difficult  for  the  Branch  to  develop  strategies 
appropriate  to  each  province  for  promoting  bilingualism. 
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5.77  For    non-discretionary    payments,    the   federal-provincial   agreements 

covering  bilingualism  development  state: 

"It  is  understood  that  with  respect  to  all  of  the  measures  described, 
the  provincial  governments  will  undertake  appropriate  monitoring  and 
evaluative  activities  and  that  the  results  will  be  made  available  to  the 
Federal  Government." 

The  federal-provincial  agreements  do  not  specify  exactly  how  the  monitoring  and 
evaluation  should  be  carried  out.  As  a  result,  what  few  evaluation  reports  are 
received  from  the  provinces  are  not  adequate  for  the  Department's  purposes.  In 
light  of  the  agreements,  the  Federal  Government  should  provide  the  provincial 
governments  with  advice  as  to  what  constitutes  "appropriate  monitoring  and 
evaluative  activities".  There  should  also  be  some  direction  as  to  how  the  results 
of  evaluation  should  be  reported. 


5.78  Solicitor  General  —  Federal  Parole  System.   The    Federal    Parole   Sys- 

tem, forming  part  of  the  Correctional  Services  Program  of  the  Department  of  the 
Solicitor  General,  comprises  the  National  Parole  Board  and  the  National  Parole 
Service.  The  Parole  Board  is  responsible  for  making  decisions  on  whether  to  grant 
or  deny  parole  and  on  whether  to  revoke  parole  where  there  is  a  serious  violation. 
The  Parole  Service  is  responsible  for  preparing  case  material  that  the  Board  uses 
in  making  parole  decisions  and  for  supervising  inmates  released  on  parole. 
Currently,  the  Parole  Board  uses  251  man-years  and  the  Parole  Service  837  man- 
years.  The  Board's  expenditure  for  1977-78  was  $5.4  million,  that  of  the  Parole 
Service  $21.2  million. 


5.79  Our  audit  revealed  that  the  Parole  Board  was  not  in  a  position  to 

evaluate  its  effectiveness  since  it  has  not  specified  criteria  for  assessing  the 
quality  and  consistency  of  its  decisions.  The  Parole  Act,  R.S.,  c.  P-2,  provides  the 
only  reference  to  parole-granting  by  specifying  the  following  three  broad  criteria: 

The  inmate  has  derived  maximum  benefit  from  imprison- 
ment. 

The  reform  and  rehabilitation  of  the  inmate  will  be  aided 
by  the  grant  of  parole. 

Parole  would  not  constitute  undue  risk  to  society. 


5.80  The  Parole  Board  had  not,  however,  developed  operational  definitions 

for  these  criteria  to  enable  them  to  be  used  in  practice.  A  study  of  the  National 
Board,  published  by  the  Law  Reform  Commission  in  1976,  drew  attention  to  the 
need  for  the  Board  to  establish  a  "set  of  clear,  consistent  and  explicit  criteria  for 
parole  decision-making."  The  usefulness  of  such  specific  criteria  has  been 
demonstrated  in  some  jurisdictions  in  the  United  States,  where  the  federal  and 
some  state  parole  boards  make  decisions  that  are  routinely  assessed  against 
explicit  published  criteria.  These  criteria  incorporate  considerations  of  the 
severity  of  the  crime  and  likelihood  of  parole  success. 
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5.81  The  Parole  Board  has  moved  in  this  direction  by  developing  and  testing 

a  model  to  predict  the  likelihood  of  recidivism.  However,  the  Board  has  not  used 
the  prediction  model  along  with  other  possible  considerations,  such  as  those  noted 
above  to  develop  criteria  for  assessing  the  quality  and  consistency  of  their 
decisions.  The  extent  of  adherence  to  these  criteria  would  serve  as  a  direct 
measure  of  consistency  and  an  indirect  measure  of  the  Parole  Board's  effective- 
ness. 


5.82  The  Parole  Service  provides  supervision  to  parolees  on  day  parole  and 

full  parole.  Parole  supervision  is  provided  by  Parole  Service  staff  and  contracted 
agencies  (e.g.,  the  John  Howard  Society,  the  Elizabeth  Fry  Society,  the  St. 
Leonards  Society,  Provincial  Probation  Services,  etc.). 


5.83  Extensive    studies    have    been    undertaken    in    the    United    States    to 

investigate  the  effectiveness  of  parole  supervision  programs.  These  studies 
indicate  that  the  post-incarceration  criminal  behaviour  of  inmates  is  not 
significantly  affected  by  type  and  extent  of  parole  supervision.  The  Department 
of  the  Solicitor  General  provided  major  financial  support  and  co-operation  for  a 
study  by  a  Canadian  university  on  federal  inmates  released  on  parole  in  Ontario. 
This  study  reached  similar  conclusions.  The  Department  had  not  assessed  the 
implications  of  the  findings  of  these  studies  for  the  value  of  parole  in  Canada. 


5.8^  Veterans  Affairs  —  Veterans  Services  and  Treatment  Services  Programs. 

The  Department  of  Veterans  Affairs  provides  assistance  and  social  and  medical 
services  to  veterans  with  the  aim  of  ensuring  that  they  are  self-sufficient  and 
participative  members  of  the  community. 


5.85  We  found  that  the  Department  had  not  translated  its  broad  legislative 

mandate  into  more  specific  program  goals.  This  was  particularly  evident  in  the 
Veterans  Services  Program,  which  administers  matters  relating  to  the  social 
welfare  of  veterans.  The  nature  of  this  Program  has  altered  substantially  since  its 
inception.  At  the  outset,  it  primarily  featured  social  benefit  payments  to 
veterans.  It  was  later  enlarged  to  include  counselling  and  recently  evolved  toward 
a  geriatric/gerontology  specialization.  Information  was  being  accumulated  in  an 
attempt  to  determine  the  nature  and  extent  of  the  social  and  economic  needs  of 
client  groups.  Exploratory  work  was  also  being  carried  out  to  assess  the 
effectiveness  of  the  benefits  provided.  We  concluded,  however,  that  much  more 
intensive  study  would  be  required  to  define  client  needs  before  the  effectiveness 
of  the  Program  could  be  measured  satisfactorily. 


5.86  The  Treatment  Services  Program  includes  the  operation  of  hospitals 

and  veterans  homes.  Effectiveness  evaluation  of  this  Program  could  reasonably 
and  appropriately  be  carried  out  on  the  basis  of  comparing  performance  of 
departmental  hospitals  with  that  of  provincial  and  other  hospitals  with  respect  to 
level,  costs  and  quality  of  care.  Our  study  found  that  such  evaluations  were  not 
being  carried  out. 
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6 
IMPROVING  THE  FINANCIAL  INFORMATION  PARLIAMENT  RECEIVES 

Introduction 

6.1  Purpose.  My  last  three  annual  Reports  called  for  action  to  improve 
the  usefulness  of  information  on  spending  plans  that  the  Government  presents  to 
Parliament  in  the  Estimates.  Little  has  been  done  although  the  Public  Accounts 
Committee  strongly  supported  the  calls  and  the  Treasury  Board  Secretariat 
promised  to  take  action.  One  problem  contributing  to  the  delay  is  the  need  for 
determining  first  what  information  Parliament  needs.   It  is  a  prime  problem. 

6.2  The  Government  is  responsible  for  the  form  and  content  of  the 
Estimates.  We  assume,  however,  that  in  exercising  this  responsibility  the 
Government  wants  the  views  of  parliamentarians.  This  Chapter  seeks  to  assist  in 
the  discussion  by:  (1)  stating  my  perception  of  how  the  Estimates  serve 
Parliament  and  Government  alike;  (2)  demonstrating,  through  examples,  how  the 
Estimates  could  be  made  more  useful  by  including  information  already  available  in 
departments;  (3)  citing  some  actions  necessary  in  the  longer  run  to  improve  the 
quality  of  the  information  now  available.  We  recommend  no  single  or  standard 
solution,  but  demonstrate  options  available  to  Parliament  and  the  Government. 
Any  improvements  in  the  Estimates  will  automatically  improve  the  Public 
Accounts,  especially  Volume  II,  since  it  reports  the  degree  of  compliance  with  the 
spending  plans  contained  in  the  Estimates.  Action  to  improve  the  Estimates  might 
well  begin  by  improving  the  Public  Accounts  since  this  would  ensure  that  reliable 
information  can  be  provided  before  it  is  introduced  in  the  Estimates. 

6.3  In  the  coming  year  my  Office  will  focus  attention  on  Volume  II  of  the 
Public  Accounts  to  determine  whether  information  Parliament  receives  on  actual 
expenditures  can  be  improved  beyond  that  available  in  the  Estimates  on 
prospective  expenditures.  We  will  review  in  detail  the  financial  and  other 
information  available  to  departmental  management  to  determine  what  portion 
might  be  useful  to  Parliament.  The  Public  Accounts  now  mirror  the  Estimates, 
providing  expenditure  data  in  comparable  form  but  containing  little  additional 
information.  The  information  on  prospective  expenditures  that  can  be  provided  in 
the  Estimates  is  obviously  limited.  However,  Parliament  can  be  much  better 
informed  retrospectively  on  actual  expenditures,  as  well  as  on  the  results  they 
achieve. 

6.4  Particular  attention  will  be  paid  to  the  non-financial  data  necessary  to 
assess  whether  expenditures  are  made  with  due  regard  to  value  obtained.  Such 
information,  when  now  provided  to  Parliament,  is  rarely  tied  to  financial  data 
obtained  from  the  books  of  account.  The  natural  tendency  of  departments  to 
submit  information  that  will  portray  them  in  the  most  favourable  light  needs  to  be 
restrained  by  tying  financial  figures  to  the  official  accounts  and  by  making  non- 
financial  data  as  reliable  as  the  financial  amounts  included  in  the  Public  Accounts. 
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6.5  Each  department  should  submit  in  Volume  II  of  the  Public  Accounts 

information  that  is  as  informative  to  Members  of  Parliament  as  that  provided  to 
shareholders  in  annual  reports  in  the  private  sector.  Practices  now  vary  greatly. 
Departments  tend  to  regard  Volume  II  as  a  product  of  the  Receiver  General, 
accept  its  highly  standardized  form,  and  do  little  to  tell  Parliament  effectively 
what  they  have  done.  Improvements  may  significantly  expand  the  size  of  Volume 
II,  require  separate  volumes  for  each  ministry  and  eliminate  the  need  for  separate 
annual  reports.   All  these  matters  will  be  thoroughly  examined  in  the  coming  year. 


6.6  Scope  of  demonstration  project.   This  project  deals  primarily  with  the 

Estimates  and  is  based  on  the  recent  financial  management  and  control  studies 
and  on  the  review  this  year  of  information  available  in: 

the    Department   of   Agriculture  and  three  Crown  corporations 
reporting  to  its  Minister, 

the  Department  of  Energy,  Mines  and  Resources, 

the  Department  of  Public  Works, 

the  Department  of  National  Health  and  Welfare, 

the  Royal  Canadian  Mounted  Police,  and 

the  St.  Lawrence  Seaway  Authority. 


6.7  This  Chapter  presents  the  results  of  this  year's  work  by  illustrating 

government-wide  opportunities  to  improve  the  Estimates.  The  various  Exhibits 
are  drawn  from  more  comprehensive  illustrations  of  how  selected  programs  of 
several  departments  might  be  presented  to  Parliament.  Appendix  D  presents 
illustrative  Estimates  for  Agriculture.  Illustrative  Estimates  for  the  other 
departments  and  agencies  will  be  available  to  the  Public  Accounts  Committee  and 
other  interested  parties.  Although  prepared  from  information  obtained  from  the 
departments  concerned,  departmental  officials  were  not  asked  to  endorse  the 
illustrations.   They  are  intended  only  to  portray  some  possible  alternatives. 


6.8  This  Office  neither  audited  the  information  departments  now  provide 
in  their  Estimates  nor  reviewed  the  budgeting  procedures  used  to  derive  it.  Nor 
did  we  analyse  the  accounting  systems  to  ensure  that  they  could  produce  accurate 
and  reliable  information  on  the  same  basis  as  the  Estimates.  The  Audit  Office, 
however,  plans  to  extend  its  audit  efforts  in  these  areas  to  ensure  that  the 
information  in  the  Estimates  is  reliable  and  that  the  information  in  the  Public 
Accounts  is  comparable  to  the  Estimates. 

6.9  Key  issue.  The  essential  issue  is  the  need  for  improved  accountability. 
This  demands  more  effective  monitoring  of  government  departments  and  agencies 
by  Parliament  and  would  involve: 
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greater  disclosure  to  Parliament  by  departments  of  what  they 
seek  to  achieve  in  the  current  year,  how  they  plan  to  do  it,  who 
will  be  responsible  for  doing  it,  and  how  they  plan  to  measure 


greater  emphasis  on  the  reliability  of  information  in  the 
Estimates  and  comparable  information  in  Public  Accounts; 

identification  by  the  Comptroller  General,  on  behalf  of  the 
Government,  of  the  information  to  be  provided  in  both  the 
Estimates  and  Public  Accounts  and  action  to  ensure  its  integrity 
and  comparability;  and 

greater  clarity  concerning  the  nature  of  expenditures  that 
appropriations  are  intended  to  cover,  so  my  Office  can  discharge 
the  responsibility  assigned  to  me  of  calling  attention  to  every 
case  where  an  appropriation  was  exceeded  or  was  applied  to  a 
purpose  or  in  a  manner  not  authorized  by  Parliament. 


6.10  Significance  of  illustrations.   In  assessing  the  Estimates  as  an  integral 

part  of  a  financial  control  system,  this  Office  could  suggest  a  single  model.  It 
could  also  suggest  standards  at  various  levels  of  detail  and  at  various  stages  of  the 
process  -  from  the  methodology  used  to  generate  the  Estimates  to  the  specific 
wording  and  form  of  schedules  used  in  the  Blue  Book.  However,  such  a  model  or 
standards  might  cause  departments  to  believe  that  this  would  be  the  only 
approach.  This  might  also  inhibit  informative  disclosure  by  forcing  activities  and 
operations  of  a  very  heterogeneous  nature  into  a  single  general  format.  We 
designed  the  illustrations  to  show  more  informative  and  useful  forms  of 
presentation,  deliberately  tailoring  them  to  each  department's  unique  programs  to 
show  that  rigid  adherence  to  a  single  suggested  form  is  not  intended. 


6.11  The  overriding  principle  for  evaluating  the  examples  is  whether  they 
give  the  user  relevant  information  in  a  manner  that  makes  the  most  efficient  use 
of  his  time.  Simplicity  and  focused  attention  are  essential  to  attain  these  goals. 

6.12  Although  changes  to  the  Estimates  have  to  be  approached  on  an 
integrated  basis,  various  components  are  discussed  individually  to  facilitate  their 
consideration. 


Significance  of  the  Estimates  for  Control  of  the  Public  Purse 


6.13  Parliamentary  control.   Observations  and  recommendations  in  this  and 

in  past  annual  Reports  reflect  the  unique  requirements  of  the  parliamentary 
process.  It  may  therefore  be  useful  at  the  outset  to  summarize  the  way  the  form 
of  the  Estimates  influences  the  work  of  Parliament. 
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6.14  Parliament   requires   information    for    two  forms  of  analysis  of   the 

spending  plans  of  the  Government: 

(a)  To  assess  the  proposed  allocation  of  resources,  it  must  know  the 
various  objectives  of  the  Government  and  the  level  of  funding 
allocated  to  each,  as  well  as  historical  and  projected  spending  for 
comparison  purposes. 

(b)  To  evaluate  the  potential  for  achievement  in  carrying  out  these 
plans,  it  must  know  what  programs  and  activities  the  funds  are  to 
be  used  for,  the  types  of  resources  required  and  how  responsibil- 
ity is  to  be  assigned. 


6.15  Each  perspective  may  require  quite  different  information.     Limited 

summary  information  can  satisfy  the  first.  The  second  requires  that  the 
information  be  specific  enough  to  provide  proper  yardsticks  for  assessing 
subsequent  performance. 


6.16  Parliamentary    processes    traditionally    have    been    based    on    rules 

designed  to  permit  Parliament  to  obtain  "redress  of  grievances"  before  the 
appropriation  of  funds  -  a  principle  dating  back  to  Magna  Carta.  Procedures  and 
the  rules  of  Supply  gave  ample  opportunity  to  question  the  responsible  minister, 
delay  passage  of  the  Estimates,  and  defeat  the  Government  if  it  did  not  have  the 
confidence  of  the  House.  Except  for  this  ultimate  sanction,  it  was  clearly 
understood  that  the  Government,  not  Parliament,  governed  since  under  the  British 
North  America  Act  only  the  Government  can  introduce  or  amend  an  appropriation 
bill.  Since  Parliament  can  only  accept  or  reduce  an  appropriation  request,  it  is 
not  surprising  that  the  parliamentary  review  was  of  a  general  nature  and  did  not 
require  much  detail  in  the  Estimates. 


6.17  Significant  changes  in  the  rules   of  Supply  in  1969  removed  a  number 

of  procedural  steps  that  enabled  parliamentarians  to  delay  or  prevent  the  granting 
of  supply.  These  changes  shifted  much  of  the  responsibility  for  Estimates  review 
to  an  expanded  structure  of  15  Standing  Committees  of  the  House  of  Commons, 
replacing  the  previous  review  by  a  Committee  of  the  Whole;  linked  the  rules  of 
Supply  to  the  calendar  (3une  30  being  the  date  by  which  the  Main  Estimates  are 
deemed  to  be  approved);  and  provided  opposition  parties  with  a  specific  number  of 
days,  during  the  Estimates  consideration  period,  to  initiate  motions  of  non- 
confidence.  Thus,  the  opportunity  to  defeat  the  government  of  the  day  was 
separated  from  the  process  of  reviewing  its  detailed  plans. 


6.18  The   1969  changes  gave  Members  of  Parliament  a  better  opportunity 

for  organized  and  informed  analysis  of  the  Estimates  through  membership  on  any 
one  of  15  Standing  Committees  of  the  House  of  Commons.  Unfortunately,  the 
improvements  in  the  form  of  the  Estimates  in  1969  did  not  sufficiently  recognize 
that  such  analysis  requires  significantly  greater  information  than  Parliament 
needed  when  it  was  reviewing  the  Estimates  in  Committee  of  the  Whole. 
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6.19  Our  proposals  assume  that  in  considering  changes  to  the  form  of  the 

Estimates  all  Members  of  Parliament  will  wish  to  make  the  procedures  agreed  to 
in  1969  more  effective;  and  that  the  Estimates  should  disclose  the  Government's 
plans  in  a  way  that  permits  them  to  be  understood,  debated  and  compared  to  past 
performance,  thereby  establishing  with  greater  certainty  accountability  for  the 
fiscal  year  concerned. 


6.20  Because  the  Estimates  review  takes  place  just  before  or  during  the 
time  programs  are  being  executed,  extensive  information  is  needed  on  expendi- 
tures in  the  current  and  preceding  years.  This  cannot  be  left  for  the  Public 
Accounts  where  any  review  takes  place  almost  a  year  after  transactions  occur. 
The  Public  Accounts,  nevertheless,  provide  the  best  opportunity  to  assess  actual 
performance  in  relation  to  plans.  The  cycle  would  be  complete  if  departments 
and  agencies  were  required  to  report  and  explain  in  the  Public  Accounts  how  their 
actual  performance  compared  to  the  plans. 

6.21  Effective  and  constructive  participation  by  parliamentarians  in  the 
Estimates  review  process  depends  directly  on  the  quality  of  information  they 
receive.  It  is  appropriate  to  also  consider  whether  the  present  processes  can  be 
improved  in  other  ways. 


6.22  Different  Standing  Committees  of  Parliament  review  the  Estimates 

and  the  Public  Accounts.  Review  would  be  facilitated  if  the  same  Standing 
Committees  reviewed  the  Estimates,  Public  Accounts  and  the  portions  of  our 
Report  dealing  with  the  departments  with  which  each  is  concerned.  Parliament 
might  then  wish  to  consider  giving  a  committee,  such  as  the  Miscellaneous 
Estimates  Committee  or  the  Public  Accounts  Committee,  responsibility  for 
looking  at  government-wide  issues  contained  in  the  Estimates,  as  well  as  in  the 
Public  Accounts  and  the  annual  Report  of  this  Office.  Alternatively,  one 
Committee,  the  Miscellaneous  Estimates  Committee,  could  deal  with  the 
Estimates  in  summary  or  consolidated  form  and  the  other,  the  Public  Accounts 
Committee,  with  comparable  data  on  actual  expenditures  including  explanations 
of  variances  from  the  Estimates. 


6.23  Managerial  control.   My   1976  Report  identified  what  we  believe  are 

the  key  elements  in  controlling  the  public  purse.   One  was  the  need  for  a  financial 
plan.   The  Report  stated  that: 

"...  instead  of  being  the  cornerstone  of  the  system  for  managing  and 
controlling  financial  resources,  it  (planning)  is  a  separate  process 
primarily  designed  from  the  departmental  viewpoint  to  obtain  addi- 
tional resources  and  from  the  central  viewpoint  to  allocate  available 
resources.  The  resulting  documents  are  inadequate  as  action  plans 
since  they  do  not  describe  what  is  to  be  done,  who  is  to  do  it  and  what 
resources  are  required  for  the  purpose.  Thus,  managers  lack  the 
direction  and  commitment  required  and  there  is  no  means  of  holding 
them  accountable  by  comparing  their  actual  performance  in  relation  to 
plans." 
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The  Estimates  should  be  the  tip  of  the  iceberg,  the  small  visible  part  of  the  whole 
that  rests  on  the  detailed  plans  of  managers  throughout  government.  Ideally,  they 
should  constitute  a  relatively  concise  summary  of  plans  managers  make  to  attain 
the  Government's  objectives  within  the  resources  made  available. 


6.2*  More  specific  disclosure  of  plans  to  Parliament  is  likely  to  result  in 

improved  financial  management  and  control  throughout  government.  The 
Estimates  would  then: 

permit  the  exercise  of  expenditure  control  by  comparing  actual 
performance  to  that  planned; 

make  financial  reports  more  meaningful  by  comparing  financial 
and  non-financial  data  to  the  plan; 

provide  a  basis  for  financial  controls  over  individual  transactions 
by  permitting  those  responsible  to  relate  the  transactions  to  an 
overall  plan;  and 

set  internal  targets  against  which  actual  results  can  be  compared 
through  the  audit  or  evaluation  process. 

6.25  In  summary,  improving  financial  management  in  government  depends 

on  improving  the  Estimates.  Better  and  more  detailed  Estimates  will  lead  to 
improved  financial  and  operational  planning  at  all  levels  of  management. 
Improved  planning,  in  turn,  will  lead  to  better  expenditure  control,  financial 
reporting  and  exercise  of  all  other  controls  at  every  level. 


Structure  of  the  Estimates  Document 

6.26  Evolution.   The  form  of  the  Estimates  has  evolved  over  the  years: 

In  1930,  it  was  possible  to  summarize  the  entire  Estimates  of 
some  $391  million  by  departments  on  two  small  pages.  The  335 
votes  of  that  year  were  supported  by  details  that  showed  the 
exact  salary  requirements  by  number  and  grade,  with  all  funding 
being  divided  between  salaries  and  contingencies. 

By  1938,  the  Estimates  had  changed  so  that  the  requirements  of 
departments  were  shown  by  branches  and  divisions. 

In  1951,  the  Estimates  were  extensively  revised.  The  presenta- 
tion of  votes  by  departments,  branches  and  divisions  continued, 
but  these  were  subdivided  into  separate  votes  for  "operations  and 
maintenance,"  "capital,"  and  "grants  and  contributions."  This 
greatly  expanded  vote  structure  was  supported  by  a  "details  of 
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service"  section  listing  manpower  by  number  and  grade  and 
explaining  all  expenditures  by  22  standard  objects  and  some 
special  objects.  This  presentation,  which  with  some  modifica- 
tions prevailed  until  1970-71,  was  the  ultimate  in  standardiza- 
tion. 


6.27  The  Glassco  Commission  recommended  in  1961  that  the  presentation 

of  the  Estimates  by  495  votes  "...  be  reduced  and  all  cost  elements  of  individual 
programmes  be  consolidated  within  the  same  vote".  It  also  recommended  that  the 
Estimates  "be  prepared  on  the  basis  of  programmes  of  activity  and  not  by  standard 
objects  of  expenditure". 


6.28  Although  the  number  of  votes  was  reduced  earlier,  the  form  of  the 

Estimates  did  not  change  drastically  until  1970-71  when  the  present  form  was 
adopted.   In  summary,  it  is  composed  of: 

a  number  of  government-wide  summaries  showing  details  by 
department; 

a  summary  of  all  programs  and  votes  under  a  minister's 
authority; 

an  appropriation  summary  for  each  program; 

supporting  narratives  stating  objectives  and  giving  program 
descriptions;  and 

supporting  tables  showing  details  by  activities,  by  objects  of 
expenditure,  by  manpower  and,  if  material,  by  capital  projects 
and  grants  and  contributions. 

Any  details  by  organizational  units  below  the  departmental  level,  except  where 
programs  themselves  were  defined  on  an  organizational  basis,  disappeared  and  the 
object-of-expenditure  and  manpower  data  were  significantly  summarized. 


6.29  One  or  several  volumes?  Changes    have    progressively    increased    the 

size  of  the  Blue  Book  as  the  Treasury  Board  has  added  to  the  information 
previously  provided.  The  1978-79  Estimates  has  1,271  pages.  If  implemented,  the 
suggestions  we  are  advancing  will  further  increase  the  document's  size. 


6.30  This  illustrates  a  basic  dilemma  confronting  modern  governments.   The 

size  and  variety  of  their  activities  require  presentation  in  a  generalized,  summary 
manner  if  the  information  is  to  be  contained  in  a  single  volume.  Such  summary 
data,  however,  limit  meaningful  analysis.  The  processes,  operations  and  projects 
being  performed  must  be  disclosed,  costed  and  related  to  the  results  expected 
before  the  data  become  precise  enough  to  be  useful.    As  a  result,  there  may  be  a 


111 


Financial  Management  and  Control  Systems 


need  for  the  Estimates  to  be  split  into  two  components:  a  volume  on  government- 
wide  spending,  concentrating  on  the  proposed  global  amounts  and  a  second  volume 
or  volumes  on  departments  and  agencies,  showing  how  they  plan  to  manage  the 
funds. 


6.31  Summary  volume.  Beginning  with  the  Estimates  for  the  1970-71  fiscal 

year,  the  Treasury  Board  included  at  the  front  of  the  document  a  narrative 
explaining  material  contained  in  the  Estimates  and  a  number  of  new  summary 
tables  presenting  various  types  of  information  on  a  government-wide  basis.  The 
explanatory  preface  and  the  summary  tables  now  occupy  the  first  95  pages  of  the 
document.  This  initiative  constituted  a  useful  addition  but  the  sandstorm  of 
figures  without  explanation  has  lessened  its  value.  The  tables  are  simply 
tabulations  of  data  contained  in  the  departmental  sections. 


6.32  A  much  more  concise  volume  should  be  prepared  to  give  Parliament 

summary  information  for  use  in  debates  covering  the  entire  operations  of  the 
Government,  the  size  of  expenditures  relative  to  previous  years  and  to  the  level  of 
spending  in  the  private  sector  and  the  relative  distribution  of  scarce  resources 
among  competing  objectives.  Such  a  summary  volume  should  be  directed  to  all 
members  of  Parliament  and  should  include  the  government-wide  data  contained  in 
the  front  of  the  present  volume,  the  appropriations  to  be  included  in  the 
Appropriation  Acts,  additional  summaries  and  highlights,  and  explanatory  data  of 
the  type  now  included  in  the  Treasury  Board  publication  "How  your  Tax  Dollar  is 
Spent".  Although  it  can  be  argued  that  this  information  is  already  available  and 
therefore  need  not  be  included  with  the  Estimates,  in  our  opinion  such  a 
comprehensive  volume  would  be  useful  for  both  parliamentarians  and  the  public. 


6.33  There    are    many    other    opportunities    for    improving    the    summary 

material,  such  as: 

providing  historical  summaries  covering  a  five-year  period,  (the 
last  two  years,  the  Estimates  year  and  projecting  the  Estimates 
year  for  the  next  two  years); 

deleting  departmental  and  program  detail  from  government-wide 
summary  tables  to  focus  attention  better  on  significant  totals; 

using  graphic  instead  of  tabular  presentations  where  the  grouping 
and  use  of  the  data  do  not  require  accounting  precision;  and 

adding  summary  narrative  statements  highlighting  significant 
government-wide  developments. 


6.3*  Additional  analytical  tables  would  enhance  parliamentary  and  public 

understanding   of    the   Government's   expenditure   plans.      Because  the  amounts 
grouped    are    not    identified    below   the   program    level,   the   present   functional 
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analyses  are  unduly  restricted.  Programs  and  activities  of  several  departments 
often  contribute  to  several  objectives  of  the  government.  The  presentation,  in  a 
government-wide  summary  volume,  of  total  costs  for  the  complete  range  of 
government  activities  on  a  number  of  subjects,  for  example  expenditures  in  the 
North  or  for  native  peoples,  regardless  of  the  departments  contributing  to  the 
total  effort,  would  represent  a  useful  addition.  Summary  data  for  the  general 
information  of  Parliament  does  not  have  to  be  restricted  to  that  obtained  from 
the  present  pyramidal  build-up  of  costs. 


6.35  Departmental  volumes.  The    second    volume    or    volumes    should    be 

designed  to  satisfy  the  needs  of  members  of  Standing  Committees  or  others  who 
want  to  know  about  the  programs  of  a  single  department  or  ministry.  This  would 
provide  a  much  more  convenient  document  for  members,  and  could  contain  data 
significant  for  a  particular  program.  Separate  documents  would  be  more 
convenient  for  many  users  of  the  Estimates,  including  members  of  the  department 
itself.  Departments  could  then  assume  greater  responsibility  for  the  information 
and  add  material  now  included  in  various  other  documents,  such  as  annual  reports 
and  departmental  policy  statements.  Departments  would  feel  more  accountable 
for  the  information  under  these  circumstances. 


6.36  Relationship  among  volumes.   The     illustrations     shown     for     several 

departmental  programs  suggest  a  number  of  other  opportunities  for  improving  the 
form  of  the  Estimates,  as  distinct  from  their  content,  including  increased  use  of 
graphs  and  narratives  to  direct  the  user's  attention  to  significant  matters  the 
detailed  tabulations  contain.  The  second  volume  should  provide  information  about 
programs  in  other  departments  that  contribute  to  attaining  the  objectives  for 
which  a  given  department  has  primary  responsibility.  For  example,  in  the 
Department  of  Transport  volume  these  cross- depart  mental  relationships  would 
show  that  the  Marine  Program  of  the  Department  of  Public  Works  must  be  taken 
into  account  in  assessing  the  government's  expenditures  on  Marine  Transportation. 
As  another  example,  the  shared  cost  programs  of  the  Department  of  National 
Health  and  Welfare  cannot  be  assessed  without  taking  account  of  related 
expenditure  contained  in  the  Department  of  Finance  Estimates. 


6.37  Organization  of  Estimates  material.  Ideally,  the  Estimates  document 
should  begin  with  a  clear  overview  of  summary  data  and  progressively  "explode" 
with  ever -increasing  detail  so  that  the  user  may  pursue  his  particular  interest  to  a 
point  of  satisfaction.   The  concept  is  illustrated  in  Exhibit 6.1. 

6.38  This  concept  should  be  applied  to  the  departmental  volumes.  The 
departmental  Estimates  should  start  with  some  department-wide  summaries, 
followed  by  summary  material  at  the  program  level,  then  broken  down  to  the 
activity,  object  or  responsibility  level,  the  lowest  suggested  in  most  of  the 
illustrations.  It  would  also  be  useful  to  show  how  the  information  was  built  up 
within  a  department,  even  though  the  actual  data  are  not  disclosed  at  this  level  of 
detail,  so  that  users  can  pursue  their  interests  on  an  exception  basis  by  asking 
questions  during  a  standing  committee's  review. 
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HOW  THE  ESTIMATES  EXPLODE 


Exhibit  6.1 


TOTAL  ESTIMATES 
BY   FUNCTION 


(  T  &C=TRANSPORTATION  &  COMMUNICATION  ) 
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6.39  The  order  of  presenting  the  data  should  reflect  the  order  in  which 

resource  allocation  decisions  were  made.  If  a  department  carries  out  the  same 
activities  in  decentralized  responsibility  centres  across  the  country,  the  analysis 
should  be  presented  first  by  activity,  with  responsibility  being  a  secondary 
disclosure,  so  that  performance  among  responsibility  centres  across  the  country 
may  be  compared.  By  contrast,  if  a  responsibility  centre  is  involved  in  an 
operation  unique  to  it,  it  is  better  to  start  with  the  responsibility  centre  and,  as  a 
secondary  analysis,  show  the  activities  it  carries  out.  These  alternatives  are 
illustrated  in  Exhibits  6.7  and  6.9. 


6.40  Generally,  the  illustrations  have  avoided  a  matrix  type  of  presentation. 

Although  such  presentations  summarize  data  on  a  single  page,  they  do  not  lead  the 
reader  to  adopt  an  analytical  approach  that  leads  to  the  most  appropriate 
conclusion. 


6.41  Degree  of  standardization.  The  departmental  illustrations  have  much 

in  common,  although  different  approaches  have  been  illustrated.  This  not  only 
demonstrates  that  several  options  are  available,  but  also  that  different  styles  and 
detail  may  be  appropriate  for  different  programs. 


6.42  The    Estimates   document    is    now   highly   standardized,    with   similar 

schedules  for  departments  and  programs.  It  contains  only  one  level  of  detail  of 
activity,  object  and  manpower  data  for  all  programs.  For  some  programs,  this 
breakdown  may  be  all  that  is  required,  but  for  most  a  greater  level  of  detail  is 
required  to  reveal  a  program's  sub-activities  and  resource  requirements.  Many  of 
the  illustrations,  by  going  one  level  lower,  provide  significantly  more  useful 
information.  In  larger  programs,  it  may  be  necessary  to  go  to  a  second,  third  or 
even  lower  level  of  detail  before  the  data  become  specific  enough  to  satisfy 
analytical  needs. 


6.43  The  summary  volume  must  be  standard  since  it  is  a  government- wide 

presentation.    The  supporting  volumes  should  be  tailored  to  tell  parliamentarians 
what  they  need  to  know  about  individual  departments  and  their  programs. 


6.44  An   illustration   of   carrying   standardization   to   the   extreme   is   the 

present  practice  of  showing  supporting  data  on  continuing  authorities,  such  as  for 
revolving  funds  or  working  capital  advances,  in  a  manner  similar  to  lapsing 
appropriations.  The  user  is  shown  expenditure  and  revenue  data,  but  has  no  means 
of  knowing  that  the  expenditure  figures  represent  accrued  costs,  not  cash 
disbursements  as  in  other  programs.  Additionally,  the  amount  of  the  advance  that 
is  expected  to  be  outstanding  is  not  disclosed,  even  though  parliamentary  control 
is  exercised  by  limiting  the  amount  of  the  advance  that  may  be  outstanding  at  any 
time. 
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6.45  Presentation  of  comparative  data.  One  area  where  standardization  is 

both  desirable  and  feasible  is  in  selecting  the  year-to-year  comparative  data.  The 
Estimates  now  make  two  types  of  comparisons.  All  tables,  except  for 
government-wide  summaries,  compare  three  years:  the  Estimates  year,  the 
current  year  and  the  previous  year.  The  summary  tables  compare  the  Estimates 
for  the  new  year  with  the  Estimates  for  the  current  year  and  actual  expenditures 
for  the  previous  year.  Supporting  tables  show  comparisons  among  the  Estimates 
for  the  new  year,  forecast  expenditures  for  the  current  year  and  actual 
expenditures  for  the  previous  year. 


6.46  The   Report   on   the   Study   of    the    Accounts   of   Canada,   which  the 

Treasury  Board  prepared,  this  Office  endorsed  and  the  Public  Accounts  Com- 
mittee approved,  recommended  a  different  approach.  The  comparisons  proposed 
in  the  Study  of  the  Accounts  are  illustrated  in  the  suggested  appropriation 
summary  for  the  Health  Care  Program,  Exhibit  6.2  which  shows: 

amounts  to  be  voted  for  Estimates  year; 

amounts  voted  for  current  year; 

the  changes  between  the  two; 

estimated  expenditures  for  Estimates  year; 

forecast  expenditures  for  current  year;  and 

actual  expenditures  for  previous  year. 

This  approach  highlights  for  Parliament  what  new  authority  is  to  be  voted  and 
permits  departments  to  distinguish  between  authorities  granted  and  their  forecast 
of  what  will  be  used.  This  recognizes  that  funds  will  lapse  when  a  department  can 
spend  up  to  the  limit  but  not  go  beyond  it.  It  also  permits  programs  having 
continuing  authority,  such  as  those  with  revolving  funds  to  show  that  authority 
granted  bears  little  relationship  to  funds  advanced.  We  believe  these  are  the  most 
meaningful  types  of  comparisons,  but  other  choices  are  illustrated. 


6.47  The  column  which  provides  the  best  bench  mark  or  guide  is  the  current 

year's  forecast.  Previous  year  data  may  be  too  out-of-date  to  be  fully 
comparable.  The  current  year's  forecast  may  indicate  what  is  needed  in  the 
future  by  showing  what  is  needed  now.  The  accuracy  of  these  forecasts  will 
improve  if  they  are  given  greater  importance.  Although  the  narratives  and 
highlights  should  focus  on  the  Estimates  year,  they  should  justify  the  Estimates' 
requirements  in  relation  to  the  current  year's  forecasts. 


116 


Financial  Management  and  Control  Systems 


Content  of  Estimates 

6.48  Departmental  and  program  summary  information.    The    only   summary 

information  now  presented  for  individual  departments,  as  distinct  from  govern- 
ment-wide summaries,  is  a  General  Summary  table  which  lists  by  program  the 
votes  and  statutory  items  for  which  a  Minister  is  responsible  (including  those  of 
Crown  corporations).  The  table  compares  the  proposed  estimates  with  the 
previous  year's  estimates  and  the  actual  expenditures  of  the  year  before  that. 


6.49  This    General    Summary    table   is    not   a   summary   of   appropriations 

because  it  does  not  include  the  full  wording  of  the  votes.  The  information  in  the 
summary  table  is  repeated,  with  the  full  vote  wording  as  the  opening  presentation 
of  individual  programs.  It  would  make  more  sense  to  include  the  full  vote  wording 
in  the  summary  table  to  facilitate  the  preparation  of  appropriation  bills  or 
alternatively  condense  the  summary  table  further  to  highlight  the  major  programs 
and  leave  the  full  wording  to  the  individual  program  presentations. 


6.50  In  addition  to  the  General  Summary  table,  there  should  be  disclosure  of 

the  aims,  organization,  and  responsibilities  of  the  various  entities  reporting  to 
each  Minister.  This  should  be  supplemented  by  narrative  highlights  explaining  the 
significant  goals  and  underlying  factors  influencing  year-to-year  changes  in  the 
amounts  requested.  An  illustration  of  such  a  presentation  is  provided  for  the 
Department  of  Agriculture  on  Exhibit  6.3  and  for  the  Department  of  National 
Health  and  Welfare  on  Exhibit  6.4. 


6.51  Appropriation  structure.  The  structure  of  appropriations  has  a  signi- 
ficant impact  on  the  expenditure  information  now  provided  to  Parliament  in  the 
Estimates.  Traditionally,  and  legally,  parliamentary  control  over  governmental 
expenditures  has  been  determined  by  the  vote  structure  and  vote  wordings  more 
than  by  any  other  single  factor.  Since  the  Government  may  not  exceed  the 
expenditure  limit  for  each  individual  vote,  it  follows  that  the  greater  the  number 
of  votes  dividing  the  total  amount  to  be  appropriated,  the  greater  is  the  control 
exercised  by  Parliament.  The  actual  appropriations  today,  however,  are  so  large 
that  they  do  not  provide  Parliament  with  an  effective  and  reliable  basis  for 
control.  This  is  compounded  by  the  extensive  use  of  Supplementary  Estimates  to 
transfer  funds  among  votes  and  to  supplement  the  amounts  originally  provided. 

6.52  To  provide  greater  managerial  flexibility,  as  a  prerequisite  for  greater 
accountability,  and  to  show  more  completely  the  costs  of  government  programs, 
the  Glassco  Commission  recommended  a  decrease  in  the  number  of  votes  and 
improved  disclosure  of  expenditure  information  about  programs  within  each  vote. 
The  vote  reduction  recommended  by  Glassco  occurred  —  495  votes  for  about 
$3,600  million  in  budgetary  expenditures  in  1961-62  were  reduced  to  the  current 
233  votes  for  almost  $20,000  million  in  budgetary  expenditures.  There  would  be 
even  fewer  votes  if  capital  expenditures  in  excess  of  $5  million,  and  grants  and 
contributions  in  excess  of  $5  million  were  not  voted  separately. 
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ILLUSTRATION  OF  THE  PRESENTATION  OF  COMPARATIVE  DATA 


NATIONAL  HEALTH  AND  WELFARE 
A  -  DEPARTMENT  -  HEALTH  CARE  PROGRAM 


Vote  5  -  Health  Care  -  Operating  Expenditure  to  develop,  promote  and  support  health  programs 
designed  to  preserve  and  improve  the  health  of  Canadian  residents: 

to    provide   program  direction,  planning,  policy  development  and  evaluation  in  the 
health  field. 

Vote  10  -  Health  Care  -  Contributions  and  grants: 

to  provinces  and  territories  to  assist  in  an  extended  program  for  the  training  of 
health  personnel; 

to  persons  and  agencies  to  support  activities  for  the  improvement  of  health  services 
and  research  and  demonstration  in  the  field  of  public  health. 

Statutory  -  Contributions  under  Statutes  - 

Hospital  Insurance  and  Diagnostic  Services  Act.  R-S.,  c.  H-8: 

to  provinces  for  previous  fiscal  years  under  the  provisions  of  the  Act. 

Federal-Provincial  Fiscal  Arrangements  and 

Established  Programs  Financing  Act,  1977,  1976-77,  c.  10: 

to  provinces,  the  Yukon  and  Northwest  Territories  for: 

hospital  insurance 

medical  care 

extended  health  care  services 


Health  Resources  Fund  Act,  R.S.,  c.  H-4 
Medical  Care  Act,  R.S.,  c.  M-8 
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Exhibit  6.2 


APPROPRIATION  SUMMARY 

Amounts  to  be  Voted 

Expenditures 

Estimated 
1978-79              1977-78           Change                  1978-79 

Forecast 
1977-78 

Actual 
1976-77 

$                         $                      $                              $ 

$ 

$ 

9,422,000           8,625,000        797,000                     9,422,000 

8,625,000 

7,530,768 

13,981,000         14,033,001        (52,001)                  13,981,000 

14,033,000 

11,183,801 

28,068,000 

94,500,000 

2,030,474,758 

1,946,600,000 

1,622,000,000 

692,500,000 

575,300,000 

524,200,000 

467,840,000 

33,000,000 

37,000,000 
28,820,000 

24,050,427 
1,003,582,951 

23,403,000         22,658,001        744,999               3,247,771,000 

2,848,118,000 

3,076,822,705 
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ILLUSTRATION  OF  A  NARRATIVE  HIGHLIGHTING 
DETAILS  OF  AN  ACTIVITY 


A  -  DEPARTMENT  OF  AGRICULTURE  -  HEALTH  OF  ANIMALS  PROGRAM 

Activity:    Animal  Contagious  Diseases 

Narrative 

The  responsibilities  are  to: 

administer  the  Animal  Diseases  and  Protection  Act  and  Regulations; 

prevent  and  control  communicable  animal  diseases;  control  and  eradication  of  reportable 
diseases;  diagnosis  and  eradication  of  foreign  animal  diseases; 

control  the  importation  of  animals  and  animal  products; 

prevent  animal  suffering  and  loss  while  in  transit;  and 

inspect,  test  and  certify  animals  and  animal  products  for  export. 

This  activity  is  executed  through  its  Ottawa  Headquarters  and  seven  regional  offices  and  comprises 
the  sub-activities  of  Contagious  Diseases  Management  and  Administrative  Services,  Program  Eradica- 
tion, Emergency  and  Investigative  Eradication,  Quarantine,  Port  Inspection  and  In-transit  Care  of 
Animals.  District  Offices,  which  may  be  involved  in  a  number  of  sub-activities,  are  located  at  strategic 
points,  usually  in  a  geographic  location  with  approximately  100,000  cattle. 

Maximum  security  quarantine  stations  to  hold  and  inspect  livestock  are  operated  at  Mirabel,  Edmonton, 
Levis  and  Grosse  He  and  the  islands  of  St.  Pierre  and  Miquelon.  Seven  quarantine  stations  and 
inspection  facilities  are  located  along  the  Canada-U.S.A.  border.  Offices  are  also  maintained  at  all 
international  airports  and  sea  ports  for  the  inspection  of  animals  and  restricted  animal  products. 

Key  Factors  (1978-79): 

manpower  represents  $16.9  million,  or  4996  of  the  total  cost  of  the  activity; 

contributions  of  $10.2  million,  30%  of  the  total  cost  of  the  activity,  are  reflected  under 
"Program  Eradication"  as  they  relate  to  compensation  for  diseased  animals; 

the  total  cost  of  the  activity  is  reduced  by  estimated  revenues  of  $1.6  million,  derived  from 
port  inspection  and  quarantine  operations;  and 

the   man-years  authorized  are  basically  for  veterinary  services  personnel  (272),  primary 
product  inspectors  (280)  and  administrative  support  staff  (134). 

Performance  Indicators 

Seventy-nine  per  cent  of  the  Division's  operating  resources  are  allocated  to  the  Program  Eradication 
sub-activity.  These  resources  support  several  disease  prevention,  surveillance,  control  and  eradication 
programs.  The  following  tables  and  charts  illustrate  the  relationship  between  the  growth  in  operating 
resources  for  this  sub-activity  and  the  increased  number  of  field  tests  conducted  for  the  major  disease 
control  and  eradication  programs. 


120 


Financial  Management  and  Control  Systems 


Exhibit  6. 3 


Output 

Number  of  animals  tested  for  Tuber- 
culosis, Brucellosis  6c  Johne's  disease 

Input 

Operating  Resources  ($000) 

Cost  Ratio 

Number  of  animals  tested  per  thousand 
dollars 

Output 


1974-75  75-76  76-77  77-78  78-79 

Actual  Actual  Actual  Forecast        Forecast 


1,637,238       2,029,648       2,756,986       3,090,774       3,379,950 


5,994  10,608  12,350  14,174  15,022 
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Animals  tested  per  thousand  dollars 
Cost  Ratio  -  1974-75  as  base  year 
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Exhibit  6  A 


ILLUSTRATION  OF  THE  PRESENTATION 
OF  NARRATIVE  HIGHLIGHTS 


NATIONAL  HEALTH  AND  WELFARE 
A  -  DEPARTMENT  -  INCOME  SECURITY  PROGRAM 

Grants  and  Contributions 

EXPENDITURE  TRENDS 

Historical  and  future  trends  in  income  security  payments  depend  on  several  interrelated 
factors  including: 

changing  demographic  trends 

further  maturing  of  the  Canada  Pension  Plan 

increases  in  the  cost-of-living 

increases  in  average  earnings 

The  Old  Age  Security  pension  is  a  basic  amount,  adjusted  quarterly,  with  additional  income- 
test  benefits  available  under  the  Guaranteed  Income  Supplement  and  Spouse's  Allowance.  Of  the 
Canadian  population  over  age  65,  99%  receive  the  basic  OAS  pension.  Estimates  for  1978-79  reflect  an 
assumed  increase  of  7.5%  due  to  the  escalation  factor  and  an  assumed  increase  of  2.9%  in  the  number  of 
pensioners. 

Fifty-five  per  cent  of  Old  Age  Security  recipients  also  receive  a  Guaranteed  Income 
Supplement  Payment.  Estimates  of  Guaranteed  Income  Supplement  payments  for  1978-79  represent 
28.4%  of  the  estimated  "basic"  Old  Age  Security  Payment. 

The  Canada  Pension  Plan,  as  at  March  31,  1978,  will  have  been  in  effect  for  only  12  1/4 
years.  As  a  result,  only  35%  of  Old  Age  Security  recipients  receive  CPP  (or  Quebec  Pension  Plan) 
benefits;  and  the  average  monthly  CPP  retirement  benefit  in  March  1977  was  $80. 

The  parents  of  99%  of  the  Canadian  population  who  are  under  age  18  receive  payments  under 
Family  Allowance  Legislation.  The  1978-79  Estimates  reflect  an  assumed  increase  of  7.6%  for  the 
escalation  factor  offset  by  a  slight  decrease  of  2%  in  the  number  of  children. 

It  is  expected  that,  over  time,  total  payments  under  the  Canada  Pension  Plan  will  increase  in 
relative  importance  to  payments  under  Old  Age  Security  (excluding  Guaranteed  Income  Supplement  and 
Spouse's  Allowance),  whereas  the  Guaranteed  Income  Supplement  and  Family  Allowance  payments  will 
diminish  in  relative  significance.  The  following  exhibits  are  illustrative  of  the  expected  expenditure 
trends  over  a  50  year  period  using  assumptions  that  annual  increases  in  prices  and  wages  will  average 
3%  and  5  1/2%  respectively. 
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6.53  Certain  characteristics  of  the  vote  structure  may  affect  the  disclosure 
and  accountability  of  the  Government  to  Parliament.   These  include: 

The  vote  structure  differs  significantly  from  department  to 
department  in  terms  of  the  materiality  of  the  expenditures 
involved  and  the  level  of  accountability  established.  For 
example,  the  $3,000  million  operating  expenditures  of  the 
Department  of  National  Defence  and  the  $200,000  cost  of  the 
World  Exhibitions  Program  of  the  Department  of  External 
Affairs  each  rank  as  one  vote. 

The  practice  of  separating  operating,  capital,  and  grants  and 
contribution  expenditures  into  separate  votes,  if  these  items  are 
material,  may  restrict  managerial  flexibility  to  some  extent  in 
meeting  program  objectives. 

In  some  cases,  votes  cross  organizational  lines,  and  accounta- 
bility for  costs  by  vote  may  become  a  matter  of  allocation  and 
opinion.  In  such  cases  it  is  difficult  to  identify  and  limit 
expenditures  to  the  amounts  specified. 

6.54  We  are,  however,  not  suggesting  any  change  in  the  vote  structure  since 
we  are  illustrating  other  means  for  improving  disclosure  and  establishing 
accountability. 


6.55  Appropriation  wording.   A  second  issue  concerns  the  wording  of  appro- 

priation authorities.  The  authorities  contained  in  the  annual  Appropriations  Acts 
are  phrased  in  the  form  of  brief,  permissive,  enabling  terms  such  as  "program 
expenditures",  or  in  cases  where  separate  appropriations  are  required  within  a 
program,  "operating  expenditures",  "capital  expenditures",  and  "grants  as  listed  in 
the  Estimates  and  contributions".  Within  established  dollar  limits,  it  is  readily 
acknowledged  by  legal  experts  and  senior  officials  that  these  vote  wordings 
impose  no  practical  legal  restriction  on  the  nature  of  costs  which  can  be  incurred 
or  activities  which  can  be  undertaken  under  the  authority  of  the  Appropriation 
Acts.  Additions  to  the  standard  appropriation  wordings  tend  to  increase,  rather 
than  restrict,  the  authorities  by  providing  specific  legislative  authority  for  a  new 
activity,  by  authorizing  commitments  and  expenditures  for  future  years,  or  by 
permitting  the  spending  of  revenues.  The  Appropriation  Acts  are  not  formally 
tied  to  the  supporting  information  in  the  Estimates,  the  narrative  statements  of 
program  objectives  and  descriptions,  or  to  the  schedules  of  objects  of  expenditure, 
manpower  and  major  capital  projects. 


6.56  Although  appropriations  could  be  made  more  numerous  or  appropria- 

tion wordings  lengthened  in  an  attempt  to  make  them  more  specific,  such 
measures  might  cause  managers  to  restrict  their  accountability  to  narrow 
compliance  with  the  letter  of  the  law.  What  is  needed  is  to  make  the  entire 
Estimates    document    an    integral    part    of    the    accountability    process.       Many 


123 


Financial  Management  and  Control  Systems 


managers  state  that  the  information  contained  in  the  Estimates,  other  than  that 
incorporated  in  Appropriation  Acts,  is  not  legally  binding  on  them.  This  is  true  in 
a  legal  sense.  Nevertheless,  the  Government  should  encourage  managers  to 
recognize  an  obligation  to  account  for  differences  between  what  they  said  they 
would  do  and  what  they  actually  do.  If  the  Government  created  this  expectation, 
parliamentary  accountability  would  automatically  follow. 


6.57  The  preceding  comments  serve  to  highlight  the  need  for  more  detailed 

disclosure  if  Parliament  is  to  comprehend  fully  the  Government's  expenditure 
intentions.   The  wording  of  Appropriation  Acts  alone  cannot  satisfy  this  need. 


6.58  Disclosure  of  statutory  authorities.  Continuing  statutes  now  authorize 

almost  60  per  cent  of  the  annual  expenditures  listed  in  the  Estimates.  These 
statutory  programs,  some  of  the  largest  and  most  volatile  components  of 
government  spending,  provide  continuing  unlimited  authority  for  paying  certain 
types  of  grants  and  contributions  to  other  levels  of  government  and  to 
organizations  or  individuals  in  the  private  sector.  Almost  all  the  major  statutory 
appropriations  appear  in  the  Estimates  as  one-line  references  to  the  statute,  with 
a  projected  expenditure  total  and  no  further  supporting  information  or  explana- 
tion. In  some  cases  an  explanation  of  the  level  of  spending  can  only  be  obtained 
by  referring  to  these  separate  statutes  and  the  supporting  regulations,  agreements 
and  Orders  in  Council  which  are  often  difficult  to  understand.  As  a  result, 
expenditure  forecasts  are  difficult  to  assess.  Other  than  through  the  Estimates 
review  process,  parliamentarians  have  no  systematic  basis  for  reviewing  these 
statutes  or  the  changing  content  or  costs  of  the  programs  covered.  Clearly,  if 
they  are  to  review  Government  expenditure  plans  effectively,  the  Estimates 
should  include  improved  information  on  statutory  appropriations,  particularly  the 
assumptions  on  which  the  forecasts  are  prepared.  The  illustration  of  the 
Estimates  of  the  Department  of  National  Health  and  Welfare  shows  the  type  of 
disclosure  required. 


6.59  The  Estimates  of  Crown  corporations.  The   1976  and  1977  Reports  of 

this  Office  discussed  in  some  detail  the  question  of  financial  management  of 
Crown  corporations  and  presented  a  number  of  recommendations  that  "...  were 
designed  to  enable  Parliament  and  the  Government  to  control  effectively  the 
activities  of  those  Crown  corporations  that  are  subsidized  in  whole  or  in  part  from 
the  public  purse...."  Included  in  these  recommendations  were  several  which  called 
for  improved  disclosure  in  the  Estimates  of  the  plans  and  financial  requirements 
of  Crown  corporations  as  well  as  better  comparative  reporting  of  performance  in 
the  Public  Accounts. 


6.60  At  present,  the  Estimates  provide  a  minimal  amount  of  information 

about  Crown  corporations.  In  many  cases  general  narrative  descriptions 
accompany  one-line  items  showing  only  the  net  excess  of  expenditures  over 
revenues  that  must  be  met  by  parliamentary  appropriation.  During  our  study  of 
the  form  of  the  Estimates,  we  examined  the  information  disclosed  in  the  Blue 
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Book  for  several  Crown  corporations.  It  is  of  some  significance  that  an  attitude 
was  encountered  which  suggested  that  present  disclosure  was  adequate  and  indeed 
that  should  a  Crown  corporation  be  able  to  operate  at  a  profit  and  therefore  not 
require  appropriations,  no  information  at  all  need  be  presented  to  Parliament  in 
the  Estimates. 


6.61  The   Report   on   the   Study   of   the   Accounts  of   Canada  discussed   a 

number  of  questions  relating  to  accounting  for  Government  enterprises.     The 
report  noted: 

"Any  examination  of  the  accounts  of  Crown  corporations  must  proceed 
from  the  premise  that  the  accounts  of  Crown  corporations  are 
intended  primarily  to  ensure  accountability  to  Parliament  and  to  serve 
as  an  effective  means  of  communication  to  Parliament,  the  govern- 
ment and  the  people  of  Canada.  To  accomplish  this  intent,  the 
accounts  should  produce,  to  the  extent  feasible,  the  information  which 
all  interested  parties  require  to  comprehend  and  make  decisions  on 
government  activities." 


6.62  Throughout  this  Chapter,  attention  has  been  drawn  to  the  connection 

that  should  exist  between  the  Estimates  and  the  Public  Accounts  and  to  the  fact 
that  improved  disclosure  in  the  former  should  result  in  better  disclosure  in  the 
latter. 


6.63  With  these  objectives  in  mind,  the  Estimates  demonstration  project 

included  the  preparation  of  model  estimates  that  might  be  considered  for  several 
Crown  corporations.  Such  estimates  presentations  for  the  Canadian  Dairy 
Commission  and  the  Farm  Credit  Corporation  are  included.  We  have  also 
prepared  a  possible  presentation  for  the  St.  Lawrence  Seaway  Authority. 


6.64  Cash  or  cost  data?  The  tables  in  the  Estimates  present  estimated  cash 

disbursements  less  any  revenues  credited  to  the  vote  to  arrive  at  the  net  cash 
costs  for  the  program  as  a  whole.  This  presentation  of  anticipated  cash  flows 
tends  to  focus  on  cash,  not  on  the  full  costs  of  the  activity  or  program.  "Total 
program  costs"  are  arrived  at  by  subtracting  from  the  net  cash  costs: 

revenues  generated  by  the  program  that  are  credited  to  the  Consoli- 
dated Revenue  Fund;  and 


services  provided  free  to  other  departments; 


and  adding: 


services   provided   without    charge   by  other  departments  or   by  the 
department  itself. 
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6.65  Although  the  Blue  Book  contains  the  calculations  required  to  convert 
cash  requirements  into  total  costs,  the  way  it  is  done  and  the  relative  emphasis  on 
cash  costs  tend  to  obscure  the  significance  of  the  total.  Moreover,  the  total  cost 
of  each  individual  activity  is  lost  since  the  calculation  covers  only  the  whole 
program. 

6.66  Exhibit  6.5  illustrates  an  alternative  approach  for  the  Department  of 
Agriculture.  Although  introductory  information  for  each  program  maintains  the 
necessary  distinction  between  voted,  statutory  and  notional  (non-cash)  costs  for 
appropriation  purposes,  activity  figures  are  shown  on  a  total  cost  basis. 


Presentation  of  Program  Information 

6.67  Central  to  the  financial  management  policies  adopted  in  the  1960s  was 

the  concept  that  planning,  budgeting  and  expenditure  control  should  be  based  on 
major,  self-contained  programs  among  which  the  Government  might  allocate 
resources  in  the  light  of  its  priorities.  The  operations  of  departments  would  be 
subdivided  into  a  few  major  components  to  be  called  programs  and  they  would 
provide  the  basis  for  appropriations.  It  was  recognized  that  they  would  have  to  be 
subdivided  into  smaller  components  that  would  be  understandable  and  useful  for 
resource  allocation  and  management  control.  Three  such  subdivisions  were 
identified  by  the  Treasury  Board: 

by  activity  to  show  the  costs  of  the  activities  undertaken  in 
pursuit  of  the  objectives  of  the  program; 

by  organization  to  identify  who  is  responsible;  and 

by  object  of  expenditure  to  provide  a  means  of  determining 
resource  requirements,  and  of  analyzing  and  controlling  the 
acquisition  and  utilization  of  resources. 


6.68  By  activity.  Since  1971,  the  Estimates  document  presented  to 
Parliament  has  attempted  to  provide  program  and  activity  information  in  addition 
to  object-of-expenditure  data.  The  presentation  of  departmental  programs 
subdivided  by  the  activities  to  be  undertaken  in  pursuit  of  program  objectives  was 
intended  to  compensate  for  the  detail  lost  in  the  consolidation  of  votes. 

6.69  The  Treasury  Board  in  its  Planning,  Programming  Budgeting  Guide 
explained  how  programs  were  to  be  subdivided  by  activities.  It  defined  activities 
in  the  following  terms: 

The  activity  structure  within  a  program  must  be  designed  to  assist 
resource  allocation  decisions. 
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ILLUSTRATION  OF  A  PRESENTATION  OF 
CASH  AND  COST  DATA 


Exhibit  6.5 


A  -  DEPARTMENT  OF  AGRICULTURE  -  HEALTH  OF  ANIMALS  PROGRAM 

Summary  of  Total  Cost  of  Program 

(thousands  of  dollars) 

Expendit 

ures 

Estimated 
1978-79 

Forecast 
1977-78 

Change 

Actual 
1976-77 

Amount  to  be  voted                                                                87,118 

77,742 

9,376 

69,323 

Statutory                                                                                     7,755 

6,842 

913 

4,545 

Total  Program                                                               94,873 

84,584 

10,289 

73,868 

Add:    Services  and  accommodation  provided 
without  charge  by  this  and  other 
departments                                                                     4,132 

3,112 

1,020 

3,331 

Less:    Revenues                                                                        (5,618) 

(3,675) 

(1,943) 

(5,137) 

Total  Cost  of  Program                                                 93,387 

84,021 

9,366 

72,062 

Summary  by  Activity 

(thousands  of  dollars) 

Total  Cost  of  Program 

Expenditures 

Estimated 
Activity                                                                            1978-79 

Forecast 
1977-78 

Change 

Actual 
1976-77 

Meat  Inspection                                                                       38,885 
Animal  Contagious  Diseases                                                 34,304 
Animal  Pathology    •                                                                14,510 
Administration                                                                           3,463 
Field  Directorate  and  Support 

Services                                                                                  2,225 

34,595 

33,332 

11,791 

2,332 

1,971 

4,290 

972 

2,719 

1,131 

254 

30,127 

28,149 

10,400 

1,452 

1,934 

Total  Cost  of  Program                                                 93,387 

84,021 

9,366 

72,062 
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The   activities   of  a   department   are   the   headings  under   which  the 

department   will   negotiate   for   funds   with   the  Treasury   Board,  the 

headings  under  which  requirements  can  be  best  explained  and  the 
benefits  forecast. 

The  activities  of  a  department  provide  the  focus  for  planning  by  the 
department  in  deciding  how  to  achieve  program  objectives. 

Each  activity  should  involve  the  largest  set  of  projects  possible  as  long 
as  the  objectives  to  be  served  do  not  become  too  diverse. 

In  delineating  the  activity,  it  is  important  to  remember  that  for  it  to 
be  meaningful,  the  mix  of  operations  should  be  homogeneous  in 
character. 


6.70  The  activity  structure  departments  use  internally  measures  up  to  these 

criteria  reasonably  well.  In  presenting  this  information  in  the  Estimates,  however, 
activities  have  been  grouped  to  a  point  where  the  information  does  not  provide 
adequate  support  for  the  proposed  funding. 


6.71  Activities  should  be  built  up  in  a  hierarchical  fashion,  starting  with  the 
lowest  levels  at  which  an  output  can  be  identified.  Depending  on  their  nature, 
activities  may  be  continuing  processes  or  one-time  projects.  For  example, 
activities  for  the  Research  Program  of  Agriculture  are  built  up  from  a  large 
number  of  individual  projects  at  research  stations  and  farms  across  Canada.  In 
the  Health  of  Animals  Program,  however,  the  activities  of  meat  inspection, 
animal  pathology  and  the  testing  of  animals  for  contagious  diseases  are  built  up 
from  the  costs  of  a  number  of  on-going  processes.  These  detailed  activities  are 
not  now  presented  in  the  Estimates. 

6.72  It  should  be  recognized  that  there  are  instances  when  it  will  not  be 
simple  to  identify  useful  activities  because,  to  meet  the  Board's  criteria,  they 
must  be: 

based  on  actual  processes  or  projects  being  undertaken; 

such  that  payroll,  material  and  other  direct  costs  can  be 
attributed  to  them  with  sufficient  accuracy  both  for  estimating 
and  financial  reporting  purposes;  and 

capable  of  being  grouped  in  an  objective  and  verifiable  manner  to 
produce  totals  for  departmental  management,  Treasury  Board 
and  Parliament. 

Costs  that  do  not  permit  this  treatment  should  be  included  in  separate  overhead  or 
supporting  activities. 
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6.73  The  present  degree  of  grouping  may  have  been  designed  to  avoid  giving 

Parliament  excessive  detail,  however,  as  suggested  previously,  meaningful  activities 
should  go  down  to  the  point  where  results  can  be  related  to  costs.  This  usually 
discloses  detail  at  such  a  low  level  that  it  would  be  impractical  to  present  it  in  the 
Estimates.  It  is  possible,  however,  to  show  how  the  information  presented  is  built 
up  from  the  individual  processes  and  projects.  Exhibit  6.6  illustrates  such  a 
presentation  for  the  Research  Program  of  the  Department  of  Agriculture. 


6.7*  For  some  programs  information  relating  benefits  to  costs  is  meaningful 

only  at  the  program  level.  For  these  programs,  identification  of  costs  by  activity 
is  probably  not  worthwhile  since  there  are  no  activity  outputs  to  permit 
assessment  of  efficiency.  Such  programs  should  be  analyzed  in  terms  of  objects  of 
expenditure  and  justified  by  comparing  the  total  cost  to  the  benefits  derived. 


6.75  In  summary,  the  activity  information  submitted  to  Parliament  can  be 
improved  by: 

disclosing  activities  at  a  lower  level  of  grouping  where  outputs 
can  be  related  to  costs; 

including  in  activity  costs  only  those  cost  components  that 
directly  pertain  to  the  activity  and  can  be  allocated  to  the 
activity  on  an  objective  and  verifiable  basis; 

including  unallocated  costs  in  separate  supporting  or  overhead 
type  activities;  and 

providing,  wherever  possible,  the  output  data  to  which  costs  can 
be  related. 

Exhibit  6.7  provides  an  example  of  a  schedule  showing  detail  by  sub-activities  and 
Exhibit  6.3  shows  how  performance  data  might  be  presented  for  an  activity  in  the 
Health  of  Animals  Program  of  the  Department  of  Agriculture. 

6.76  The  departmental  illustrations  show  the  types  of  activity  detail  that 
departments  now  use  to  justify  their  Estimates.  A  later  section  of  this  Chapter  will 
refer  to  the  concerns  this  Office  has  about  the  quality  of  some  of  this  financial 
data.  If  departments  believe  that  this  information  properly  explains  the  nature  of 
their  requirements,  these  deficiencies  should  be  remedied.  The  activity  structure 
considered  to  disclose  a  department's  activities  best  should  be  abandoned  if  it 
cannot  be  supported  by  reliable  data. 


6.77  By  responsibility.    The  Estimates  do  not  explain  the  funding  required 

in  terms  of  the  organizational  units  involved,  but  most  departments  build  up  their 
Estimates  by  identifying  the  costs  of  each  responsibility  centre,  with  unallocated 
costs  being  estimated  centrally. 
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Exhibit  6.6 


ILLUSTRATION  OF  A  PRESENTATION  SHOWING  HOW  ESTIMATES 
ARE  BUILT  UP  FROM  PROJECTS  AND  PROCESSES 
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ILLUSTRATION  OF  THE  PRESENTATION  OF  AN 
ACTIVITY  BY  SUB-ACTIVITY 


Exhibit  6.7 


AGRICULTURE 

A  -  DEPARTMENT  -  HEALTH  OF  ANIMALS  PROGRAM 

Activity:    Meat  Inspection 

Total  Costs  and  Manpower 

By  Sub-activity 

Sub- activities 

Man-Years 

Expenditures 

Estimated 
1978-79 

Forecast 
1977-78 

Change 

Actual 
1976-77 

(thousands  of  dollars) 

Red  Meat  Inspection 

772 

17,934 

16,363 

1,571 

14,051 

Processing  Inspection 

389 

10,209 

8,943 

1,266 

6,914 

Poultry,  Rabbits,  Game  Inspection 

306 

6,973 

6,154 

819 

6,227 

Meat  Inspection  Management  and 
Administrative  Services 

70 

2,291 

2,022 

269 

1,763 

Canning  Inspection 

23 

676 

593 

83 

525 

Total  Activity 

1,560 

38,083 

34,075 

4,008 

29,480 

Add:  Services  and  Accommodation 
provided  without  charge 

802 

520 

282 

647 

Total  Cost  of  Activity 
Explanations  of  Major  Changes: 

1,560 

38,885 

34,595 

4,290 

30,127 

-  Man-years:  The  increase  of  51  man-years 
registered  (domestic)  red  meat 

is  distributed  between  federally  inspect 
,  poultry  and  processing  plants. 

ed  and  non-federally 

-  Cost:             Increase  of  $4,290,000  is  a  resi 

lit  of: 

(1)       six  per  cent  salary  increases  for  promotion,  overtime  and 

collective  bargaining  agreements  and  contributions  to  employee 
benefit  plans 

2,717,000 

(2)       salaries  for  51  additional 

man-years 

1,738,000 

(3)       support  costs  related  to  < 

additional  man-years  and  operations 

478,000 

(4)       increase  in  revenues 

$ 

(643,000) 

4,290,000 
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6.78  The    decision    not    to    include    responsibility    centre    information    is 

surprising  since  organizational  costs  were  disclosed  from  1938  to  1971  by  virtue  of 
the  fact  that  votes  corresponded  by  and  large  to  the  branches  and  divisions  of  a 
department.  The  omission  of  responsibility  information  was  apparently  based  on 
the  concern  that  providing  it  would  undermine  the  concept  of  ministerial 
responsibility  for  the  entire  program. 


6.79  When  Treasury  Board  policies  were  being  developed  in  the  post-Glassco 

period,  it  was  expected  that  expenditure  control  systems  would  rest  on  the 
responsibility  structure  since  this  was  the  way  the  departments  were  holding  their 
managers  accountable.  It  was  also  intended  that  the  Treasury  Board  would 
establish  allotment  controls  at  some  suitable  level  in  this  responsibility  pyramid. 
With  few  exceptions,  this  has  not  happened  since  allotment  controls  continue  to  be 
exercised  largely  on  the  basis  of  groups  of  objects  of  expenditure  within  votes. 


6.80  In  all  departments  that  were  examined,  financial  data  by  responsibility 
centre  are  readily  available.  Exhibit  6.8  illustrating  the  Law  Enforcement 
Program  of  the  RCMP,  shows  how  program  costs  for  Headquarters  and  each  of  the 
field  divisions  are  broken  down  for  purposes  of  expenditure  control.  Exhibit  6.9 
shows  an  alternative  way  of  presenting  responsibility  data  for  the  Energy  Program 
of  the  Department  of  Energy,  Mines  and  Resources. 

6.81  Relationship  between  activities  and  responsibilities.  The  need  for 
making  a  distinction  between  the  subdivision  of  programs  by  activity  and  by 
responsibility  centres  stems  directly  from  the  fact  that  the  two  will  not  always  be 
identical  and,  where  they  are  not,  departmental  systems  of  expenditure  planning 
and  control  will  frequently  be  based  on  the  latter.  For  example,  in  any  program 
carried  out  on  a  geographically  dispersed  basis,  it  will  be  usual  for  decentralized 
organizational  units  to  prepare  budgets  and  to  exercise  financial  controls. 


6.82  Although  the  estimates   for   the   Law   Enforcement   Program   of   the 

RCMP  are  determined  first  by  establishing  priorities  for  each  activity,  they  are 
then  broken  down  by  individual  Divisions  across  Canada  where  most  of  the  actual 
police  work  will  be  undertaken.  It  is  quite  common  for  most  Divisions  to 
undertake  many,  if  not  all,  of  the  police  activities  making  up  the  Program.  The 
Force  exercises  financial  control  over  the  Program  by  holding  each  divisional 
Commanding  Officer  accountable  for  keeping  costs  within  his  approved  budget.  In 
addition,  the  RCMP  allocates  costs  to  the  various  activities  so  providing  the 
capability  of  comparing  actual  costs  with  the  funding  priorities  originally 
established.  It  will  be  apparent  from  the  foregoing  discussion  that  the  presenta- 
tion of  programs  solely  by  activity  may  obscure  the  manner  in  which  the  approved 
funds  are  to  be  managed.  The  additional  presentation  of  programs  by 
responsibility  would  focus  attention  on  this  important  aspect  of  financial 
management. 
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6.83  When  programs  and  activities  were  introduced  in  the  1960s,  activities 

were  defined  as  being  the  first  breakdown  of  a  program.  No  provision  was  made 
for  sub-programs.  As  a  result,  many  of  the  activities  now  presented  fail  to  satisfy 
Treasury  Board  criteria  for  an  activity.  Departments  have  found  it  convenient,  if 
not  essential,  to  introduce  a  sub-program  level  into  their  planning  before  getting 
down  to  the  level  of  detail  that  is  represented  by  actual  activities,  i.e.,  the 
operations,  processes  and  projects  that  truly  represent  the  means  for  attaining  a 
program's  objectives. 


6.8*  Normally,  programs  can  be  subdivided  into  sub-programs  which  either 

identify  one  of  the  objectives  of  the  program  or  an  area  of  interest  or  a  group  of 
beneficiaries.  This  sub-program  level  is  where  benefits  can  be  identified  and  the 
effectiveness  of  the  program  or  a  portion  of  the  program  can  be  judged.  For 
example,  if  the  objective  of  a  program  is  to  market  agricultural  goods,  sub- 
programs might  be  defined  in  terms  of  markets,  agricultural  products  or  types  of 
farmers.  Sub-programs  normally  will  involve  a  number  of  responsibility  centres. 
Within  these  centres,  activities  are  being  performed  and  it  is  at  this  level  that 
their  efficiency  can  be  assessed.  Thus,  there  can  be  a  hierarchical  structure  of 
programs,  sub-programs,  responsibility  centres  and  activities.  Alternatively, 
programs  and  activities  can  be  assigned  to  a  number  of  responsibility  centres  and 
responsibility  centres  can  be  involved  in  all  or  some  of  them.  Exhibit  6.9 
illustrates  the  relationships  between  activities  and  responsibility  centres. 


6.85  The  relationship  between  sub-programs,  activities  and  responsibility 

centres  will  differ  with  each  program.    A  standard  presentation  cannot  properly 
reflect  these  differences. 


6.86  By  objects  of  expenditure.  Before  the  changes,  that  began  to  be 
introduced  in  the  mid  1960s,  the  Estimates  presented  in  a  "Details  of  Services" 
section  a  breakdown  of  each  Vote  by  22  standard  objects  of  expenditure  and  10 
special  categories  of  transfer  payments  (e.g.,  Interest  on  the  Public  Debt,  Family 
Allowance  Payments).  Some  of  these  objects  were  further  sub-divided  to  disclose 
significant  components.  For  example,  "Major  Procurement  of  Equipment"  in  the 
capital  vote  of  the  RCAF  was  subdivided  into  aircraft,  transport  equipment, 
armament,  etc.  Since  the  Treasury  Board  generally  established  allotment  controls 
on  the  basis  of  these  objects,  their  presentation  in  the  Estimates  told  how  the 
Board  would  exercise  central  control  within  the  votes  authorized  by  Parliament. 
A  few  departments  provided  further  information  about  planned  spending  on  a 
provincial  basis  or  by  individual  organizational  units,  such  as  national  parks  or 
diplomatic  missions.  The  standard  object  details  otherwise  represented  the  only 
information  provided  to  support  departmental  votes. 

6.87  Following  the  recommendations  of  the  Glassco  Commission  and  the 
subsequent  Treasury  Board  studies,  the  nature  of  the  supporting  data  changed.  As 
part  of  the  introduction  of  Planning,  Programming  Budgeting  (PPB)  systems,  the 
focus  of  attention  shifted  to  activities,  away  from  the  resources  to  be  consumed 
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ILLUSTRATION  OF  THE  PRESENTATION  OF  A  PROGRAM  DIVIDED  BY 
RESPONSIBILITY  CENTRES 


LAW  ENFORCEMENT  PROGRAM  BY  RESPONSIBILITY  CENTRE 


The  R.C.M.P.  Financial  Administration  System  operates  on  a  decentralized  basis  consisting 
of  seventeen  divisions.  The  Divisional  Commanding  Officer  is  a  Responsibility  Centre  Manager  who  is 
delegated  financial  authority  by  the  Commissioner  to  manage  Force  programs  within  his  area  of 
responsibility  and  who  is  held  accountable  for  his  divisional  budget. 


Each  division  is  organized  on  a  line  and  geographical  basis  with  the  Commanding  Officer 
reporting  directly  to  the  Commissioner.  Each  division  is  provided  with  a  Financial  Services  and  Supply 
Officer  to  assist  the  Commanding  Officer  in  discharging  the  financial  responsibilities  related  to  his 
division.  On  a  monthly  basis  each  Financial  Services  and  Supply  Officer  is  required  to  conduct  an  in- 
depth  analysis  and  forecast  of  his  Division's  financial  requirements,  which  is  consolidated  and  reviewed 
centrally  at  Headquarters,  Ottawa. 


The  Financial  Reporting  System  collects  expenditure  data  by  responsibility/budgetary 
control  basis  and  by  activity.  The  system  also  provides  historical  expenditure  trends  of  past  fiscal  years 
compared  to  the  current  year  for  use  in  expenditure  forecasts  referred  to  above. 


The  method  used  in  planning  and  establishing  the  budgets  is  based  on  major  trends  in  crime 
and  on  departmental  priorities.  The  budget  is  not  prepared  on  an  activity  basis  since  the  supervisors,  at 
the  various  levels  (i.e.,  Divisional  Commanding  Officers,  Sub-Division  Officers  Commanding,  detach- 
ment, branch  and  unit  commanders),  are  responsible  for  several  activities.  The  nature  of  police  work 
particularly  in  the  eight  Contract  Provinces,  is  such  that  one  unit,  and  even  one  man,  while  enforcing 
both  federal  and  provincial  laws,  can  be  involved  in  a  cross-section  of  investigative  and  preventive 
responsibilities.  While  there  are  policy  centres  for  each  activity  at  Headquarters  in  Ottawa,  which 
develop  policy  and  provide  functional  direction  to  corresponding  units  in  the  division,  day-to-day 
expenditure  control  is  exercised  on  a  divisional  basis  as  shown  in  the  following  table. 
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Exhibit  6.8 


Forecast  of 

Forecast  of 

Actual 

Expenditure 

Expenditure 

Expenditure 

1978-79 

1977-78 

Change 

1976-77 

(thousands  of  dollars) 

Division 

A 

Ottawa,  Ontario 

16,947 

15,239 

1,708 

18,138 

B 

St.  John's,  Newfoundland 

14,516 

13,134 

1,382 

11,311 

C 

Montreal,  Quebec                              J 

Jr 

29,374 

27,327 

2,047 

? 

A         30,934 

P 

h- 

Vancouver,  British  Columbia 

27,207 

26,494 

— r 

713 

) 

29,130 

S 

Ottawa,  Ontario  -  Laboratories 

19,340 

17,230 

2,110 

13,504 

T 

Regina,  Saskatchewan  -  Regina 

Depot  Training 

15,360 

19,365 

(4,005) 

13,792 

V 

Ottawa,  Ontario  -  Canadian  Police 

Information  Centre 

19,808 

16,620 

3,188 

15,108 

X 

Ottawa,  Ontario  -  Headquarters 
Amount  to  be  Voted 

112,973 

92,201 

20,772 

59,754 

465,536 

414,434 

51,102 

353,909 

Add:     Pensions  and  Contributions 

to  Superannuation  Accounts 

and  Employee  Benefit  Plans 

73,959 

68,756 

5,203 

66,479 

Working  Capital  Advance 

1,000 

528 

472 

490 

Services  Provided  Without 

Charge 
Net  cost  of  Program 

To  be  Voted:    Vote  20 

56,204 

47,664 

8,540 

42,720 

596,699 

531,382 

65,317 

463,598 

407,147 

361,775 

313,529 

Vote  25 

58,389 

52,659 

40,380 

465,536 

414,434 

353,909 
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ILLUSTRATION  OF  THE  PRESENTATION  OF  PROGRAM 
INFORMATION  BY  RESPONSIBILITY 


ENERGY,  MINES  AND  RESOURCES 


A  -  DEPARTMENT  -  ENERGY  PROGRAM 

(thousands  of  dollars) 


Assistant 

Deputy  Minister 

Energy 

Petroleum 

Compensation 

Board 

$  550,000 

MY   - 

Energy  Policy 
Sector 

$28,1*1 
MY   225 

Activity 

Energy  Sources;  Supply,  Demand  and  Substitution 
Energy  Conservation 

Energy  Research  and  Technology  Development 
Economic  and  Social  Impact  -  Energy 
Oil  Import  Compensation 

Management  of  non-Renewable  Resources  Under 
Federal  lands 

Total  Cost  of  Program  -  Budgetary 


550,000 


550,000 


$ 

14,133 

9,822 

326 

(695) 

28,141 
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Exhibit  6.9 


Min 

ster 

Deputy 

Minister 

Senior  / 
Deputy 

Assistant 
Minister 

Assi 

stant 

Deputy  vi 

Science 

&  Tech. 

Office  of 

Office  of 

Canada  Centre 

Geological 

Energy 

Energy 

for  Mineral  and 

Survey 

Conservation 

R  <5c  D 

Energy  Tech. 

of  Canada 

$  5,906 

$  1,357 

$  15,726 

$  1,638 

MY  38 

MY  6 

MY  332 

MY  30 

Activity 

Total 

■(/> 

$ 

1,715                               1,638 

7,908 

4,424 

4,424 

893                               1,357                             14,011 

30,394 

589 

10,411 

- 

550,326 

_ 

(695) 

5,906                               1,357                             15,726                               1,638 

602,768 
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(standard  objects).  By  1969,  in  the  interests  of  accounting  simplification,  the 
standard  objects  were  revised  substantially.  The  former  22  objects  were  reduced 
to  12  and  the  10  special  categories  were  combined  into  one.  The  1970-71 
Estimates  retained  a  table  for  each  program,  showing  objects  by  the  12  standard 
objects  without  any  special  objects  to  disclose  further  detail. 


6.88  As  a  result,  since  1962,  object-of-expenditure  data  have  been 
significantly  condensed.  For  example,  in  the  1962  Estimates,  the  operating  and 
capital  votes  for  each  of  the  three  branches  of  the  armed  forces  were  explained  in 
terms  of  some  129  separate  objects.  Following  unification  of  the  three  services, 
the  consolidation  of  the  former  six  votes  into  one  and  the  introduction  of  the  new 
standard  objects,  these  were  condensed  into  19  items. 

6.89  In  considering  the  question  of  how  much  object-of-expenditure 
information  should  be  presented,  Parliament  has  two  broad  alternatives: 

(a)  less  information,  by  further  contracting  the  objects,  as  in  the 
recent  proposal  by  Treasury  Board,  to  use  seven  standard  objects 
as  follows: 

1.  Personal  Services  and  Benefits 

2.  Other  Purchased  and  Contractual  Services 

3.  Purchased  Goods  and  Materials 

4.  Transfer  Payments 

5.  Financial  Claims  (against  the  Government) 

6.  Other  Expenditures;  and 

7.  Transactions  Internal  to  the  Government;  or 

(b)  more  information,  through  a  subdivision  of  the  present  or 
proposed  objects  to  show  further  details  of  particular  interest  to 
Parliament. 


6.90  We  believe  that  the  reduced  number  of  objects  would  be  satisfactory 

for  standard  use,  but  where  greater  detail  would  be  appropriate  because  of  the 
nature  or  amount  of  a  proposed  expenditure,  a  given  object  should  be  further  sub- 
divided. Exhibit  6.10  illustrates,  using  a  hypothetical  example,  how  an  expanded 
object  presentation  might  look  using  the  new  standard  objects  proposed  by 
Treasury  Board. 
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ILLUSTRATION  OF  AN  EXPANDED  PRESENTATION  OF  PROPOSED  NEW 
OBJECTS  OF  EXPENDITURE  AND  SELECTED  LINE  OBJECTS 


Exhibit  6.10 


DEPARTMENT  -  PROGRAM  - 

Forecast  Expenditure 

Actual 

Expenditure 

1976-77 

1978-79 

1977-78 

Change 

1.        Personal  Services  and  Benefits 

Regular  Salaries 

XXX 

XXX 

- 

XXX 

Others 

2.        Other  Purchased  and  Contractual 
Services 

XX 

XX 
XXX 

- 

X 

XXX 

- 

XXX 

Consulting  Services, 
Engineering 

XXX 

XX 

- 

XX 

Services  of  Architects 

XX 

XX 

- 

XX 

Others 
3.        Purchased  Goods  and  Materials 

X 
XXX 

X 

- 

X 

XXX 

- 

XXX 

Buildings  and  Works 

XX 

XX 

- 

XX 

Acquisition  of  Ships 

XXX 

XXX 

- 

XXX 

Ship  Fuel 

XX 

XX 

- 

XX 

Others 
4.        Transfer  Payments 

X 

X 

- 

X 

XXX 

XXX 

- 

XXX 

5.        Financial  Claims 

6.        Other  Expenditures 

7.        Transactions  Internal  to 
Government 

Accounting  Services 

X 

X 

- 

X 

Others 
Program  Total 

X 

X 

xxxx 

- 

X 

xxxx 

- 

xxxx 
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6.91  Although  it  is  not  apparent  from  their  portrayal  in  the  Estimates, 

governmental  accounting  systems  provide  for  extensive  subdivision  of  the  standard 
objects  of  expenditure  into  departmental  objects  to  provide  data  of  particular 
interest  to  departmental  management.  These  departmental  objects,  in  turn,  must 
be  capable  of  being  classified  by  the  extensive,  detailed  set  of  standard  economic 
objects  used  for  purposes  of  economic  analysis.  A  breakdown  of  standard  objects 
into  departmental  objects,  for  example,  might  show  purchased  services  subdivided 
into  travel,  telephones,  accounting  services,  etc..  Thus,  further  details  are 
available  from  the  accounting  system,  although  these  will  vary  depending  on  the 
departmental  objects  used. 


6.92  Government-wide  summary  information  should  present  object  data  in 

total,  without  showing  the  amounts  for  each  department  and  agency.  This  data, 
however,  should  be  expanded  to  show  information  that  better  communicates  the 
economic  significance  of  the  proposed  expenditures. 


6.93  Within  the  departmental  sections  of  the  Estimates,  objects  could  be 

presented  either  by  department  or  by  program.  A  presentation  by  responsibility 
centre  or  activity  would  add  a  very  large  amount  of  data  that  might  only  be  useful 
in  limited  circumstances.  It  may  suffice  for  Parliament  to  know  that  more 
detailed  information  is  available  on  request. 


6.94  Manpower  presentations.   The   amount   of    information  the   Estimates 

present  on  the  government's  manpower  requirements  has  been  greatly  condensed 
since  the  early  1960s.  In  the  pre-Glassco  period,  the  details  for  each  vote  listed 
each  authorized  permanent  position  by  grade  within  the  position  classification 
system  and  the  authorized  salary  range  for  each  grade.  Thus,  the  Estimates  for 
1961-62  presented  the  requirements  of  the  Canadian  Army  for  civilian  staff  in 
some  350  lines  covering  six  and  a  half  pages.  There  can  be  little  doubt  that  the 
sheer  mass  of  this  presentation  tended  to  obscure  rather  than  inform  and  it 
seemed  illogical  to  disclose,  for  example,  that  the  Army  required  three  railroad 
trainmen,  four  plasterers,  and  one  presser  and  spotter. 


6.95  With  the  introduction  of  collective  bargaining  in  1967,  the  government 

undertook  a  major  restructuring  of  the  personnel  classification  system.  Six  broad 
categories  were  devised,  and  groups  were  established  within  each  category  for 
appropriate  professional  and  trade  occupations. 


6.96  The  1970-71  revisions  in  the  form  of  the  Estimates  included  several 

changes  in  presenting  manpower  data.  Summary  tables  were  presented  for  the 
first  time,  two  on  manpower.  Within  the  departmental  sections,  manpower  data 
were  presented  for  each  program  for  each  of  the  six  categories,  showing 
authorized  man-years  and  planned  strength  at  the  end  of  the  Estimates  year,  the 
current  year  and  the  preceding  year.  This  three-year  comparison  was  amplified 
for  the  current  and  preceding  year  by  showing  actual  strength  at  September  30. 
The  presentation  of  manpower  data  in  the  Estimates  for  1978-79  is  largely 
unchanged  from  that  of  1970-71. 

140 


Financial  Management  and  Control  Systems 


6.97  Since  manpower  costs  constitute  such  a  major  element  of  the  total 

cost  of  most  departmental  programs,  Parliament  may  wish  to  consider  alternative 
methods  of  disclosing  manpower  data.  The  amount  of  information  that  would  be 
presented  depends  on  the  level  at  which  the  data  are  portrayed,  i.e.,  by 
department,  by  program,  by  activity  or  by  responsibility  centre. 


6.98  Two  possibilities  are: 

(a)  Continuing  to  present  manpower  requirements  for  each  program 
as  at  present,  but  showing  trends  more  clearly  by  reporting  man- 
years  and  numbers  of  employees  separately  (Exhibit  6.11). 

(b)  Providing  more  information  by  subdividing  each  category  into  the 
groups  relevant  for  that  program  and  showing  average  salaries 
for  them  (Exhibit  6.12). 

It  will  be  apparent  that  these  alternatives  are  not  mutually  exclusive  and  that  a 
number  of  other  presentations  are  possible. 


6.99  Capital  projects.   The   presentation  of   major  capital  projects  in  the 

Estimates  is  well  done  in  that  it  clearly  sets  out  the  financial  implications  for  the 
Estimates  year  and  future  years  for  all  projects  that  are  expected  to  cost  more 
than  $250,000.  In  Chapter  7  of  this  Report,  it  is  recommended  that  overhead 
costs  of  the  Department  of  Public  Works  should  be  included  in  the  appropriations 
for  capital  projects.  A  similar  approach  should  be  considered  for  the  capital  votes 
of  other  departments  as  well. 


6.100  Illustrations  of  the  way  in  which  we  suggest  capital  projects  could  be 

presented  have  largely  adhered  to  present  practices  except  that  additional 
information,  such  as  anticipated  completion  dates,  payback  and  a  breakdown  of 
future  year's  requirements  by  year,  have  been  added.  Exhibit  6.13  shows  such  a 
presentation. 


6.101  Grants  and  contributions.   In  the   1977  Report,  we  drew  attention  to 

the  findings  of  a  two-year  study  of  grants  and  contributions  undertaken  by  the 
Office.  The  study  revealed  several  important  inadequacies  in  the  management  of 
grants  and  contributions  and  we  made  a  number  of  recommendations  concerning 
their  treatment  in  the  Estimates.  For  convenience,  the  recommendations  that 
relate  to  the  Estimates  are  repeated  below. 

"The    grouping    of    grants    by    categories    of    recipients    should    be 
restricted  to  small  payments  made  to  groups  of  individuals  or  to 
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organizations  meeting  specific  legislative  requirements  or  other 
eligibility  criteria;  these  criteria  should  be  clearly  defined  by  the 
Treasury  Board  in  the  planned  directive  on  grants  and  contributions. " 


"Descriptive  wordings  in  the  Estimates  should  clearly  identify  all  the 
different  contribution  programs  within  each  department.  A  list  of 
recipients  of  contributions  should  be  available  in  each  department  and 
measures  taken  to  prevent  duplicate  funding." 


"A  uniform  system  of  classification  should  be  adopted  following  a 
review  of  grants  and  contributions  in  the  Estimates  and  a  special 
effort  made  to  minimize  the  number  of  grants." 


"Financial  assistance  of  a  capital  nature  should  be  classified  as 
contributions  and  administered  as  such,  including  the  requirements 
for  the  submission  of  financial  statements  and  reports  on  the  use  of 
funds." 


6.102  Following  the  presentation  of  last  year's  Report,  the  Treasury  Board 

initiated  a  review  of  their  Circular  1971-18  on  this  subject  and  authorized  a  new 
statement  of  policy,  Treasury  Board  Circular  1977-50  with  which  this  Office 
agrees  completely.  Our  concerns  will  now  be  focussed  largely  on  the  extent  to 
which  departments  and  agencies  comply  with  this  revised  policy. 


6.103  The   Public   Accounts  Committee  considered  these  matters  in  some 

detail  and  in  its  Third  Report  to  the  House  of  Commons  dated  June  29,  1978, 
recommended  to  Treasury  Board  that: 

"(a)       all  grants  and  contributions  over  a  minimum  amount  be  shown 
separately  in  the  Public  Accounts; 

(b)  where  practical,  grants  and  contributions  be  coded  by  category 
of  use  and  by  province,  in  both  the  Estimates  and  the  Public 
Accounts; 

(c)  lists  of  recipients  of  grants  and  contributions  be  a  matter  of 
public  record  in  each  department  and  measures  be  taken  to 
prevent  duplicate  funding;  and 

(d)  financial  assistance  of  a  capital  nature  be  classified  as  contribu- 
tions (not  grantsjand  administered  as  such,  including  the  require- 
ments for  the  submission  of  financial  statements  and  reports  on 
the  use  of  funds." 
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Exhibit  6.11 


ILLUSTRATION  OF  THE  PRESENTATION  OF 
MANPOWER  INFORMATION 


AGRICULTURE 

A  -  DEPARTMENT  -  HEALTH  OF  ANIMALS  PROGRAM 

Manpower  by  Activity 

Man-Years  and  Continuing  Employees 

Man-Year 

3 

Estimated 

Forecast 

Actual 

1978-79 

1977-78 

Change 

1976-77 

Meat  Inspection 

1,560 

1,509 

51 

1,397 

Animal  Contagious  Diseases 

716 

698 

18 

680 

Animal  Pathology 

391 

387 

4 

378 

Administration 

34 

34 

- 

44 

Field  Directorate  and 

Support  Services 
Total  Man-Years 

98 
2,799 

98 

- 

105 
2,604 

2,726 

73 

Continuing  Employees 

Estimated 
March  31 

Forecast 

March  31 

Actua 

[ 

Sept.  30 

March  31 

1979 

1978 

Change 

1977 

1977 

Meat  Inspection 

1,576 

1,528 

48 

1,466 

1,365 

Animal  Contagious  Diseases 

692 

683 

9 

650 

619 

Animal  Pathology 

381 

380 

1 

380 

340 

Administration 

34 

34 

- 

31 

36 

Field  Directorate  and 

Support  Services 
Total  Continuing  Employees 

91 

91 

- 

87 

82 

2,774 

2,716 

58 

2,614 

2,442 
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ILLUSTRATION  OF  THE  PRESENTATION  OF  MANPOWER  INFORMATION 

(Numbers  shown  by  Category  are  accurate.   Numbers  by  Group  and  for  average 
annual  salary  are  approximate  and  are  shown  for  illustrative  purposes  only.) 


Exhibit  6.12 


NATIONAL  HEALTH  AND  WELFARE 

A  -  DEPARTMENT  -  HEALTH  CARE  PROGRAM 

Summary  of  Authorized  M 

an-Years  by  Category 

and  Gr 

DUp 

Estimates 
1978-79 

Forecast 
1977-78 

Actual 
1976-77 

Average 
Annual 
Salary 

$ 

Executive 

Senior  Executive 
Scientific  and  Professional 

6 

7 

4 

38,500 

Architecture  and  Town  Planning 
Economics,  Sociology  and  Statistics 
Medicine 
Other 

Administrative  and  Foreign 
Service 

5 
k5 
16 
18 

5 

44 
16 
18 

5 
49 
18 
26 

30,000 
29,000 
42,000 
24,000 

84 

83 

98 

Administrative  Services 
Financial  Administration 
Program  Administration 
Other 

Technical 

19 
7 

23 
8 

19 
7 

23 
8 

16 
6 

20 
8 

19,000 
24,000 
22,000 
18,000 

57 

57 

50 

Engineering  and  Scientific  Support 
Social  Science  Support 

Administrative  Support 

8 
16 

6 

10 

5 
6 

24,500 
16,000 

2k 

16 

11 

Clerical  and  Regulatory 
Secretarial,  Stenographic,  Typing 

46 
60 

51 
64 

50 
63 

11,800 
11,000 

106 

115 

113 

277 

278 

276 
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ILLUSTRATION  OF  A  PRESENTATION  OF 
CAPITAL  PROJECTS 


Exhibit  6.13 


AGRICULTURE 

A  -  DEPARTMENT  -  HEALTH  OF  ANIMALS  PROGRAM 

Activity:    Animal  Pathology 

Major  Capital  Projects 

Forecast 

Expend-         Estimated 

Previously 

Currently 

itures  to           Expend- 

Future 

Estimated 

Estimated 

March  31             itures 

Years 

Total  Cost 

Total  Cost 

1978                1978-79 

Requirements 

(thousands  of  dollars) 

Laboratory  -  Lethbridge,  Alberta 

7,000 

7,000 

400                 1,600 

5,000 

-  St.  Hyacinthe,  Quebec 
Total 

7,000 

7,000 

50 

6,950 

14,000 

14,000 

400                 1,650 

11,950 

Future  Years  Requirements  ($000) 

Year 

Lethbridge 

St.  Hyacinthe 

Total 

1979/80 

3,500 

1,725 

5,225 

1980/81 

1,500 

2,850 

4,350 

1981/82 

- 

2,375 

2,375 

Total 
Expected  completion  date: 

K 

5,000 

6,950 

11,950 

larch  31,  1981 

March  31,  1982 
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6.104  During  our  Estimates  demonstration  project,  we  endeavored  to  develop 

presentations  that  would  be  in  keeping  with  these  concepts.  The  illustrative 
Estimates  for  the  Department  of  National  Health  and  Welfare,  in  particular, 
illustrate  how  significantly  greater  and  more  detailed  information  about  grants 
and  contributions  could  be  disclosed  for  the  information  of  Parliament. 


Improving  the  Quality  and  Availability  of  Estimates  Information 

6.105  The  illustrations  of  Estimates  presentations  in  this  Chapter  are  based  on 

information  the  departments  now  produce.  Before  introducing  changes,  the 
activities  of  each  department  should  be  reviewed  in  relation  to  their  objectives 
and  a  structure  of  programs  and  activities  should  be  selected  that  best  tells 
Parliament  the  purposes  for  which  the  department  is  seeking  funds.  At  the  same 
time  the  responsibility  centre  reports  and  other  data  now  being  produced  should  be 
reviewed  to  assess  their  relevance.  In  effect,  this  involves  assessing  the 
management  information  the  department  needs,  not  a  task  to  be  approached 
lightly.  At  the  same  time,  the  practicability  of  producing  objective  and  reliable 
data  along  the  lines  recommended  should  be  assessed.  This  type  of  review  is,  in 
the  first  instance,  a  departmental  responsibility,  but  the  Comptroller  General  will 
wish  to  ensure  that  the  information  provided  also  satisfies  the  Government's 
collective  needs.  The  role  of  this  Office  is  to  ensure  that  the  needs  of  Parliament 
for  informative  and  reliable  data  are  met. 


6.106  Although  no  audit  was  carried  out  of  the  information  that  departments 

now  compile  in  support  of  their  Estimates,  a  number  of  findings  give  this  Office 
cause  for  concern.  For  example,  the  Treasury  Board  approved  the  activity 
structure  introduced  by  the  Department  of  Energy,  Mines  and  Resources  in  the 
1978-79  Estimates  despite  the  fact  that  no  accounting  system  has  been  developed 
to  capture  costs  by  these  headings.  It  is  difficult  to  see  how  the  1978-79  Public 
Accounts  can  present  any  reliable  information  on  the  actual  costs  of  the  new 
activities  under  these  circumstances. 


6.107  The  methods  used  to  determine  forecasts  of  expenditure  by  activity 

for  certain  departments'  Estimates  appear  to  be  reasonable  but  they  cannot  be 
supported  by  actual  costs  reported  in  the  Public  Accounts.  If  departments  merely 
allocate  actual  costs  to  activities  in  the  same  manner  as  that  used  in  preparing 
the  Estimates,  there  is  no  means  of  knowing  whether  the  information  used 
represents  a  realistic  apportionment. 


6.108  Although  most  departments  keep  reliable  data  on  responsibility  centre 

and  object-of-expenditure  costs,  their  estimates  are  not  necessarily  based  on  such 
data.  Some  departments  forecast  the  object-of-expenditure  information  pre- 
sented in  the  Estimates  by  building  it  up  from  object  data  prepared  by 
responsiblity  centres,  but  others  either  use  the  formula  provided  by  Treasury 
Board  to  project  object  costs  or  else  estimate  them  on  an  aggregate  basis  only. 
Responsibility  budgets,  although  not  disclosed  in  the  Estimates,  are  prepared  by 
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most  departments,  but  the  total  of  these  responsibility  budgets  may  not  agree 
with  the  total  funding  ultimately  provided  after  negotiation  internally  and  with 
the  Treasury  Board.  Improved  data  could  be  provided  in  the  Estimates  by  paying 
greater  attention  to  actual  expenditures. 

6.109  Our  Office  believes  that  the  information  in  the  Estimates  and  Public 

Acounts  should  be  comparable  and  that  it  should  be  possible,  by  auditing  both 
estimated  and  actual  expenditures,  to  tell  Parliament  whether  funds  have  been 
spent  for  the  purposes  for  which  they  were  appropriated.  An  effective 
expenditure  control  system  can  only  operate  by  comparing  actual  expenditures  to 
plan  and  by  identifying  variances,  thereby  highlighting  the  possible  need  for 
action. 


6.110  For  these  purposes,  estimating  and  accounting  should  be  consistent, 

objective  and  verifiable.  This  is  why  my  1975  Report  recommended  that  a  single 
central  agency  should  be  responsible  for  the  form  of  the  Estimates  and  Public 
Accounts.  This  is  important  since  those  in  the  Program  Branch  of  the  Treasury 
Board  Secretariat,  who  prepare  and  review  the  data  presented  in  the  Estimates, 
have  little  contact  with  those  who  prepare  and  verify  the  data  presented  in  the 
Public  Accounts. 


6.111  These  responsibilities  for  the  integrity  of  financial  data  have  now  been 

given  to  the  Comptroller  General.  For  the  Comptroller  General  to  establish  an 
effective  system  of  expenditure  control,  he  must  ensure  that  the  information  the 
Government  uses  to  allocate  resources  is  reliable  and  that  actual  data  are 
reported  consistently.  This  imposes  on  the  Comptroller  General  a  responsibility  to 
satisfy  himself  that  the  data  in  the  Estimates  and  Public  Accounts  are  accurately 
and  objectively  compiled  and  are  comparable.  The  Government  needs  this  for  its 
own  purposes;  a  by-product  should  be  reliable  data  for  Parliament's  purposes. 


6.112  This    Office    believes    that    one    of    the   Comptroller    General's   first 

priorities  should  be  to  ensure  that  accurate  and  reliable  information  is  available 
for  decision-making  purposes  at  all  levels.  By  starting  initially  with  the  Public 
Accounts  and  ensuring  that  data  on  the  costs  of  government  services,  resources 
used  and  responsibility  are  shown,  the  nature  of  the  data  potentially  available  for 
purposes  of  improving  the  Estimates  would  be  established.  This  would  permit 
decisions  on  how  much  data  to  show  in  the  Estimates,  with  the  assurance  that 
anything  not  provided  is  available  if  needed.  This  approach  would  be  particularly 
beneficial  if  management  information  systems  showing  non-financial  data  were 
also  examined  to  determine  their  reliability  for  purposes  of  providing  performance 
data,  first  in  the  Public  Accounts  and  then  in  the  Estimates. 
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7 
CHARGING  FOR  ACCOMMODATION  SERVICES 


Introduction 

7.1  Purpose.   For  almost  two  decades  the  debate  about  charging  depart- 

ments for  common  services  has  waxed  and  waned.  The  position  of  the 
Government  has  been  mixed.  A  policy  decision  was  made  in  1966  to  charge  all 
departments  and  agencies  for  procurement  services  and  subsequently  the  Supply 
Administration  of  the  Department  of  Supply  and  Services  (DSS)  was  placed  on  a 
full  cost-recovery  basis.  The  other  major  common  service  -  the  provision  of 
accommodation  by  the  Department  of  Public  Works  -  has  not  been  dealt  with  in  a 
similar  manner. 


7.2  The   arguments   of    both    proponents   and   opponents  of   charging  for 

accommodation  services  are  summarized  below.  Whatever  the  merits  of  these 
arguments,  it  is  clear  that  the  present  practice  of  funding  the  Department  of 
Public  Works  for  accommodation,  which  other  departments  occupy  free  of  charge, 
satisfies  neither  the  providing  nor  the  using  departments.  Moreover  Parliament  is 
ignorant  of  the  full  cost  of  departmental  programs  since  nowhere  do  the  Estimates 
report  accommodation  costs  by  program. 


7.3  There  has  been  no  action  on  recommendations  of  the  Public  Accounts 

Committee  that  departments  be  charged  for  accommodation  services.  Since  the 
Department  of  Public  Works'  Main  Estimates  this  year  amount  to  some  $710 
million  for  accommodation,  a  significant  sum,  we  decided  to  review  in  some  detail 
the  considerations  that  would  affect  a  decision  to  charge  for  accommodation  and 
the  features  that  should  be  incorporated  in  any  system  for  doing  so.  This  also 
provides  an  opportunity  to  suggest  the  kinds  of  information  on  common  services 
that  Parliament  might  find  useful  in  the  Estimates  and  Public  Accounts  to  make 
the  providers  and  the  users  of  the  services  properly  accountable. 


7.4  In    1976  the  Government  submitted  to  the   Standing  Committee  on 

Public  Accounts,  as  part  of  the  Study  of  the  Accounts  of  Canada,  a  proposal  to 
change  the  manner  of  accounting  for  revolving  funds.  Although  this  proposal 
received  the  Committee's  support,  action  has  yet  to  be  taken  to  implement  it. 
Accordingly,  since  the  financial  procedures  we  are  suggesting  contemplate  the 
greater  use  of  revolving  funds,  they  will  vary  depending  on  whether  or  not 
advances  to  revolving  funds  are  treated  as  budgetary  expenditures.  The  effect  of 
this  is  explained,  where  appropriate. 
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7.5  Key  issue.  As  in  the  Estimates  discussion  in  Chapter  6,  the  essential 

issue  is  the  need  for  improved  accountability  by  those  who  provide  and  those  who 
use  accommodation  services.  To  achieve  this,  there  must  be  more  complete 
disclosure  to  Parliament  of: 

the    cost    of    buildings    constructed,    bought    or    leased    to    provide 
accommodation; 

the  cost  of  space  occupied  in  carrying  out  government  programs;  and 

the  efficiency  and  effectiveness  of  Public  Works  as  the  central  agency 
responsible  for  acquiring  and  providing  accommodation  services. 


7.6  The  problem  with  present  arrangements  is  that  financial  information 

submitted  to  Parliament  obscures  the  relative  responsibilities  of  program 
managers,  Public  Works  and  the  Treasury  Board.  Adequate  accountability  requires 
the  Government  to  adopt  the  practice  of  charging  departments  for  accommoda- 
tion. This  could  also  provide  the  spur  and  the  incentive  needed  to  achieve  better 
accommodation  management  by  users  and  providers.  If  improved  accountability 
and  management  are  to  result,  the  degree  of  disclosure  of  accommodation  costs  in 
the  Estimates  and  Public  Accounts  is  of  major  importance.  Consequently  we  give 
primary  attention  to  the  methodology  that  should  be  followed  under  any  system  of 
charging  for  accommodation. 


7.7  The  history  of  the  debate.   The  starting  point  of  the  debate  was  pro- 

bably the  1960  Report  of  this  Office  which  pointed  out  that  the  practice  of 
including  all  accommodation  costs  in  the  Public  Works  Estimates  resulted  in 
understating  expenditures  of  other  departments.  The  Public  Accounts  Committee 
in  1961  recommended  that  the  costs  of  major  common  services  be  distributed  to 
departments  for  information  purposes  and  the  Estimates  for  the  1962-63  fiscal 
year  showed  for  each  department  the  cost  of  a  number  of  common  services, 
including  the  accommodation  provided  by  Public  Works.  The  amounts  shown  were 
approximate  only  and  were  presented  on  a   notional  basis. 


7.8  The  Glassco  Commission  shortly  thereafter  went  further  and  recom- 

mended that  departments  and  agencies  be  charged  for  accommodation  because 
"only  thus  will  departments  be  aware  of  the  monetary  consequences  of  their  space 
requirements." 


7.9  On  several  occasions  later  in  the  1960s  the  Public  Accounts  Commit- 

tee, the  Standing  Senate  Committee  on  National  Finance,  and  this  Office 
advanced  arguments  for  improved  disclosure  of  the  costs  of  departmental 
accommodation.  In  1970  the  Public  Accounts  Committee  recommended  that 
departmental  appropriations  be  charged  for  these  costs.  This  recommendation 
was  accepted  by  the  Department  of  Public  Works,  but  it  was  opposed  in  1975  by 
representatives  from  the  Privy  Council  Office  and  the  Treasury  Board  Secretariat 
serving  on  a  committee  that  examined  the  question.  The  Public  Works 
representative  on  the  committee  dissented  from  their  view. 
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7.10  In    our    1976    Report,    we    commented    on    the    inadequacy    of    the 

accounting  for  accommodation.  Although  we  expressed  concern  about  the  cost  of 
establishing  a  system  to  charge  for  accommodation  services,  we  suggested  that 
the  Treasury  Board  should  again  consider  such  a  step  as  soon  as  it  was  able  to 
assess  the  effectiveness  of  alternative  controls,  then  newly  introduced.  This 
recommendation  was  repeated  in  our  1977  Report,  but  as  far  as  we  know,  no 
action  has  yet  been  taken. 


To  Charge  or  Not  to  Charge? 

7.11  All    of    the    policy    matters    involved   in   a   decision    to   charge   user 

departments  for  accommodation  services  have  been  fully  developed  over  the 
years.  A  brief  summary  of  the  arguments  on  each  side  should  assist  in  gaining  a 
better  understanding  of  the  issue. 


7.12  Arguments  for  charging.   Those  who  favour  charging  users  for  accom- 

modation provided  by  Public  Works  believe  that: 

costs  of  government  programs  are  understated  unless  accom- 
modation is  charged  to  them; 

better  resource  allocation  decisions  will  result  if  user  depart- 
ments have  to  balance  improvements  in  accommodation  against 
other  competing  claims  for  their  scarce  program  funds; 

both  users  and  the  provider  (Public  Works)  will  become  more 
conscious  of  accommodation  costs,  a  concern  that  at  the  moment 
tends  to  be  limited  to  Public  Works; 

planning  for  accommodation  will  be  improved  if  program 
managers  with  first-hand  knowledge  of  their  accommodation 
requirements  have  to  determine  their  needs  independently; 

Public  Works  will  be  required  to  exercise  more  effective  control 
over  costs  if  its  sources  of  revenue  are  limited  to  rates 
comparable  to  those  that  would  have  been  paid  to  the  private 
sector;  and 

the  incentive  for  adequate  cost  systems  will  be  created  within 
Public  Works  if  it  has  to  control  its  costs  and  live  within  its 
revenues. 


7.13  Arguments  against  charging.   Those   who   oppose  the   funding  of   user 

programs  and  who  favour  continuing  the  present  system  of  appropriating  funds  to 
Public  Works  believe  that: 
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Public  Works  will  continue  to  have  a  monopoly  on  providing  space 
and  therefore  funding  of  user  programs  will  do  little  to  improve 
its  efficiency  and  effectiveness; 

senior  departmental  management  will  not  assume  responsibility 
but  will  delegate  it  to  their  own  supporting  staffs,  since 
accommodation  costs  are  small  relative  to  other  expenditures; 

the  ability  of  Public  Works  to  challenge  user  departments  will  be 
weakened  resulting  in  uncontrolled  escalation  in  the  use  of  space 
and  an  accompanying  increase  in  accommodation  costs; 

governments  will  continue  to  base  acquisition  decisions  on 
political  or  economic  requirements  rather  than  on  the  particular 
needs  of  users; 

accommodation  planning  on  a  fragmented  basis  will  not  be  as 
effective  as  central  planning  by  trained  personnel;  and 

the  introduction  of  systems  for  billing  user  departments  will  cost 
more  than  the  benefits  warrant. 

7.1£  Assessing  the  arguments.  We  believe  that  a  decision  to  charge  user 

departments  for  accommodation  services  would  help  overcome  present  weaknesses 
by  disclosing  more  fully: 

the  impact  of  accommodation  costs  on  programs; 

the  efficiency  of  Public  Works  through  the  relationship  between 
the  Department's  full  costs  and  revenues  based  on  fair  market 
values;  and 

the  effectiveness  of  Public  Works  as  a  central  agency  in 
providing  accommodation  services  by  comparing  its  performance 
with  that  of  the  private  sector. 


7.15  The  arguments  against  such  a  decision  are  not  convincing.     Program 

managers  should  be  held  accountable  for  the  quantity  and  quality  of  the 
accommodation  they  occupy,  even  though  they  cannot  be  held  accountable  for  its 
cost  in  view  of  the  monopoly  position  of  Public  Works.  In  the  private  sector, 
branch  managers  are  faced  with  comparable  situations  as  a  result  of  similar 
corporate  decisions.  Moreover,  the  fact  that  accommodation  costs  are  less 
significant  than  other  costs  is  hardly  a  reason  for  indifference  on  the  part  of 
program  managers. 
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7.16  Public  Works  is  already  in  a  purely  service  role.    Neither  dilution  of 

control  nor  escalation  of  accommodation  costs  should  result,  as  alleged,  because 
the  Treasury  Board,  not  Public  Works,  is  now  responsible  for  expenditure  control 
through  allocation  of  budgetary  resources  and  establishment  and  application  of 
government-wide  standards  for  use  of  space. 


7.17  Governments  may  wish  to  have  construction  of  public  buildings  begun 

or  deferred  for  policy  or  economic  reasons,  but  such  decisions  do  not  mean  that 
they  wish  to  ignore  all  other  considerations  and  build  them  without  regard  for 
their  cost  and  future  use.  More  effective  planning  is  likely  to  result  by  allocating 
scarce  resources  on  a  total  program  basis  than  by  considering  accommodation 
costs  separately.  Improvements  in  the  flow  of  information  from  other 
departments,  and  the  need  for  them  to  commit  themselves  at  an  earlier  stage, 
would  also  enable  Public  Works  to  plan  and  allocate  its  resources  more 
effectively. 


7.18  Finally,    the    added    cost    of    completing    the   system    should   not    be 

excessive  since  the  Department  has  already  expended  a  good  deal  of  effort  on  it, 
and  has  set  up  a  "shadow  billing"  system  to  identify  the  amounts  that  would  be 
charged.  A  system  already  exists  for  charging  departments  for  certain  tenant 
services. 


The  Proposed  Method  of  Charging  for  Accommodation 

7.19  Our    proposals    assume    that    the    Department    of    Public    Works   will 

continue  to  be  primarily  responsible  for  acquiring  and  managing  the  accommoda- 
tion services  government  departments  need.  The  proposed  methods  of  financing 
these  services  recognize  that,  in  carrying  out  this  mandate,  Public  Works  performs 
three  functions: 

maintaining  and  using  properly  the  accommodation  that  is  available; 

acquiring  any  additional  accommodation  that  departments  require 
through  construction,  purchase  or  lease;  and 

providing  the  expert  professional  and  technical  services  it  needs  in 
carrying  out  these  functions,  as  well  as  those  services  needed  by 
departments  and  agencies  having  specialized  buildings  under  their  own 
management. 


7.20  The  effectiveness  of  Public  Works  in  providing  these  common  services, 

and  of  departments  in  using  them,  will  be  made  more  visible  by: 

establishing    a    Building   Operations    Revolving   Fund   to   finance    the 
operating  costs  of  accommodation  occupied  by  user  departments; 
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establishing  a  second  revolving  fund,  the  Accommodation  Management 
and  Professional  Services  Revolving  Fund,  to  finance  the  professional, 
technical  and  other  services  Public  Works  provides  in  acquiring  and 
managing  accommodation;  and 

continuing  to  finance  new  accommodation,  whether  acquired  through 
construction,  purchase  or  lease,  through  annual  parliamentary  appro- 
priations. 


7.21  This  proposal  may  appear  to  be  unduly  complicated,  but  the  different 

things  for  which  government  managers  are  accountable  must  be  recognized  in  the 
Estimates  and  Public  Accounts  if  any  effective  accountability  is  to  result. 
Parliament  must  know  whether: 

accommodation  is  being  effectively  used,  by  requiring  the  various 
programs  to  include  the  costs  of  accommodation  in  the  expenditures 
they  must  justify; 

the  stock  of  available  accommodation  is  being  efficiently  managed; 

the  quality  and  cost  of  professional,  technical,  and  other  services 
provided  centrally  compare  favourably  with  results  when  departments 
provide  their  own  or  buy  the  same  services  from  the  private  sector; 


construction,  purchase  or  lease  best  satisfies  the  need  for  additional 
accommodation;  and 

existing  and  planned  accommodation  meets  user  needs. 

7.22  The  following  discussion  recognizes  that,  in  providing  accommodation 

services,  the  Government  may  seek  to  satisfy  some  policy  objectives  in  addition  to 
those  reflected  in  the  programs  of  user  departments.  For  example,  new 
accommodation  may  be  acquired  primarily  to  create  employment  or  correct 
regional  disparities.  The  proposals  we  are  suggesting  are  designed  to  focus  more 
attention  on  the  financial  implications  of  the  various  choices  the  Government  has 
to  make  in  deciding  to  add  to  its  capacity  to  provide  accommodation,  how  best  to 
manage  the  stock  of  accommodation  that  it  already  has,  and  how  to  most 
efficiently  provide  the  various  services  necessary  in  acquiring  or  managing 
accommodation.  With  this  information  available,  the  cost  of  attaining  other 
policy  objectives  can  be  better  assessed. 


7.23  The   following   three   sections   explain   how    the   Building    Operations 

Revolving  Fund  would  function,  how  normal  parliamentary  appropriations  could 
continue  to  be  used  to  finance  the  acquisition  of  accommodation  and  how  the 
Accommodation  Management  and  Professional  Services  Revolving  Fund  would 
disclose  more  fully  the  costs  of  the  professional  and  other  services  Public  Works 
provides. 
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7.2*  The    illustrative    Estimates    of    the    Department    of    Public    Works, 

developed  by  the  Office,  are  designed  to  incorporate  the  principles  proposed.  The 
Marine  Program  and  the  Transportation  and  Other  Engineering  Program  were  not 
illustrated  since  they  are  not  involved  in  the  accommodation  issue. 


Managing  Existing  Accommodation  -  The  Building  Operations  Revolving  Fund 

7.25  The  Building  Operations  Revolving  Fund  would  facilitate  the  develop- 

ment of  a  realty  management  system  by  Public  Works  on  a  basis  that  permits 
comparison  with  the  private  sector.   For  this  to  exist: 

the  Fund  must  be  charged  all  costs  that  would  be  borne  by  a  landlord 
renting  similar  space  to  the  government,  including  some  appropriate 
method  of  recognizing  the  capital  cost  of  accommodation  used;  and 

the  Fund  must  be  credited  with  the  same  rents  user  departments  would 
pay  for  the  same  accommodation  in  the  private  sector. 

Exhibits  7.1  and  7.2  taken  from  the  illustrative  Estimates  show  how  the  operations 
and  financial  condition  of  the  Fund  might  be  shown. 


7.26  Costs  charged  to  the  Fund.   Market    rates    in    the   private   sector    are 

intended  to  permit  the  owner  of  a  building  to  recover: 

direct  operating  costs,  including  alterations,  cleaning  and  public 
utilities; 

municipal  taxes; 

interest; 

mortgage  principal  (or  depreciation); 

management,  administrative  and  overhead  expenses  (often  a 
management  fee,  usually  calculated  as  a  percentage  of  gross 
rents,  is  included  in  the  rental  rate  to  cover  most  of  these  costs); 

insurance; 

income  taxes;  and 

profit  after  taxes 


7.27  Except  for  income  taxes  and  profit,  the  Fund  should  be  charged  with 

all  of  these  amounts,  as  well  as  with  payments  for  rental  of  buildings  leased  from 
the  private  sector. 
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7.28  In  the  case  of  Public  Works,  it  is  suggested  that  a  management  fee  be 
charged  to  the  Building  Operations  Revolving  Fund,  instead  of  actual  costs.  If  the 
management  fee  is  based  on  that  charged  by  the  private  sector  for  comparable 
services,  and  this  fee  is  credited  to  the  Accommodation  Management  and 
Professional  Services  Revolving  Fund,  there  will  be  a  yardstick  for  assessing 
Public  Works'  performance  based  on  the  relationship  between  that  Fund's  revenues 
and  actual  costs. 

7.29  The  amount  to  be  charged  annually  to  account  for  the  capital  cost  of 
buildings  poses  special  problems.  In  the  private  sector,  the  landlord  is  primarily 
concerned  with  recovering  sufficient  revenue  to  cover  cash  flow  -  namely  all 
expenses  plus  payments  on  mortgage  principal  -  as  well  as  to  provide  a  reasonable 
return  on  investment.  Although  depreciation  is  also  recorded  in  the  accounts  to 
amortize  the  cost  of  buildings  over  their  useful  lives,  this  is  a  secondary  concern 
as  long  as  depreciation  is  less  than  payments  on  mortgage  principal. 

7.30  Since  cash  flow,  not  costs,  mainly  determine  rental  rates  in  the  private 
sector,  depreciation  could  be  recorded  so  it  would  approximate  principal 
repayments  under  normal  financing  arrangements  in  the  private  sector  if  this 
would  produce  data  more  comparable  to  the  private  sector. 

7.31  It  is  apparent  that  the  Building  Operations  Revolving  Fund  could  not  be 
expected  to  absorb  the  costs  of  space  that  becomes  unoccupied  as  a  result  of  a 
policy  decision  by  the  government  to  relocate  departmental  operations  for  reasons 
unconnected  with  the  conduct  of  the  programs  concerned.  The  positions  of  Public 
Works,  as  landlord,  and  of  user  departments,  as  tenants,  should  be  formalized 
through  lease  agreements  specifying  the  responsibilities  and  obligations  of  each 
party.  These  leases  should  be  for  appropriate  commercial  terms  and  provide  for 
rent  increases  in  a  normal  commercial  manner.  If  a  department  is  relocated  as  a 
result  of  a  government  policy  decision,  that  department  should  be  responsible  for 
ensuring  that  it  receives  sufficient  funds  to  honour  its  lease  commitments  until 
some  suitable  alternative  use  for  the  vacated  accommodation  is  found. 

7.32  Setting  rental  rates.  User  departments  will  be  vitally  concerned  with 
the  methods  used  to  determine  rental  rates.  The  forces  of  the  market  place 
determine  rates  in  the  private  sector.  These  forces  include  the  current  and 
prospective  demand  for  space  of  a  particular  quantity  and  quality,  the  existing  and 
planned  supply  of  such  space  and  the  need  for  suppliers  to  receive  a  reasonable 
return  on  their  investment  if  they  are  to  add  to  or  maintain  existing  space.  If 
there  is  to  be  a  valid  yardstick  to  which  Public  Works  can  be  compared,  it  should 
be  subject  to  the  same  forces  to  the  maximum  extent  possible.  Both  Public  Works 
and  users  would  see  the  system  as  equitable  if  rental  rates  were  objectively 
determined  by  comparison  with  rates  for  comparable  space  in  the  private  sector 
market.  The  determination  of  rental  rates  in  this  fashion,  however,  cannot  be  left 
either  to  the  supplier  or  to  the  user  as  long  as  bargaining  between  the  two  is 
constrained  by  Public  Works'  monopoly  in  providing  such  services.  Rates  proposed 
by  Public  Works,  as  a  result  of  its  objective  appraisal  of  the  market,  should  be 
discussed  with  user  departments,  with  the  Treasury  Board  acting  as  a  regulatory 
agency  in  reviewing  and  approving  rental  rates. 
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7.33  Setting  current,  fair  market  rental  rates  is  not  a  simple  task  because 

of  the  obvious  difficulty  of  making  judgments  about  what  is,  in  fact,  comparable 
space  available  in  the  private  sector.  The  Government  owns  several  categories  of 
buildings  for  which  the  determination  of  rental  rates  will  be  more  difficult  than  it 
is  for  office  space.  Some  single  purpose  buildings  -  for  example,  post  offices  that 
are  funded  by  Public  Works  -  should  be  financed  in  the  same  manner  as  multiple 
purpose  buildings,  with  rental  rates  developed  between  Public  Works  and  the  Post 
Office,  and  approved  by  the  Treasury  Board.  Some  single  purpose  buildings, 
however,  are  of  such  a  unique  character  -  the  Parliament  buildings  being  the  most 
notable  example  -  that  comparisons  with  the  private  sector  are  impossible.  For 
such  buildings,  capital  costs  should  be  treated  as  sunk  costs,  with  rental  rates  set 
to  recapture  current  operating  costs  only. 


7.3*  There    will   be  occasions   where   services  are   not   comparable.      For 

example,  Public  Works  may  lease  a  building  for  which  the  landlord  will  provide 
certain  of  the  services  Public  Works  normally  provides.  In  these  cases,  the  rent 
Public  Works  charges  user  departments  should  consist  only  of  amounts  paid  to  the 
landlord,  together  with  an  appropriately  reduced  management  fee.  Alternatively, 
if  user  departments  demand  services  or  facilities  not  found  in  comparable 
commercial  accommodation,  rent  should  reflect  the  added  cost. 


7.35  Treatment  of  excess  revenues  or  expenditures.    If   based   on   compar- 

able rents  in  the  private  sector,  rents  departments  pay  for  space  they  occupy 
should  generate  enough  revenue  to  cover  all  costs.  Depreciation,  taxes,  interest 
and  insurance,  however,  are  not  costs  that  Public  Works  is  now  required  to  pay. 
These  costs  should  be  identified  separately,  be  paid  by  the  users,  and  credited  by 
Public  Works  to  the  Consolidated  Revenue  Fund.  In  this  way,  any  residual  amount 
will  be  equivalent  to  profits  before  taxes  in  the  private  sector. 


7.36  Under   present   practices   in   accounting   for    revolving   funds,   if   the 

Accounts  of  Canada  are  not  to  be  unduly  altered,  year-end  profits  should  be 
recorded  as  revenue  to  the  Consolidated  Revenue  Fund  and  any  loss  should  be 
recorded  as  an  expenditure  after  receiving  authority  by  means  of  parliamentary 
appropriations.  Once  the  recommendations  of  the  Study  of  the  Accounts  of 
Canada  are  implemented  and  amounts  advanced  to  revolving  funds  are  treated  as 
budgetary  expenditures,  this  will  not  be  necessary.  Thereafter,  the  Accounts  of 
Canada  will  recognize  any  excess  revenue  or  expenditure  of  revolving  funds, 
instead  of  carrying  excess  expenditure  as  an  asset  and  excess  revenue  as  a  liability 
as  under  present  rules  for  revolving  fund  accounting. 


7.37  Once  the  proposals  of  the  Study  of  the  Accounts  of  Canada  are  put 

into  effect,  profits,  in  excess  of  a  reasonable  commercial  return,  and  losses  could 
be  carried  forward  from  year  to  year  so  that  the  Fund  would  show  the  cumulative 
results  of  Public  Works'  operations  and,  at  the  same  time,  cause  it  to  bear  the 
interest  cost  of  any  net  deficiency  or  to  benefit  from  reduced  interest  if  revenue 
exceeds  expenditure.  This  would  place  Public  Works  in  a  situation  that  is  more 
comparable  to  the  private  sector. 
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7.38  Accounting  for  capital  assets  of  the  Fund.  Once    the    Building   Opera- 

tions Revolving  Fund  has  been  established,  new  buildings  would  be  taken  into  the 
Fund  as  assets  when  complete  and  ready  for  occupancy.  The  offsetting  credit 
should  be  made  to  a  contributed  capital  account,  not  to  a  liability  account,  since 
in  the  Accounts  of  Canada  such  assets  are  written  off  and  carried  at  the  nominal 
value  of  one  dollar.  The  capital  cost  of  the  buildings  available  for  rent  should  be 
carried  in  the  accounts  of  the  Revolving  Fund  in  this  contra  fashion  and 
depreciated  in  the  same  manner  so  that  the  accounts  will  show  whether  the  rental 
payments  will  eventually  recover  the  original  capital  costs. 


7.39  Buildings  completed  when  the  Fund  was  established  present  a  special 

problem.  Since  the  income  to  the  Fund  from  rentals  would  be  based  on  fair 
market  rates  rather  than  original  capital  costs,  it  follows  that  the  Fund  should  not 
be  placed  in  the  position  of  receiving  income  from  buildings  that  were  paid  for  in 
previous  years  without  an  offsetting  obligation  to  recover  through  depreciation 
the  current  fair  market  value  of  each  building.  Existing  buildings  should, 
therefore,  be  taken  into  the  Fund  at  their  current  economic  value  based  on  their 
likely  future  life  and  the  rents  that  will  currently  be  charged  for  them.  This 
would  avoid  any  need  to  determine  their  current  replacement  cost. 


Acquiring  New  Accommodation  -  Appropriations  for  Construction,  Purchase  or 
Lease-Purchase 

7.U0  Parliament  now  grants  separate  capital  appropriations  to  finance  the 

construction  or  purchase  of  new  accommodation  wherever  the  total  value  in  any 
program  exceeds  $5  million.  All  projects  that  exceed  $250,000  are  listed 
separately  in  supporting  tables.  The  amounts  included  in  the  figures  shown  for 
these  projects  are  only  what  departments  expect  to  pay  for  land,  design  and 
construction  contracts  with  firms  in  the  private  sector  and  for  employees  involved 
full-time  in  direct  construction  activities. 


7AI  Accommodation  acquired  through  lease  agreements  is  financed  from 

operating  votes,  but  again  the  amounts  shown  as  rentals  in  the  Estimates  include 
only  the  payments  to  be  made  to  the  lessor  under  the  terms  of  the  agreement  and, 
in  some  cases,  initial  fit-up  charges  not  included  in  the  lease  agreement. 


7M1  If  valid  comparisons  are  to  be  made  among  the  relative  merits  of 

construction,  purchase  or  lease  methods  of  acquiring  space,  total  costs  must  be 
included  for  each,  especially  since  lessors  will  certainly  set  lease  rates  to  recover 
the  full  costs  of  the  buildings  they  lease  to  the  Government.  To  achieve  this,  all 
costs  should  be  charged  to  the  capital  appropriation  and  lease-purchase  arrange- 
ments should  be  presented  in  the  Estimates  and  be  accounted  for  as  if  they  were, 
in  fact,  purchases.   These  two  issues  are  considered  below. 
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7 A3  Construction  or  purchase  of  accommodation.   Present        practice       in 

accounting  for  capital  projects  clearly  understates  costs.  Full  disclosure  of  the 
total  cost  of  a  project  would  require  the  inclusion  (in  addition  to  costs  now  shown) 
of  the  following: 

direct  project  support  and  administrative  costs,  now  financed  out 
of  other  Public  Works  appropriations  or  out  of  the  operating 
votes  of  other  departments; 

costs  of  grants  in  lieu  of  taxes  and  interest  on  borrowed  funds 
during  construction,  now  financed  by  other  appropriations;  and 

costs  of  insurance,  not  paid  because  the  government  does  not 
insure  itself  against  hazards  normally  covered  by  insurance  in  the 
private  sector. 


7.M  Determining    the    amounts    not    now    included    should    present    little 

difficulty,   but   the  methods  followed  for  support  and  administrative  costs  are 
significant  to  the  entire  concept  being  suggested  here. 


7A5  The  alternative  approaches  for  determining  amounts  to  be  included  in 

capital  votes  for  direct  project  support  and  administration,  now  borne  by 
operating  votes,  are: 

estimating  actual  departmental  costs  for  design,  construction, 
supervision  and  administration  for  each  project  in  the  Estimates 
and  showing  actual  costs  in  the  Public  Accounts;  or 

estimating  and  recording  the  amount  of  the  costs  that  ought  to 
be  incurred  by  applying  the  relevant  fee  schedule  established  by 
the  provincial  associations  of  professional  architects  and 
engineers. 

The  second  alternative  is  preferable,  not  only  because  it  provides  the  government 
with  a  bench-mark  against  which  to  measure  Public  Works'  performance,  but  also 
because  it  results  in  a  presentation  in  the  Estimates  and  Public  Accounts  of  costs 
of  construction  that  will  permit  valid  comparisons  with  the  costs  of  similar 
buildings  being  constructed  in  the  private  sector. 

7A6  For  the  cost  of  government  projects  to  be  comparable,  they  should  also 

include  costs  that  the  Department  of  Public  Works  will  not  be  required  to  pay, 
such  as  interest,  municipal  taxes  and  insurance  during  construction.  Notional 
amounts,  based  on  government  borrowing  rates  and  prevailing  commercial 
insurance  premium  rates,  should  therefore  be  included  in  accounts  for  each 
project. 
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Exhibit  7.1 


ILLUSTRATION  OF  THE  PRESENTATION  OF 
OPERATIONAL  INFORMATION  ABOUT  THE  BUILDING  OPERATIONS  REVOLVING  FUND 


PUBLIC  WORKS 


Building  Operations  Revolving  Fund 

Summary 

Vote:  To  authorize  the  operation  of  a  revolving  fund  in  the  current  and  subsequent  fiscal  years,  in 
accordance  with  terms  and  conditions  approved  by  the  Treasury  Board,  for  the  purposes  of  providing 
accommodation,  expenditures  for  working  capital  and  operations  to  be  charged  to  the  fund  and 
amounts  to  be  recovered  to  be  credited  thereto;  the  amount  outstanding  at  any  time  under  this 
authority  not  to  exceed  $ 


Estimates 
1978-79 


Forecast 
1977-78 


Actual 
1976-77 


Rental  Revenue 

Expense 

Rent  for  Leased  Buildings 

Realty  Management  Fees 

Cleaning 

Repairs  and  Maintenance 

Public  Utilities 

Depreciation 

Interest 

Insurance 

Net  Income  (Loss) 

Items  not  requiring  an  outlay  of  funds 
Depreciation 
Interest 
Insurance 
Grants  in  Lieu  of  Taxes 

Operating  Surplus  (Requirements) 

Increase  (Decrease) 

Accounts  Receivable 
Supplies  Inventory 

Decrease  (Increase) 
Accounts  Payable 

Working  Capital  Requirements 

Total 
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Exhibit  7. 2 


ILLUSTRATION  OF  THE  PRESENTATION  OF  FINANCIAL 
INFORMATION  ABOUT  THE  BUILDING  OPERATIONS  REVOLVING  FUND 


PUBLIC  WORKS 


Building  Operations  Revolving  Fund 
Pro  for  ma  Balance  Sheet 


Estimates  Forecast  Actual 

Change      March  31,  1978      Change      March  31,  1977 

$  $  $  $ 


Current  Assets 


Due  from  Consolidated 

Revenue  Fund 
Accounts  Receivable 
Inventory 


Current  Liabilities 
Accounts  Payable 

Working  Capital 

Land  and  Buildings  at  Cost 
Accumulated  Deprecia- 
tion 


Equity 


Contributed  Capital 
Retained  Earnings 


Note:   Lease  Commitments       The  Department  has  entered  into  major  long-term  leases  for  general 

purpose  office  accommodation.    The  total  commitment  under  the  terms 
of  these  leases  is  $      and  the  yearly  payments  total  $ 
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ILLUSTRATION  OF  THE  PRESENTATION  OF  FULL  COSTS 
FOR  CAPITAL  PROJECTS 


PUBLIC  WORKS 


Building  Acquisition  Program 
Crown  Owned  Projects  by  Region 


Professional  Construc- 

Purchases  Land  Fees  tion 


Atlantic 


St.  John's  -  Taxation 

Data  Centre 
Halifax  -  Metropolitan  Area 

Processing  Plant 
St.  Stephen  -  Customs  Complex 
Projects  under  $250,000 


Quebec 


Jonquiere  -  Taxation  Data 

Centre 
Montreal  -  Renovations  - 

Postal  Station  "B" 
Montreal  -  Metropolitan  Area 

Postal  Plant 
Quebec  -  The  Citadel  -  Restoration 

and  Reconstruction 


Pacific 


Ashcroft  -  New  Post  Office 
Coquitlam  -  Letter  Carrier 

Depot  No.  1 
Surrey  -  Data  Taxation  Centre 
Vancouver  -  G.P.O.  -  Modernize 

Freight  Elevator 

Projects  under  $250,000 
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Exhibit  7.3 
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7A7  If  the  foregoing  suggestions  are  accepted,  the  capital  vote  for  Public 

Works   would   present   to   Parliament  the  following  information  for  each  major 
project: 

-  Land  $ 
Professional  Fees 

-  Construction  Costs  ___ 

Total  Cash  Required  $ 
Add:  -  Interest  on  Capital 

-  Insurance 

-  Grants  in  Lieu  of  Taxes 

Total  Project  Cost  $ 


How  this  might  be  presented  is  shown  in  Exhibit  7.3. 


7.48  The  question  of  cost  overruns  must  be  considered  in  the  system  being 

suggested  here.  Overruns  can  result  from  unforeseeable  circumstances  such  as 
unexpected  soil  conditions.  These  additional  costs,  including  related  design  costs, 
should  be  paid  from  funds  in  project  estimates  for  contingencies  and  otherwise 
come  from  funds  that  may  be  available  from  savings  on  or  cancellation  of  other 
acquisition  projects.  The  Department  should  have  to  seek  Parliament's  approval 
only  if  additional  funding  is  required  for  the  vote,  although  it  should  remain 
accountable  through  the  Public  Accounts  for  the  costs  of  each  project. 


7.49  Leasing.   Leased  buildings  are  now  financed  quite  differently  than  those 

constructed  or  purchased.  The  annual  rents  are  charged  to  operating  votes  over 
the  term  of  the  leases.  The  total  rentals  far  exceed  the  capital  cost  of  the  same 
accommodation,  because  rents  are  set  to  recover  the  lessor's  costs  of  interest, 
municipal  taxes  and  other  costs  that  are  absorbed  elsewhere  by  the  Government  in 
the  case  of  government-owned  accommodation. 


7.50  A  distinction  must  be  made  between  simple  leases  in  which  ownership 

remains  with  the  lessor  and  lease  agreements  which  provide  for  transferring 
ownership  to  the  government  at  the  end  of  the  term.  Lease-purchase  agreements 
are  clearly  an  alternative  method  of  acquiring  property.  Although  lease-purchase 
has  a  significant  impact  on  the  annual  costs  of  government  as  compared  to 
construction  or  purchase,  all  are  simply  different  methods  of  acquiring  ownership 
of  accommodation.  This  would  be  better  recognized  if  lease-purchase  arrange- 
ments were  also  financed  through  the  capital  appropriations  of  Public  Works. 
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7.51  The  appropriate  accounting  for  such  leases  is  currently  being  debated 

in  the  private  sector.  Where  the  lease  is  substantially  equivalent  to  an  instalment 
purchase,  it  is  suggested  that  the  cost  of  the  property  and  the  related  liability 
should  be  recorded  at  the  present  value  of  future  payments  under  the  lease.  Tests 
that  would  establish  the  lease  as  being  equivalent  to  a  purchase,  include: 

the  lease  term  approximates  the  building's  useful  life; 

there  is  an  option  to  acquire  the  property  at  a  value  substantially  less 
than  its  fair  value  at  the  time; 

the  property  being  acquired  has  to  meet  special  needs  of  the  lessee; 
and 

the  lessee  has  guaranteed  the  obligations  of  the  lessor. 

If  these  conditions  apply  in  the  case  of  government  lease-purchase  arrangements, 
the  expenditure  should  be  recorded  as  a  charge  to  the  capital  appropriation  just  as 
if  it  were  an  outright  purchase.  This  will  result  in  consistent  accounting  for 
capital  acquisitions  based  on  the  substance  of  the  transaction  rather  than  on  the 
form.   Exhibit  7A  shows  how  lease-purchases  might  be  disclosed  in  the  Estimates. 


7.52  The  effect  of  this  proposal  would  be  to  record  the  lease-purchase 

arrangement  as  an  expenditure  in  the  Accounts  of  Canada  in  the  year  it  is  entered 
into,  with  the  offsetting  liability  being  recognized  as  a  form  of  borrowing. 
Present  practices  inform  Parliament  inadequately  of  the  capital  costs  of 
accommodation,  as  illustrated  in  paragraphs  3.59  to  3.62  of  Chapter  3  of  this 
Report  where  the  effect  of  the  leasing  arrangements  on  the  building  occupied  by 
my  Office  is  shown. 


Managing  the  Department  -  the  Accommodation  Management  and  Professional 
Services  Revolving  Fund 

7.53  If  the  system  suggested  above  is  accepted,  the  Department  will  be 

receiving  income  from: 

professional  fees  charged  to  the  Department's  capital  vote,  or  to 
the  capital  votes  of  other  departments,  based  on  professional  fee 
schedules;  and 

realty  management  fees  charged  to  the  Building  Operations 
Revolving  Fund  based  on  prevailing  commercial  fee  rates. 

7.5k  The  establishment   of  a  second  revolving  fund,  the  Accommodation 

Management  and  Professional  Services  Revolving  Fund,  would  permit  the 
Department  to  use  the  income  of  this  Fund  to  meet  all  departmental  overhead 
costs,  excluding  only  those  payments  to  third  parties  for  individual  buildings  that 
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Exhibit  7  A 


ILLUSTRATION  OF  THE  PRESENTATION  OF  INFORMATION 
ABOUT  LEASE-PURCHASE  AGREEMENTS 


PUBLIC  WORKS 


BUILDING  ACQUISITION  PROGRAM 
LEASE-PURCHASE  PROJECTS  BY  REGION 


Term  of 
Lease 

Annual 
Payment 

$ 

Total 
Payments 

$ 

Present 
Value 

Atlantic 

$ 

Quebec 


Ontario 


National  Capital 


Western 


Pacific 
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would  be  charged  directly  to  the  Building  Operations  Revolving  Fund.  These 
overhead  costs  are  now  borne  by  the  operations  votes  and  statutory  items  of  the 
Administration,  Professional  and  Technical  Services,  and  Accommodation  Pro- 
grams, which  would  no  longer  be  required.  Exhibit  7.5  illustrates  how  the 
operating  budget  of  such  a  fund  might  be  presented. 

7.55  In  addition  to  providing  design  and  construction  management  services 

for  projects  in  the  Department's  own  capital  vote,  Public  Works  also  provides  the 
same  services  for  projects  carried  in  the  Estimates  of  other  departments,  for 
example,  the  Penitentiary  Service's  prison  complexes  and  the  crime  labs  and 
detachment  quarters  of  the  Royal  Canadian  Mounted  Police.  The  Department 
does  not  now  attempt  to  recover  its  costs  for  these  services  beyond  certain  extra 
expenses  such  as  the  cost  of  travel  to  the  site. 


7.56  If    a    revolving    fund    were    established    to    cover    Accommodation 

Management  and  Professional  Services,  the  costs  of  advisory  services  should  also 
be  charged  to  the  users  with  provision  for  payment  being  included  in  their  capital 
votes.  If  rates  for  professional  advice  are  based  on  provincial  fee  schedules,  the 
Department  would  be  obliged  to  use  the  private  sector  if  its  own  costs  are  not 
competitive. 


7.57  If    this    procedure    was   followed,   the   ability  of   the   Department   to 

function  efficiently  would  be  reflected  directly  by  the  status  of  the  Accommoda- 
tion Management  and  Professional  Services  Revolving  Fund.  Should  Department 
costs  exceed  income,  the  resulting  deficit  in  the  Revolving  Fund  would  require  it 
to  return  to  Parliament  for  an  appropriation.  Excess  revenue  over  the  authorized 
limit  of  the  Fund  at  the  end  of  the  fiscal  year,  however,  should  be  paid  into  the 
Consolidated  Revenue  Fund. 


7.58  Exhibit  7.6  is  a  schematic  chart  illustrating  the  relationship  between 
the  capital  votes  and  revolving  funds  discussed  above. 

Revenue  Dependency 

7.59  The  Department  of  Public  Works  advocates  a  system  of  revenue 
dependency.  If  the  system  discussed  in  this  Chapter  is  adopted,  it  is  evident  that 
the  Department's  ability  to  operate  within  its  revenues  would  depend  on  its  ability 
to  contain  its  operating  costs  within  the  revenues  generated  from  service  charges. 
Since  income  would  be  based  on  current,  fair  market  rental  rates,  the 
Department's  costs  could  not  be  simply  passed  on  to  the  user.  If  the  revolving 
funds  incur  deficits,  the  Department  will  have  to  request  an  appropriation  from 
Parliament  to  cover  them. 
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Exhibit  7.5 


ILLUSTRATION  OF  THE  PRESENTATION  OF 
AN  OPERATING  BUDGET 


PUBLIC  WORKS 

Accommodation  Management  and  Professional  Services  Revolving  Fund 
Operating  Budget  by  Activity  and  Man- Year  Target  -  Department  Total 

$  Millions                                                         Man-Years 

Estimate 
1978-79 

Forecast 
1977-78 

Actual 
1976-77 

Continu- 
ing 
1978-79 

Estimate, 

Contract 

1978-79 

Total 
1978-79 

Forecast 
1977-78 

Actual 
1976-77 

S                  $                  $ 
Income                                    v 

Realty  Manage- 
ment Fees 

Professional 
Fees 

Total  Income 

Expense 

Research 

Planning 

Design 

Consulting 

Project  Manage- 
ment 

Executive  Officers 

Contract  Policy 

Finance 

Management  Audit 

Management 
Information 

Personnel 

Planning 

Policy  Research 

Public  Relations 

Total  Expense 

Net  Income 
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Exhibit  7.6 


ILLUSTRATION  OF  THE  RELATIONSHIPS  AMONG  ACCOMMODATION 
CAPITAL  VOTES  AND  REVOLVING  FUNDS 


CAPITAL  VOTE,  PUBLIC  WORKS 
CASH  COSTS 


Land  Costs 


Professional  Fees 


Construction  Costs 

Purchase  and  Lease-purchase 
Costs 

TO  BE  VOTED  $ 


NON-CASH  COSTS  DURING  CONSTRUCTION 


Interest 

Insurance 

Grants  in  Lieu  of  Taxes 

TOTAL  COSTS 


CAPITAL  VOTES  OF  OTHER  DEPARTMENTS 


Professional  Fees 


Construction  Costs 


BUILDING  OPERATIONS  REVOLVING  FUND 


RENTAL  REVENUE 


Rental  charges  to  OGD  at  rates  approved 
by  the  Treasury  Board  (fair  market  values) 


CASH  COSTS 


Realty  Management  Fees 


Rent  for  Leased  Buildings 
Cleaning 

-  Public  Utilities,  etc. 

NON-CASH  COSTS 
Depreciation 
Interest 
Insurance 

-  Grants  in  Lieu  of  Taxes 


ACCOMMODATION  MANAGEMENT 
AND  PROFESSIONAL  SERVICES 
REVOLVING  FUND 


INCOME 


Professional  Fees  from  the 
Capital  Vote 

Professional  Fees  from  other 
Government  Departments 

Realty  Management  Fees  from 
Building  Operations  Revolving 
Fund 


TOTAL  INCOME 
EXPENSE 


-     Departmental  Administration 

Professional  and  Technical 
Services  Program 


TOTAL  EXPENSE  * 


Would  not  include  any  payments  made 
to  third  parties  that  were  a  direct 
expense  of  the  Building  Operations 
Revolving  Fund 
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7.60  The  proposed  system  would  make  the  Department  of  Public  Works 
truly  revenue  dependent.  Assuming  continued  inflation,  the  Building  Operations 
Revolving  Fund  would  likely  become  profitable  in  time  since  its  revenue  would  be 
based  on  current  market  value,  while  the  capital  portion  of  its  costs  would  remain 
constant  for  existing  buildings.  The  separate  Accommodation  Management  and 
Professional  Services  Revolving  Fund,  to  which  most  departmental  costs  would  be 
charged,  would  have  to  keep  its  costs  within  the  revenue  generated  from  market 
determined  fee  schedules.  The  existence  of  two  revolving  funds  would  prevent 
inefficiencies  in  the  latter  operation  being  offset  by  inflation-induced  excess 
revenues  in  the  Building  Operations  Revolving  Fund. 

7.61  There  is,  of  course,  a  danger  under  revenue  dependency  that  the 
Department,  if  faced  with  a  deficit,  might  attempt  to  reduce  costs  by  reducing 
the  quality  of  its  services.  However,  it  can  also  choose  to  contract  out  its 
services  for  the  same  fees  as  it  earns.  The  revenue  dependency  concept  allows 
this  type  of  latitude. 

7.62  The  concept  of  two  revolving  funds  is  the  key  to  providing  adequate 
accountability.  If  charges  to  departments  are  based  on  market  values,  they  should 
not  complain  about  being  charged  for  the  quantity  and  quality  of  the  services  they 
demand.  Public  Works,  at  the  same  time,  can  be  held  fully  accountable  for  the 
efficiency  and  effectiveness  of  the  common  services  it  provides.  Levels  of 
spending  by  the  Department  that  exceed  revenues  would  have  to  be  justified  in 
terms  of  special  costs  unique  to  government.  Excess  costs  due  to  inefficiency 
should  prompt  consideration  of  more  efficient  ways  of  providing  services  or  a 
greater  use  of  the  private  sector. 

Conclusion 

7.63  There  is  little  doubt  that  objections  will  be  raised  to  the  proposals  we 
have  advanced;  objections  based  on  the  notion  that  all  the  fundamental  benefits  of 
improved  disclosure  and  better  accountability  for  the  costs  of  accommodation, 
can  be  achieved  without  the  necessity  of  the  ultimate  step  of  actually  charging 
departments  for  the  space  they  occupy.  Theoretically  there  is  some  truth  in  such 
a  position;  a  truth  that  would  be  acceptable  to  this  Office  if  we  were  able  to 
discover  evidence  that,  during  the  long  and  protracted  debate,  such  improvement 
had  been  made.  The  opposite  is  the  case.  The  tentative  first  steps,  taken  in  1962, 
of  showing  even  notional  costs  of  accommodation  by  department  have  since  been 
abandoned.  The  history  of  this  issue  is  clear  evidence  of  the  fact  that  the  actual 
levying  of  charges  for  accommodation  is  the  key  that  will  unlock  the  door  to  other 
needed  improvements.  The  proposals  we  have  advanced  are  designed  to  give 
Parliament  a  better  understanding  of  the  full  costs  of  all  departmental  programs 
as  well  as  an  improved  means  of  assessing  the  efficiency  and  effectiveness  of 
Public  Works  as  a  provider  of  common  services. 

7.6^  Subsequent    to    the    completion    of    our    study,    the   Standing    Senate 

Committee  on  National  Finance  released  its  exhaustive  report  on  the  Accom- 
modation Program  of  the  Department  of  Public  Works.  We  are  gratified  that  our 
two  Reports  advocate  essentially  the  same  things. 
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8 
DEPARTMENTAL  COMPTROLLERS 

8.1  In  my  1976  annual  Report,  I  reported  that: 

"...  in  my  judgment,  the  two  actions  at  the  central  level  of 
government  of  establishing  the  position  of  Comptroller  General  and 
appointing  to  it  the  right  person  are  of  paramount  importance  in 
achieving  the  ultimate  objective  of  sound  financial  control  throughout 
government,  they  should  be  paralleled  eventually  in  every  department, 
agency  and  Crown  corporation  that  is  accountable  to  the  Government 
and  to  Parliament  for  the  effective  and  efficient  management  and 
control  of  public  funds." 


8.2  These   two  actions   have   been   taken.      The   position  of   Comptroller 

General  has  been  established  and  a  person  with  outstanding  qualifications  has  been 
appointed  as  the  first  incumbent.  These  moves  should  have  significant  impact  in 
achieving  sound  financial  control  throughout  government. 


8.3  The    parallel    action    required    in   departments,   agencies    and    Crown 

corporations  has  not  yet  been  widely  acted  upon.  We  also  reported  last  year  that 
the  President  of  the  Treasury  Board  elaborated  on  government  policy  by  stating 
that,  in  almost  every  case,  the  senior  departmental  financial  officer  should  report 
directly  to  the  deputy  head  or  equivalent.  In  addition,  we  suggested  that  such 
officers  should  preferably  be  designated  as  the  Comptroller  (in  combination,  if 
appropriate,  with  another  designation  such  as  Assistant  Deputy  Minister  in 
departments  or  Vice-President  in  Crown  corporations)  and  should  have  prescribed 
authorities  that  are  fully  commensurate  with  their  key  duties  and  responsibilities. 


8.4  These    views    are    supported    by    the    conclusions    of    the    Standing 

Committee  on  Public  Accounts,  which  stated  in  paragraph  7  of  its  Third  Report 
dated  3une  29,  1978: 

"(a)  a  senior  full-time  financial  officer  is  required  and  should  report 
directly  to  the  head  of  the  organization  and  should  be  a  full-time 
member  of  the  management  committee  in  order  that  financial 
management  takes  its  proper  place  in  the  decision-making  process. 

(b)  stronger  financial  direction  and  leadership  are  required  of  senior 
financial  officers  in  departments,  agencies  and  corporations  to  ensure 
that  the  quality  of  financial  administration  throughout  the  organiza- 
tion is  maintained  at  an  acceptable  level." 
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Conditions  Prerequisite  to  the  Effective  Functioning 
of  Departmental  Comptrollers 

8.5  Our   last    year's   Report    re-emphasized   our   recommendation   on   the 

conditions  that  should  exist  if  Departmental  Comptrollers  are  to  play  the  role 
envisaged  for  them.   That  Report,  in  paragraph  8.33,  stated: 

"To  function  effectively,  the  senior  departmental  officer  responsible 
for  financial  management  and  control  in  departments  and  agencies 
must: 

have  the  financial  function  as  his  main  concern; 

report  directly  to  the  deputy  head  and  be  a  member  of  the  senior 
management  committee;  and 

have  the  training,  experience  and  range  of  responsibilities  to  act 
as  the  deputy  head's  adviser  on  financial  management  and  control 
concerns  and  to  provide  the  necessary  leadership  to  all  staff  with 
financial  responsibilities  in  the  department." 


8.6  The    recommendation    seeks    to    establish    firmly    the    organizational 

conditions  necessary  for  ensuring  that  the  system  of  financial  administration 
within  each  agency  and  department  meets  the  needs  of  the  head  of  each  agency 
and  department,  the  senior  program  staff  and  the  central  agencies. 


8.7  The  audit   findings   of   this   Office   and   actions   reported  in  updated 

responses  to  the  Financial  Management  and  Control  Study  recommendations  to 
individual  departments,  agencies  and  Crown  corporations  indicate  some  progress 
in  bringing  about  the  required  changes.  However,  our  position  in  this  regard  is 
still  not  universally  understood  and  accepted.  This  lack  of  progress  is  unfortunate, 
since  it  tends  to  retard  the  development  of  effective  departmental  systems  of 
financial  management  and  control.  Thus,  it  may  be  helpful  in  this  connection  to 
expand  in  summary  form  on  the  conditions  outlined  in  paragraph  8.5. 


8.8  The  first   condition  outlined  above  is  that  the  Departmental  Comp- 

troller should  have  the  financial  function  as  his  main  concern.  Where  the  financial 
function  is  one  of  many  diverse  functions  of  a  senior  administrative  officer,  the 
possibility  exists  that  adequate  time  and  attention  will  not  be  devoted  to  finance. 
Under  this  type  of  arrangement,  not  only  may  the  senior  administrative  officer 
lack  the  time  to  exercise  his  control  responsibilities  adequately,  but  managers  of 
the  organization  may  perceive  the  role  of  finance  to  be  one  of  service  only.  In 
these  cases,  communication  of  concerns  over  control  weaknesses  may  not  be  given 
appropriate  priority.  In  large  organizations,  financial  management  should  be  the 
Departmental  Comptroller's  sole  responsibility.  In  smaller  or  less  complex 
organizations,  he  may  be  able  to  devote  some  time  and  attention  to  administrative 
duties,  but  these  should  not  detract  from  his  financial  control  responsibilities. 
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8.9  The  second  point  above  is  that  the  Departmental  Comptroller  should 

report  directly  to  the  deputy  head  and  be  a  member  of  the  senior  management 
committee.  In  most  large-scale  enterprises,  the  role  of  the  senior  financial 
officer  consists  of  a  complex  and  difficult  blend  of  responsibilities  involving  the 
provision  of  advice  and  financial  services  to  all  levels  of  management  while  also 
ensuring,  on  behalf  of  top  management,  that  adequate  financial  controls  exist 
throughout  the  organization.  In  many  government  departments  and  agencies,  the 
control  aspect  of  the  senior  financial  officer's  function  has  been  subordinated  to 
the  service  aspect.  Thus,  for  the  foreseeable  future,  it  will  be  necessary  to  place 
much  greater  emphasis  on  this  officer's  control  responsibilities.  This  will  require 
strong  support  from  the  department  or  agency  deputy  head  and  is  one  of  the 
principal  reasons  we  are  recommending  that  there  should  be  a  direct  reporting 
relationship  between  the  Departmental  Comptroller  and  the  department  or  agency 
deputy  head. 


8.10  This  relationship  would  also  give  adequate  recognition  to  the  organiza- 

tional arrangements  necessary  for  effective  communication  of  financial  advice 
and  control  concerns  to  the  deputy  head  and  senior  management.  The  President  of 
the  Treasury  Board,  the  Honourable  Robert  Andras,  expressed  agreement  with  this 
principle  in  a  House  of  Commons  debate  on  December  9,  1976. 


8.11  The  third  condition  for  the  Departmental  Comptroller  to  function 
effectively  is  that  he  should  have  the  training,  experience  and  range  of 
responsibilities  to  act  as  the  deputy  head's  adviser  on  financial  management  and 
control  concerns  and  to  provide  the  necessary  leadership  to  all  staff  with  financial 
responsibilities  in  the  department.  Financial  management  expertise  and 
experience  are  required  to  ensure  that  the  myriad  of  financial  management  and 
related  issues  are  handled  effectively  and  that  sound  advice  is  provided  to  the 
deputy  head  and  senior  management.  Professional  accounting  training  is  normally 
considered  the  most  appropriate  method  of  acquiring  the  necessary  degree  of 
specialized  accounting  knowledge.  This  knowledge  can  then  be  expanded  over  the 
years  through  experience  in  progressively  more  responsible  positions  involving  the 
direction  of  financial  management  and  control  functions. 

Responsibilities  of  the  Departmental  Comptroller 

8.12  To  provide  effective  advice  and  financial  leadership,  the  role  of  the 
Departmental  Comptroller  should  encompass  a  broad  range  of  responsibilities. 
Our  1975  Report  summarized  these  as  follows: 

"Senior  departmental  financial  officers  ought  to  be  given  responsibility 


for: 


providing  budgetary,  accounting  and  financial  reporting  services; 

ensuring  that  adequate  financial  controls  exist  over  all  assets  and 
financial  transactions; 
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advising  and  supporting  deputy  heads  and  their  staff  in  all 
matters  pertaining  to  financial  management  and  control; 

developing,  monitoring  and  controlling  budgetary  allocations 
through  analysis  of  financial  reports  and  ensuring  the  adequacy 
of  the  systems  used  in  their  preparation;  and 

furnishing  technical  direction  and  guidance  to  all  personnel 
within  departments  responsible  for  these  duties.  " 


8.13  The    Financial    Management   and   Control   Study   revealed   that   both 

financial  officers  and  program  managers  hold  a  narrow  perception  of  the  scope  of 
responsibilities  of  financial  officers.  For  Departmental  Comptrollers  to  undertake 
effectively  the  broad  responsibilities  outlined  in  the  previous  paragraph,  there 
must  be  active  acceptance  by  deputy  heads  and  senior  managers  of  the  need  for 
greater  accountability  for  public  funds  and  the  vital  role  of  their  senior  financial 
officers  in  assisting  them  to  exercise  this  accountability. 

8.1*  Departmental  Comptrollers  should  be  actively  involved  in  designing 

and  evaluating  the  adequacy  of  financial  management  and  control  systems,  even  in 
areas  where  others  are  responsible  for  operation  of  these  systems.  This  is  not 
meant  to  diminish  the  responsibility  or  authority  of  other  managers;  rather,  it 
seeks  to  ensure  that  the  systems  and  procedures,  designed  to  serve  their  needs, 
include  the  financial  control  features  required  to  ensure  the  reliability  and 
integrity  of  financial  data  and  the  safeguarding  of  the  assets  entrusted  to  their 
care. 

Relationships  of  the  Departmental  Comptroller 

8.15  The  suggestion  that  the  title  of  Departmental  Comptroller  should  be 

used  for  the  senior  financial  officer  in  a  department  emphasizes  the  uniquely 
important  role  of  this  key  individual  in  developing  and  maintaining  effective 
systems  of  financial  management  and  control  and  serving  as  the  principal  adviser 
to  the  deputy  head  on  all  financial  matters.  There  appears  to  be  some  confusion 
surrounding  the  use  of  this  title.  This  may,  in  part,  be  due  to  an  erroneous 
comparison  with  the  role  of  the  former  Comptroller  of  the  Treasury,  whose 
function  was  discontinued  some  years  ago,  or  to  a  comparison  with  positions 
carrying  a  similar  title  in  various  industrial  and  commercial  firms. 


8.16  To  correct  any  impressions  of  this  nature  that  may  still  exist,  it  may 

be  helpful  to  clarify  the  relationships  that  we  envisage  between  the  Departmental 
Comptroller,  his  deputy  head  and  the  Comptroller  General.  As  stated  previously, 
he  should  have  a  direct  reporting  relationship  to  his  deputy  head  in  providing  the 
advice  and  financial  services  discussed  earlier  in  this  section.  He  should  also  have 
a  functional  relationship  with  the  Comptroller  General.  These  would  be 
complementary  rather  than  conflicting  relationships,  designed  to  ensure  that  the 
department's  system  of  financial  management  and  control  meets  both  its  needs 
and  those  of  the  central  agencies. 
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8.17  The    functional    relationship    between    senior    departmental    financial 

officers  and  the  Financial  Administration  Branch  of  the  Treasury  Board  has  been 
the  subject  of  considerable  discussion,  but  no  guidance  has  yet  been  forthcoming. 
The  appointment  of  the  Comptroller  General  should  provide  the  impetus  needed  to 
develop  these  functional  relationships,  which  we  suggest  should  take  the  form  of 
advice  and  guidance  from  the  Comptroller  General  and  his  senior  staff,  as 
required,  on  such  matters  as: 

the  most  effective  organizational  arrangement  for  the  financial 
function  in  a  given  department; 

the  selection,  training  and  career  development  of  financial  staff; 

the  appropriateness  of  departmental  budgetary  control,  financial 
reporting  and  financial  control  systems;  and 

interpretation    of    regulations,    directives    and    guidelines    with 
financial  implications  issued  by  central  agencies. 


8.18  This    list    is    included    to    illustrate    the    nature    of    the    functional 

relationships  that  should  exist  between  the  Comptroller  General  and  the 
Departmental  Comptrollers.  It  should  not,  however,  be  construed  as  an  exhaustive 
list  of  such  relationships. 


8.19  In  summary,  the  Departmental  Comptroller,  as  a  key  member  of  the 

most  senior  management  group,  should  be  the  individual  to  whom  his  managerial 
colleagues  would  look  for  guidance  on  all  financial  matters.  He  would  be  the  one 
best  qualified  by  training  and  experience  to  provide  this  advice  and  to  provide  the 
systems  and  controls  appropriate  to  the  scale  and  complexity  of  the  programs 
administered  by  departmental  managers  at  all  levels. 


Organizational  Concerns  Requiring  Further  Study 

8.20  The  Financial   Management  and   Control   Study   identified  and  made 

recommendations  to  correct  a  number  of  deficiencies  in  the  organization  of  the 
financial  function  within  departments  and  agencies.  Our  continuing  work  in  this 
area  emphasizes  the  need  to  deal  with  a  number  of  organizational  concerns 
centering  around  the  Departmental  Comptroller's  role  and  responsibilities  in  the 
areas  of: 

long-range  planning; 

developing  Program  Forecasts; 

designing    and    evaluating     the    control    components    of    large 
financial  operating  systems  including  their  computerized  aspects; 
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developing  and  operating  management  control  systems,  including 
those  relating  to  efficiency  and  effectiveness  measurement  and 
to  project  reporting; 

determining  the  contents  of  departmental  Estimates  and  Public 
Accounts;  and 

reviewing  service  and  core  program  costs  on  a  regular  basis. 


8.21  Many   of   these   areas   require  interaction  and  co-operation  between 

financial  staff  and  program  managers.  It  is  essential  that  Departmental 
Comptrollers  play  an  active  role  in  these  matters  so  deputy  heads  can  be  satisfied 
that  financial  management  concerns  have  been  properly  addressed  and  all 
alternatives  have  been  fully  explored  and  evaluated.  A  number  of  factors, 
including  the  extent  of  the  decentralization  and  complexity  of  a  department's 
operations,  can  affect  the  nature  of  the  involvement  and  the  degree  of 
responsibility  such  officers  assume.  These  issues  will  require  further  study  before 
specific  recommendations  can  be  made  on  how  they  should  be  dealt  with  in 
relation  to  individual  departments. 


8.22  At   the   same    time,   a   number    of    fundamental   issues   are   involved 

concerning  the  extent  to  which  a  Departmental  Comptroller,  as  a  senior  staff 
adviser  to  his  Deputy  Minister,  should  become  involved  in  matters  that  in  some 
departments  at  least,  have  traditionally  been  considered  the  responsibility  of 
others.  I  believe  these  are  matters  on  which  they  need  the  support  and  guidance 
of  the  Comptroller  General  and  which,  therefore,  should  be  addressed  by  his 
Office  as  early  as  possible. 


8.23  Should  any  further  clarification  of  the  views  expressed  in  this  Chapter 

be  required,  the  importance  of  the  subject  suggests  that  the  deputy  head 
concerned  should  initiate  discussions  on  the  matter  with  the  Comptroller  General 
as  a  priority  matter.  Our  Office  stands  ready  to  provide  any  further  information 
desired  on  this  vital  subject  by  the  deputy  head,  the  Comptroller  General  or,  of 
course,  by  the  Standing  Committee  on  Public  Accounts. 
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9 
CONTRACTING  PROCEDURES 


Introduction 

9.1  In  1976  we  initiated  a  special  study  of  the  practices  followed  across 

government  in  entering  into  and  administering  contracts.  The  objective  was  to 
determine  whether  contracting  arrangements  for  construction  and  for  the 
acquisition  of  goods  and  services  are  entered  into  with  appropriate  authority  and 
with  due  regard  for  economy  in  the  spending  of  public  funds  and  are  consistently 
administered  in  compliance  with  all  relevant  statutes,  regulations,  policies, 
directives  and  guidelines.  We  performed  an  examination  and  review  to  determine 
the  adequacy  of  departmental  internal  control  systems  and  procedures  regarding 
the  contracting  process,  from  the  preliminary  request  through  the  procurement 
activity  to  the  final  payment.  We  examined  a  representative  sample  of  contracts 
to  determine  the  degree  of  adherence  to  internal  control  systems  and  procedures. 
The  examinations  were  carried  out  at  the  Departments  of  Communications, 
Consumer  and  Corporate  Affairs,  Environment,  National  Defence,  Post  Office, 
Public  Works,  Secretary  of  State  of  Canada,  Supply  and  Services  and  at  Defence 
Construction  (1951)  Limited. 


9.2  The  study  was  completed  during  1977-78  and  reports  were  issued  to 

each  department  and  Crown  corporation  detailing  our  observations  and  recom- 
mendations. In  this  Chapter  we  present  a  general  report  on  multi-departmental  or 
government-wide  issues  that  emerged  in  the  course  of  our  review.  This  is 
followed  by  condensed  reports,  highlighting  points  of  interest  and  observations  on 
contracting  in  the  departments  and  the  Crown  corporation  examined  during  1976- 
77  and  1977-78. 


Government-Wide  Issues 

9.3  Competitive  tendering.   Section  8  of  the  Government  Contracts  Regu- 

lations requires  that  tenders  be  invited  before  entry  into  contract  except  where 
the  need  is  one  of  pressing  emergency,  estimated  expenditure  does  not  exceed 
$15,000,  it  is  not  in  the  public  interest  to  invite  tenders,  or  only  one  person  is 
capable  of  performing  the  contract.  This  provision  reflects  the  basic  procurement 
policy  of  the  Government,  which  is  to  best  satisfy  specific  program  requirements 
and  use  the  competitive  process  wherever  feasible  to  achieve  the  basic  objectives 
of  best  value  and  fairness  in  the  expenditure  of  public  funds. 

9A  The  value  of  contracts  awarded  on  an  exception  basis  is  greater  than 

that  of  contracts  awarded  competitively  for  most  types  of  government  procure- 
ment.     At   the   Department   of   Supply   and   Services,   for   example,   of    181,941 
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contracts  valued  at  $2,788  million  placed  during  1976-77  for  which  the  selection 
method  is  identified  in  its  contract  information  system,  89,659  contracts  totalling 
$1,821  million  are  categorized  as  sole  source,  selected  source  or  no  substitute. 


9.5  In  the  absence  of  competitive  tenders,  there  is  not  the  same  assurance 

that  the  Crown  has  achieved  the  objective  of  best  value  in  awarding  a  contract. 
Fairness  is  not  defined  in  the  policy  and  guidelines  on  Contracting  in  the 
Government  of  Canada  but  is  considered  to  be  reflected  in  the  policy  statement 
that  within  the  limits  of  practicability,  all  qualified  firms  shall  have  an  equal 
opportunity  to  compete  for  government  contracts.  The  statistics  quoted  above  for 
the  Department  of  Supply  and  Services  and  findings  in  other  departments  indicate 
that  the  opportunity  for  formal  competition  does  not  exist  for  a  significant 
portion  of  government  procurement.  In  addition,  there  is  not  always  evidence  of 
adequate  justification  for  exceptions  in  accordance  with  Section  8  of  the 
Regulations  where  selection  is  not  made  competitively.  Although  a  degree  of 
competition  may  exist  for  much  of  that  procurement,  there  is  no  assurance  of 
fairness  where  formal,  open  competitive  procedures  are  not  used. 


9.6  The  Treasury  Board  and  all  departmental  contract  approval  authorities 

should  ensure  that  submissions  for  approval  to  enter  into  a  contract  give  some 
details  of  the  basis  on  which  the  contractor  was  selected.  Where  the  selection 
was  not  made  competitively,  the  submission  should  clearly  state  the  relevant  part 
of  Section  8  of  the  Government  Contracts  Regulations  under  which  the  exception 
is  requested  and  the  particular  circumstances  justifying  the  inclusion  of  the 
proposal  in  that  category  of  exception. 


9.7  Pricing  and  payment  terms.   In    setting   the    terms   and   conditions   of 

contracts,  departments  are  responsible  for  ensuring  that  the  Crown's  interests  are 
adequately  protected,  that  the  method  of  pricing  employed  is  the  one  most 
appropriate  to  ensure  best  value  and  effective  cost  control  and  that  the  terms  and 
conditions  are  consistent  with  all  applicable  statutes  and  regulations.  Where 
mutually  satisfactory  firm  prices  cannot  be  established  or  the  procurement  lies  in 
a  field  where  the  practice  is  not  to  quote  firm  prices,  a  variety  of  other  pricing 
methods  are  used.  There  are  often  problems  associated  with  the  use  of  these 
other  methods. 


9.8  With  fixed-time  rate  and  cost-plus  pricing  methods,  there  is  often  no 

incentive  for  the  contractor  to  control  his  costs;  indeed,  there  may  be  a  positive 
incentive  for  him  to  maximize  hours  spent  or  costs  incurred.  To  achieve  some 
measure  of  cost  control  under  these  pricing  methods  the  contract  should  provide 
for  monitoring  the  time  spent  and  costs  incurred  relative  to  the  progress  of  the  work 
and  for  comparing  actual  performance  to  pre-determined  target  levels.  As  such 
contracts  usually  provide  for  progress  payments,  a  cost  control  regime  can  be 
incorporated  into  the  payment  approval  process.  Provisions  for  cost  control  are 
not  always  included  in  contracts;  where  they  are  included,  they  are  not  always 
integrated  with  the  payment  provisions. 
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9.9  In  approving  proposals  to  enter  into  contract,  the  Treasury  Board  is  not 

usually  informed  of  significant  details  in  the  proposed  contract  and  so  may  not 
become  aware  of  deficiencies  in  the  terms  and  conditions. 


9.10  Contracts  employing  fixed-time  rate  and  cost-plus  pricing  methods 

should  contain  appropriate  cost  control  provisions  integrated  with  the  payment 
terms. 


9.11  For  contracts  requiring  its  approval,  the  Treasury  Board  should  be 

made  aware  of  significant  terms  and  conditions. 


9.12  Approval  authority.    The  Government  Contracts  Regulations  establish 

dollar  limits  beyond  which  the  approval  of  the  Treasury  Board  is  required  to  enter 
into  or  amend  contracts.  Instances  were  noted  at  the  Department  of  Public  Works 
and  at  Defence  Construction  (1951)  Limited  where,  because  of  a  perceived 
urgency,  contractors  were  instructed  to  begin  work  before  Treasury  Board 
approval  was  received.  At  departmental  approval  levels,  more  frequent  instances 
were  noted  at  these  and  other  departments  where  work  was  started,  and  in  some 
cases  completed,  before  departmental  approval  was  obtained  and  a  contract 
signed. 


9.13  When  circumstances  require  work  to  begin  before  entry  into  a  formal 

contractual  arrangement,  the  instructions  to  the  contractor  should  be  in  writing 
and  should  include  a  statement  of  the  work  to  be  performed  before  formal 
approval  is  obtained  and  an  interim  pricing  basis,  payment  terms  and  financial 
limitation.  Where  the  required  financial  limitation  is  in  excess  of  the 
department's  approval  authority,  Treasury  Board  approval  should  be  obtained  for 
the  action  taken. 


9.1  k  Departmental  delegations  of  authority.    The   Guide  on   Financial  Ad- 

ministration contains  the  guidelines  to  be  followed  in  delegating  financial  signing 
authorities  and  the  directives  departments  must  observe  in  this  regard.  There 
were  significant  deficiencies  in  some  departmental  systems  for  delegating  and 
documenting  signing  authorities.  In  the  Department  of  Public  Works,  such 
deficiencies  resulted  in  contracts  being  amended  without  appropriate  authority 
and  in  a  lack  of  documentation  of  the  exercise  of  authority.  In  the  Department  of 
Supply  and  Services,  numerous  instances  were  noted  of  improper  redelegation  to 
subordinates  of  signing  authorities  by  incumbents  of  positions. 


9.15  Departmental  financial   manuals  should  give  clear  direction  on  the 

proper  procedures  to  be  followed  in  documenting  both  the  delegation  of  signing 
authorities  and  the  exercise  of  such  authorities. 
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9.16  Commitment  authority.    No  contract  may  be  entered  into  or  have  any 

force  or  effect  unless  a  certificate  as  to  the  availability  of  funds  has  been  given 
pursuant  to  Section  25  of  the  Financial  Administration  Act.  This  Section  also 
requires  that  a  record  be  kept  of  all  commitments. 


9.17  A  number  of  instances  were  noted  of  contracts  being  entered  into  or 

amended  without  prior  certification  of  the  availability  of  funds.  Where  contract 
expenditures  were  expected  to  extend  over  more  than  one  fiscal  year,  the 
certifications  did  not  always  distinguish  between  the  amount  available  from 
current  year  appropriations  and  the  amount  to  be  provided  in  subsequent  years.  In 
some  cases  certifications  were  given  without  reference  to  a  stated  dollar  value  or 
any  financial  limitation. 


9.18  In   some   departments    examined,   commitment    control   records   and 

procedures  were  not  adequate  to  ensure  that  departments'  contractual  commit- 
ments were  properly  reflected. 


9.19  Appropriate  procedures  to  record  and  control  contract  commitments 
should  be  implemented  and  enforced. 

9.20  Payment  of  contractors*  accounts.  Systems  for  processing  payments 
on  contractors'  accounts  must,  like  all  payment  processing  systems,  satisfy  the 
requirements  relating  to  certification  for  payment  under  Section  26  and  spending 
authority  under  Section  27  of  the  Financial  Administration  Act  as  well  as  the 
Account  Verification  and  Payment  Requisition  Regulations.  There  were  some 
weaknesses  in  design  or  operation  of  these  systems  in  all  departments  examined. 
As  a  result  of  these  weaknesses,  payments  were  made: 

for  which  all  requisite  authorities  were  not  obtained; 

that  did  not  conform  to  the  terms  of  the  contract; 

that  exceeded  the  financial  limitations  of  the  contract; 

for   which  there  was  not  adequate  evidence  of  the  receipt  of 
goods  or  services  or  the  performance  of  work; 

for    which    all    essential    items    of    documentation    were    not 
obtained; 

which    resulted   in   the   overpayment   or    duplicate   payment   of 
accounts; 

which  were  not  properly  certified  under  Section  27  of  the  Act; 
and 

for  which  there  was  no  evidence  that  the  required  verification 
had  been  performed. 
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9.21  Spending   and  payment   authorities   should   be    exercised  only   when 

payments  are  in  accordance  with  contract  terms  and  conditions  and  after  evidence 
that  account  verification  procedures  have  been  thoroughly  applied. 


9.22  Recommendations   aimed   at   correcting   the   above   deficiencies  and 

other  weaknesses  identified  during  the  study  have  been  included  in  the  individual 
reports  to  the  departments  and  the  Crown  corporation  and  are  summarized  in  the 
remainder  of  this  Chapter.  We  have  been  advised  that,  in  most  cases,  corrective 
action  has  been  taken  or  is  being  implemented.  Follow-up  to  ensure  the 
effectiveness  of  corrective  action  taken  will  be  carried  out  as  part  of  our  ongoing 
audit  activities. 


Communications 

9.23  A  study  at  the  Department  of  Communications  was  performed  during 

1976-77  and  1977-78.  Forty-four  contracts  totalling  $2.8  million  were  examined 
to  determine  the  effectiveness  and  adequacy  of  contracting  procedures  and 
controls. 


9.24  A    departmental    directive    issued    in    March    1976    designated    the 

Contract  Review  Board  as  the  departmental  authority  for  contract  approval 
originating  within  the  Department.  The  Contract  Review  Board  is  composed  of 
the  Deputy  Minister  and  Assistant  Deputy  Ministers,  the  Directors  General  of 
Personnel  and  Administration  and  of  Financial  Services  and  Program  Review. 


9.25  In  general,  our  study  did  not  reveal  major  weaknesses  in  laid-down 

procedures  and  controls.  The  deficiencies  noted  were  the  result  of  non-adherence 
to  these  procedures  and  controls  as  well  as  a  lack  of  clear  direction  in  the 
departmental  directive  on  contract  administration.  The  deficiencies  have  been 
communicated  to  the  Department  and  steps  were  taken  to  resolve  the  weaknesses 
referred  to  below. 


9.26  Financial  signing  authority.    Commitment    certification    pursuant    to 

Section  25  of  the  Financial  Administration  Act  and  authority  to  initiate  an 
expenditure  are  required  from  authorized  officers  before  entry  into  a  contract. 
We  noted  that  this  type  of  authority  was  being  exercised  for  computer  services  by 
departmental  officers  who  were  not,  in  all  cases,  authorized  to  do  so. 


9.27  Financial   signing  authority    for   requisitions  for  computer  services 

should  be  exercised  only  by  officers  with  the  appropriate  delegated  authority  and 
it  should  be  the  responsibility  of  the  Accounting  Services  Section  to  ensure  that 
this  is  the  case. 
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9.28  Administration  of  contract  requests.     A   departmental   directive   sets 

out  the  procedures  for  processing  contract  requests  including  Contract  Review 
Board  approval  and  completion  of  departmental  checklists. 


9.29  Departmental   requirements   for   contract  electronic  data  processing 

services  are  being  referred  to  Computer  Services,  but  are  not  being  presented  to 
the  Contract  Review  Board  for  approval  and  departmental  checklists  are  not  being 
completed.  Furthermore,  the  departmental  directive  does  not  provide  direction 
for  processing  amendments  to  contracts. 


9.30  Contract  proposals  for  electronic  data  processing  services  should  be 

referred  to  the  Contract  Review  Board  for  approval  and  the  checklists  called  for 
by  departmental  policy  should  be  completed. 


9.31  The  departmental  directive  should  provide  direction  for  processing 

amendments  to  contracts. 


9.32  Sole  source  selection.    The  Treasury  Board  Policy  and  Guidelines  on 

Contracting  in  the  Government  of  Canada  provide  for  the  allocation  of 
responsibility  between  client  departments  and  common  service  agencies  calling 
for  quotation  on  contracts.  They  specify  that  "the  overall  contracting  phase"  is 
the  responsibility  of  the  Department  of  Supply  and  Services.  The  Policy  and 
Guidelines  state  the  circumstances  and  conditions  under  which  departments  may 
request  entry  into  sole  source  procurement. 


9.33  In   a  few   instances,   departmental  requests  did  not  duly  record  the 

justification  for  or  properly  justify  sole  source  procurement  in  accordance  with 
the  Treasury  Board  Policy  and  Guidelines. 


9.34  All   sole   source   procurement   contract  requests  should  be  properly 

justified  and  such  justifications  recorded. 


Consumer  and  Corporate  Affairs 

9.35  We  evaluated  the  procedures  that  the  Department  of  Consumer  and 

Corporate  Affairs  is  using  in  contracting  for  supplies  and  services.  In  February 
and  March  1977,  we  examined  17  contracts  totalling  $400,000  to  verify  the 
effectiveness  of  procedures  and  controls.  The  weaknesses  found  in  the 
Department's  management  of  contracting  were  attributable  generally  to  a  lack  of 
adherence  to  contracting  guidelines.  The  results  of  the  study  were  presented  to 
the  Department  and  our  recommendations  for  remedial  action  have  been 
accepted. 
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9.36  Research  and  development  contracts.     The    Treasury    Board's     guide- 

lines, issued  in  April  1977,  concerning  contracting  out  the  government's 
requirements  in  science  and  technology,  state  that  the  Science  Centre  of  the 
Department  of  Supply  and  Services  is  responsible  for  all  contracting.  These 
guidelines  have  not  been  incorporated  into  the  Department's  financial  administra- 
tion manual. 


9.37  The  Department's  Product  Safety  Branch  entered  into  a  number  of 

contracts  involving  research  of  a  scientific  nature  without  having  the  Science 
Centre  arrange  the  contracting. 


9.38  The  Department's  financial  administration  manual  should  direct  that 

science  and  technology  requirements  be  referred  to  the  Science  Centre  of  the 
Department  of  Supply  and  Services  for  procurement. 


9.39  The  guidelines  governing  these  government  contracting  policies  and 

procedures  should  be  incorporated  in  the  Department's  financial  administration 
manual. 


9.40  Sole  source  contracts.    In  a  number  of  cases  it  was  observed  that  bids 

were  not  invited  when  it  was  decided  by  the  contracting  authority  that  only  one 
source  was  available  without  seeking  the  professional  advice  provided  by  the 
Department  of  Supply  and  Services.  While  we  are  in  general  agreement  with  a 
departmental  study  which  recommends  that  the  contracting  authority  seek  advice 
from  professionals  within  the  Department  on  possible  contract  sources,  the 
professional  contracting  facilities  of  the  Department  of  Supply  and  Services 
provide  a  much  broader  base  from  which  to  invite  contracts  on  a  competitive 
basis. 


9.41  Procedures  should  be  implemented  to  ensure  that  sole  source  contracts 

are  entered  into  only  after  having  sought  the  advice  of  the  Department  of  Supply 
and  Services. 


9.42  Oral  arrangements.  Senior    officers    of    the    Department    have,    on 

occasion,  entered  into  oral  arrangements  with  contractors  directing  them  to 
proceed  with  assignments  before  notifying  the  Finance  and  Administrative 
Directorate  of  the  contractual  arrangements  or  obtaining  certification  of  the 
availability  of  funds  as  required  by  Section  25  of  the  Financial  Administration 
Act. 


9.43  When  circumstances  require  work  to  begin  before  entry  into  a  formal 

contractual  arrangement,  the  instructions  to  the  contractor  should  be  in  writing 
and  should  include  a  statement  of  the  work  to  be  performed  before  formal 
approval  is  obtained  and  an  interim  pricing  basis,  payment  terms  and  financial 
limitation. 
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9.44  Contract  controls.    The  Finance  and  Administrative  Directorate  of  the 

Department  has  promoted  the  use  of  certain  standard  clauses  in  contracts  to 
protect  the  Department's  interest  and  strengthen  contracting  practices.  In  many 
contracts,  "required  clauses"  have  not  been  included.  Also,  modifications  of  the 
standard  clauses  are  not  communicated  to  the  Directorate  to  ensure  the 
Department's  interests  are  adequately  safeguarded. 


9.45  Where  there  is  a  departure  from  using  the  Department's  standard 
contract  form  or  there  is  a  deviation  from  the  "required  clauses"  listed  in  the 
financial  directives,  the  exceptions  and  variations  should  be  referred  to  the  Legal 
Branch  before  the  contract  is  submitted  to  the  Finance  and  Administration 
Directorate  for  processing. 

Defence  Construction  (1951)  Limited 

9.46  Defence  Construction  (1951)  Limited  was  incorporated  in  1951  to 
contract  for  major  military  construction  and  maintenance  projects  required  by  the 
Department  of  National  Defence.  The  Corporation's  principal  functions  in  the 
field  of  construction  management  are  to  obtain  tenders,  either  make  recom- 
mendations regarding  proposed  awards  or  make  the  award  themselves,  and  then 
administer  approved  contracts. 


9.47  Our  examination  during  1977-78  included  a  review  and  evaluation  of 

the  procedures  followed  in  the  awarding  and  administration  of  construction, 
maintenance  and  service  contracts.  We  reviewed  a  selection  of  139  contracts 
with  a  total  value  of  $1,300  million  at  the  Corporation's  Ottawa  Headquarters. 


9.48  In    general,   the    Corporation's    contracting    is    well    organized    and 

effective.  The  weaknesses  found  in  some  areas  were  attributable  to  a  lack  of 
clearly  defined  policies  and  procedures  and  a  failure,  in  some  respects,  to  adhere 
to  legislative  and  regulatory  requirements. 


9.49  Competitive  tendering.    It  was  noted  that,  where  closing  dates  were 

extended,  there  was  no  evidence  on  file  that  the  facts  of  each  case  had  been 
presented  fully  and  no  evidence  of  extension  approval. 


9.50  In  some  cases  where  contract  quotations  exceed  funds  approved  for  the 

project,  the  Department  of  National  Defence  may  change  the  specifications  and 
request  a  revised  price.  If  the  change  is  substantial,  at  least  the  three  lowest 
tenderers  are  requested  by  the  Corporation  to  submit  revised  prices.  On  lesser 
changes,  the  Corporation  exercises  judgment  on  whether  only  the  lowest  tenderer 
be  requested  to  submit  a  revised  price.  The  Corporation  has  no  clearly 
formulated,  written  policy  to  ensure  that  tenderers  are  consistently  and  fairly 
treated  and  that  the  economic  benefits  of  competition  are  realized. 
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9.51  The    Corporation's    Administration    and    Procedures    Manual    should 

include  policies  and  guidelines  respecting: 

the  extension  of  tender  closing  dates; 

mandatory  information  on  tenders;  and 

retendering  where  plans  or  specifications  are  changed  before 
award  of  contract. 


9.52  Award  of  consulting  contracts.     The  Corporation  has  no  written  policy 

and  procedures  for  selecting  consulting  contractors  or  architectural,  engineering 
and  survey  services.  The  manner  in  which  consulting  contractors  are  selected  by 
the  Corporation  does  not  give  all  qualified  firms  an  equal  opportunity  to  compete 
and  does  not  comply  with  Section  8  of  the  Government  Contracts  Regulations. 
There  is  no  assurance  that  contracting  is  conducted  in  a  manner  that  reflects 
fairness  in  the  spending  of  public  funds. 


9.53  The  Corporation  should  develop  written  procedures  for  the  selection  of 

consultants  based  on  Section  8  of  the  Government  Contracts  Regulations  and  the 
guidelines  provided  by  the  Treasury  Board. 


9.54  It  was  noted  on  some  files  that  the  contract  demand  and  the  contract 

were  dated  subsequent  to  the  contractor's  invoices  for  the  completed  work.  Two 
cases  were  noted  where  the  design  consultants  were  instructed  to  begin  work 
before  the  Corporation  obtained  the  requisite  Treasury  Board  approval  to 
contract.  The  formal  agreements  in  each  case  contained  a  clause  providing  for 
the  earlier  effective  date  of  the  work. 


9.55  When  circumstances  require  work  to  begin  before  entry  into  a  formal 

contractual  arrangement,  the  instructions  to  the  contractor  should  be  in  writing 
and  should  include  a  statement  of  work  to  be  performed,  before  formal  approval  is 
obtained,  and  an  interim  pricing  basis,  payment  terms  and  financial  limitation. 
Where  the  required  financial  limitation  is  in  excess  of  the  Corporation's  authority, 
Treasury  Board  approval  should  be  obtained  to  issue  instructions  to  the  contractor. 


9.56  Pricing  and  payment  terms.    Appropriate  cost   control   provisions  are 

not  always  included  in  contracts;  where  they  are  included,  they  are  not  always 
integrated  with  the  payment  provisions.  Cost  control  provisions  become 
particularly  important  where  a  fixed-time  rate  pricing  method  is  used. 


9.57  The  Corporation  should  maximize  the  opportunity  for  effective  cost 

control  by  incorporating  cost  control  provisions  into  the  payment  terms. 
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9.58  Payment  of  contractors'  accounts.     An  examination  of  the  procedures 

and  documentation  employed  in  processing  payments  disclosed  a  lack  of 
compliance  with  regulations  and  internal  control  procedures.  For  example,  it  was 
noted  that  signatures  do  not  appear  on  the  cheque  requisition  forms  and  the 
certification  required  by  Section  26  of  the  Financial  Administration  Act  is  not 
performed  by  a  financial  officer. 


9.59  Procedures  for  processing  payments  of  contractors'  accounts  should  be 

revised  to  conform  to  legislative  and  regulatory  requirements  and  to  improve 
financial  control. 


Environment 

9.60  Our  review  and  evaluation  of  the  procedures  and  practices  followed  by 

the  Department  of  the  Environment  in  the  letting  of  contracts  covered  1976- 
77.  We  examined  a  selection  of  211  contracts  with  a  total  value  of 
$6.3  million.  The  study  was  carried  out  at  the  Headquarters  offices  of  Fisheries 
and  Marine  Service,  Environment  Management  Service,  Atmospheric  Environment 
Service  and  the  Administration  Program.  As  well,  the  Environmental  Protection 
Service  and  Environmental  Management  Service  of  the  Western  and  Northern 
Regional  Office  were  included.  In  each  of  the  locations  tested,  there  were  a 
number  of  weaknesses  found  in  the  system  of  internal  control  over  contract 
expenditures. 


9.61  The  results  of  the  review  were  reported  to  the  Department.    We  have 

received  departmental  responses  for  all  of  the  specific  observations  raised  in  our 
report.  Evidence  provided  to  us  indicates  that  departmental  Headquarters  is 
seriously  attempting  to  correct  the  cited  weaknesses  in  internal  control.  The 
more  significant  findings  are  reported  below. 


9.62  Improper  payments  on  contracts.  We  found  examples  of  payments 
made  on  contracts  for  goods  not  covered  by  the  contracts,  payments  without 
proper  authority  for  the  expenditures,  payments  for  services  performed  after  the 
contract  expired  and  payments  for  expenses  claimed  without  supporting  evidence. 
As  an  example  of  the  last  situation,  on  one  six-year  contract  totalling  $517,000, 
quarterly  payments  were  made  without  the  Department  requiring  the  recipient  to 
account  for  the  expenditures.  In  this  case,  we  have  been  informed  that  an  annual 
statement  accounting  for  expenditures  is  now  obtained. 

9.63  In  order  to  correct  the  above  deficiencies,  the  Department  should 
ensure  that  no  payment  is  made  against  a  contract: 

unless  authorized  by  the  terms  of  the  contract; 

for  any  period  after  the  expiration  date;  and 

unless  supported  by  appropriate  evidence. 
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9.6k  Requisitions  issued  after  work  performed.     In  a  number  of  instances, 

we  noted  that  work  under  contract  had  been  performed  and  billed  to  the 
Department  before  the  requisition  had  been  issued  and  the  contract  let. 

9.65  When  circumstances  require  work  to  begin  before  entry  into  a  formal 

contractual  arrangement,  the  instructions  to  the  contractor  should  be  in  writing 
and  should  include  a  statement  of  the  work  to  be  performed  before  formal 
approval  is  obtained  and  an  interim  pricing  basis,  payment  terms  and  financial 
limitation. 


9.66  Failure  to  audit  service  contract  costs.      Though    some    service    con- 

tracts provide  for  an  audit  clause,  no  audits  of  such  contracts  had  been  performed 
in  the  cases  we  examined. 


9.67  To  ensure  that  contract  billings  include  only  proper  charges,  audits 

should  be  carried  out  periodically.  In  each  instance  where  an  audit  would  not 
otherwise  be  made,  a  responsible  officer  should  review  the  file  and  satisfy  himself 
that  the  circumstances  do  not  warrant  conducting  an  audit. 


9.68  Other  internal  control  weaknesses.    Our  study  disclosed  the  following 

examples  of  other  weaknesses  relating  to  payments  on  contracts: 

lack  of  evidence  of  pre-audit; 

lack  of  cancellation  of  original  supporting  documents; 

expenditures  charged  to  the  wrong  fiscal  year;  and 

inadequate  control  over  signing  authorities. 


9.69  A    memorandum    outlining    general    requirements    of    pre-audit,    and 

addressing  each  of  the  above  issues,  was  issued  by  the  Assistant  Deputy  Minister, 
Planning  and  Finance,  to  Senior  Assistant  and  Assistant  Deputy  Ministers  and  the 
Directors  of  Administration. 


National  Defence 

9.70  During  1977-78  we  performed  a  review  in  the  Department  of  National 

Defence  of  the  financial  policy,  records  and  procedures  on  contracting.  We 
examined  a  sample  of  35  contracts  with  a  value  of  $5  million  at  several  units  at 
National  Headquarters  and  further  sampies  at  the  Canadian  Forces  Bases  Comox 
and  Moose  Jaw. 
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9.71  As  a  result  of  our  examinations,  we  are  of  the  opinion  that  control  of 

contracting  and  compliance  with  contracting  regulations  and  other  requirements 
of  the  Government  of  Canada  are  generally  satisfactory,  although  some 
significant  deficiencies  in  procedures  were  noted,  as  outlined  in  the  paragraphs 
that  follow.  These  have  been  reported  to  the  Department  and  steps  have  been 
taken  to  resolve  them. 


9.72  Commitment  control.   Commitment   control    was   being  exercised  at 

the  management  account  level  rather  than  at  the  project  level,  which  is  the  level 
required  in  order  to  provide  the  information  necessary  for  issuing  commitment 
certificates  under  Section  25  of  the  Financial  Administration  Act.  Several 
projects  had  been  over -committed  at  the  project  level,  but  there  were  no  over- 
commitments at  the  management  account  level.  Departmental  policy  now 
requires  the  control  to  be  exercised  at  the  project  level. 


9.73  The  Department  should  maintain  commitment  control  at  the  project 

level. 


9.7k  Expenditure  control.  Certain  employees  at  National  Defence  Head- 

quarters units  whose  signing  authority  under  Section  26  of  the  Financial 
Administration  Act  is  limited  to  $50,000  per  account,  as  specified  in  a 
departmental  financial  directive,  had  been  signing  cheque  requisitions  regardless 
of  the  amount.  The  units  have  now  been  directed  to  comply  with  the  requirements 
of  the  directive. 


9.75  The  limitations  set  out  in  the  departmental  financial  directive  should 

be  adhered  to. 


9.76  Officers  signing  under  Section  26  of  the  Financial  Administration  Act 

were  giving  a  certificate  that  all  verification  procedures  required  by  the  Account 
Verification  and  Payment  Requisition  Regulations  had  been  carried  out  without 
the  benefit  of: 

certain  of  the  procedures  required  by  the  Regulations  (Sections  5 
and  7)  having  been  incorporated  into  the  Department's  instruc- 
tions applicable  to  this  area; 

documented  evidence  indicating  that  all  the  steps  of  the  account 
verification  process  had  been  carried  out;  and 

specimen  signature  cards  for  verification  of  signatures  given 
under  Section  27  of  the  Financial  Administration  Act,  which  in 
some  instances,  were  either  missing,  outdated  or  incomplete. 
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9.77  The  departmental  financial  directive  should  be  amended  to  include  all 

verification  procedures  required  by  the  Account  Verification  and  Payment 
Requisition  Regulations.  Further,  all  specimen  signature  cards  should  be 
maintained  on  a  current  basis. 


9.78  Advertising  contracts.    The  Department  entered  into  certain  contracts 

for  advertising  services  for  recruiting  military  personnel  without  inviting  tenders 
as  required  by  Government  Contracts  Regulations. 


9.79  The  Department  should  adhere  to  the  Government  Contracts  Regula- 

tions. 


Post  Office 

9.80  In    1977-78,   we  carried  out   a  review  and  evaluation  of  procedures 

followed  in  the  award  and  administration  of  contracts  in  the  Post  Office 
Department  at  Headquarters,  three  district  offices  and  two  mail  processing 
plants.  A  selection  of  67  contracts  with  a  value  of  $132  million  was  examined. 
The  deficiencies  found  have  been  reported  to  the  Department  and  steps  are  being 
taken  to  resolve  the  matters  referred  to  in  the  following  summary. 


9.81  Contract  splitting  and  renewals.    Contracts  were  entered  into  where 

the  contract  amount  was  split  into  a  series  of  smaller  contracts  which  fell  below 
the  level  requiring  Treasury  Board  approval.  Examples  were  noted  where 
contracts  had  expired  but  additional  services  were  provided  without  the  contracts 
being  formally  renewed  and  Treasury  Board  authority  being  obtained. 


9.82  All  officers  involved  in  the  contracting  process  should  be  instructed 
that  authority  limits  set  by  the  Treasury  Board  must  not  be  circumvented  by 
splitting  similar  departmental  requirements  that  could  normally  be  covered  by  one 
contract  into  a  series  of  smaller  contracts.  In  addition,  proper  procedures  should 
be  put  in  place  for  the  renewal  of  contracts  before  their  expiry  dates  and  to 
ensure  that  Treasury  Board  authority  is  obtained  where  necessary. 

9.83  Internal  financial  controls.  Weaknesses  in  financial  control  over  pay- 
ments on  contracts  were  identified  in  spending  and  payment  authorities  and  in 
processing  Department  of  Supply  and  Services  (DSS)  billings.  The  Post  Office 
Financial  Management  Manual  does  not  clearly  define  the  responsibilities  of  the 
managers  to  perform  the  account  verification  procedures  required  by  the  Account 
Verification  and  Payment  Requisition  Regulations  before  exercising  spending  and 
payment  authority  under  Sections  26  and  27  of  the  Financial  Administration  Act. 
Some  responsibility  centre  managers  were  not  performing  account  verification 
procedures. 
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9.8^  Invoices  covering  purchases  of  DSS  store  items  and  fees  for  services  as 

purchasing  agent  are  often  processed  without  responsibility  centre  approval. 
Related  billings  are  not  verified  to  the  rates  and  prices  published  by  DSS  and 
there  is  not  a  complete  matching  with  receiving  reports. 


9.85  The  Post  Office  Financial  Management  Manual  should  be  amended  to 

delineate  clearly  the  responsibilities  of  officers  exercising  spending  and  payment 
authority.  Also,  billings  by  the  Department  of  Supply  and  Services  should  be 
verified  with  the  rates  and  prices  published  by  that  Department  and,  as  required, 
completely  matched  with  receiving  reports. 


Public  Works 

9.86  Our  examination  of  the  Department  of  Public  Works  included  a  review 

and  evaluation  of  controls  in  six  regional  offices  and  five  district  offices  of  the 
Department.  We  examined  181  construction  contracts,  non-construction  contracts 
and  consultants1  agreements  with  a  total  value  of  $512  million. 


9.87  Our    review    showed    that    there    is    a    need    for    clarification    and 

standardization  of  policies,  revisions  of  existing  documents  and  closer  adherence 
to  statutes,  regulations  and  directives. 


9.88  Delegation  of  financial  signing  authority.  The     Index    of     Authorities 

maintained  by  the  Department  does  not  clearly  define  the  four  authorities,  i.e., 
approval,  implementation,  certification  and  signing  authority  which  are  used  in 
the  processing  of  contracting  documents.  It  is  not  possible  to  determine  from  a 
signature  on  a  document  which  authority  is  being  exercised.  The  Department  has 
now  instituted  a  new  manual  of  delegated  authorities. 


9.89  The  definitions  in  the  Index  of  Authorities  should  be  clarified  and 

amended  so  as  to  remove  any  inconsistencies  and  to  indicate  whether  any  or  all 
authorities  are  required  and  how  the  required  authorities  are  to  be  evidenced. 


9.90  Appointment  of  consultants  and  tendering.  The   Policy  and  Guidelines 

on  Contracting  in  the  Government  of  Canada  states  that:  "Within  the  limits  of 
practicability,  all  qualified  firms  shall  have  an  equal  opportunity  to  compete  for 
government  contracts".  It  was  found  that  tenders  or  proposals  are  not  always 
being  invited  for  agreements  for  architectural,  engineering  or  other  similar 
services  in  accordance  with  these  policies  and  guidelines. 


9.91  The   Department  should  develop  written  policies  and  procedures  to 

substantiate  reasons  for  not  inviting  tenders  in  the  selection  of  architects  and 
engineers  as  required  by  the  Government  Contracts  Regulations. 
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9.92  Account  verification  and  payment.  The  procedures  in  the  Depart- 
ment's Financial  Management  Manual  and  the  instructions  contained  in  ancillary 
departmental  procedures  are  not  sufficiently  clear  to  ensure  that  change  orders 
are  properly  authorized  before  payments  are  made.  These  include  examining 
change  orders  for  authorized  signatures  and  ensuring  that  the  proper  Treasury 
Board  authority  has  been  obtained  if  the  change  order  results  in  a  contract 
increase  in  excess  of  $250,000. 

9.93  Individuals  with  spending  authority  in  the  National  Capital  Region  are 
not  obtaining  all  supporting  documentation  necessary  for  the  account  verification 
process.  We  noted  instances  where  contractors'  accounts  were  certified  and 
processed  for  payment  without  the  required  Treasury  Board  authority,  as  well  as 
several  other  financial  control  exceptions. 

9.9*  The  Department  should  amend  its  Financial  Management  Manual  to 

ensure  that  the  detailed  procedures  for  processing  payments  on  contracts  are 
clearly  set  out  as  required  by  the  Account  Verification  and  Payment  Requisition 
Regulations  and  the  Financial  Administration  Act.  Officers  who  have  been 
delegated  spending  and  payment  authority  should  be  kept  aware  of  their  financial 
responsibilities  and  the  procedures  that  must  be  followed  in  the  verification  of 
contractors'  accounts  before  their  payment. 

9.95  Materiel  at  construction  sites.  The  Management  Fee  Contract  used  by 
the  Department  of  Public  Works  is  not  consistent  with  the  Surplus  Crown  Assets 
Act,  R.S.,  c.  S-20,  because  it  permits  ownership  of  materiel,  plant,  tools  and  other 
items  that  become  surplus  at  construction  sites  to  be  transferred  to  the 
contractor  instead  of  reporting  them  to  the  Minister  of  Supply  and  Services  who  is 
responsible  for  the  disposal  of  such  items. 

9.96  The  Department  should  amend  the  provisions  in  the  Management  Fee 
Contract  to  conform  to  the  requirements  of  the  Surplus  Crown  Assets  Act  and 
contractors  should  be  required  to  account  for  all  materiel,  plant,  tools  and  other 
items  during  and  until  completion  of  the  contract  when  custody  reverts  to  the 
Department  for  disposal  under  the  Surplus  Crown  Assets  Act. 


Secretary  of  State  of  Canada 

9.97  In  1977-78  we  performed  a  review  and  evaluation  of  the  procedures 

followed  by  the  Department  of  the  Secretary  of  State  of  Canada  in  awarding  and 
administering  contracts.  To  verify  the  effectiveness  of  these  procedures,  we 
reviewed  54  contracts  with  a  total  value  of  $1.7  million.  These  were  selected 
from  contracts  that  had  been  entered  into  during  the  12-month  period  ended 
September  30,  1976,  and  covered  a  cross  section  of  the  Department's  programs 
and  divisions  in  Ottawa  and  one  district  office.  The  deficiencies  found  have  been 
reported  to  the  Department.  The  following  summary  identifies  the  specific 
weaknesses  noted.  The  Department  is  currently  restructuring  its  total  commit- 
ment control  system  and  is  taking  steps  to  resolve  the  other  weaknesses  referred 
to  below. 
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9.98  Commitment  control.    The   commitment   control   record   system  does 

not  provide  program  and  responsibility  centre  managers  with  timely  and  reliable 
data  on  the  total  undischarged  commitments  within  their  budgets.  Contract 
commitments  were  posted  or  coded  incorrectly,  or  were  not  always  entered  in  the 
commitment  accounting  records.  Month-end  commitment  and  expenditure  data 
entered  into  the  memorandum  system  were  not  recorded  in  the  financial  reporting 
system  until  the  following  month. 


9.99  Instructions  should  be  issued  to  ensure  that  all  contract  commitments 

are  recorded  in  the  commitment  control  records. 


9.100  The   contract   commitment   control   system  should  be  structured  to 

accommodate    the   needs   of  program   and  responsibility   centre   managers  and 
provide  them  with  commitment  data  on  a  regular  basis. 


9.101  Inputs  to  the  contract  commitment  control  system  and  the  processing 
of  that  information  to  the  financial  reporting  system  should  be  reviewed  and 
revised  to  minimize  errors  and  omissions  and  improve  the  quality  of  control  and 
timeliness  of  the  monthly  reports. 

9.102  Oral  arrangements.  Departmental  officers  have  entered  into  oral 
arrangements  under  which  contractors  were  directed  to  proceed  with  work  before 
the  contracts  were  documented  and  signed. 


9.103  When  circumstances  require  work  to  begin  before  entry  into  a  formal 

contractual  arrangement,  the  instructions  to  the  contractor  should  be  in  writing 
and  should  include  a  statement  of  the  work  to  be  performed  before  formal 
approval  is  obtained  and  an  interim  pricing  basis,  payment  terms  and  financial 
limitation. 


9.10^  Financial  authorities.    Approval  and  certification  of  payments  under 

Section  27  of  the  Financial  Administration  Act  was  sometimes  made  by  officers 
without  delegated  authority  or  without  satisfactory  evidence  as  to  the  receipt  of 
goods  or  rendering  of  services.  In  some  cases  progress  or  advance  payments  were 
made  which  did  not  meet  the  conditions  of  the  contracts. 


9.105  The  Finance  Directorate  should  ensure  that  contract  progress  pay- 

ments are  made  only  where  contract  conditions  have  been  met  and  that  officers 
issuing  certificates  under  Section  27  of  the  Financial  Administration  Act  have 
been  delegated  the  authority  to  do  so  under  the  Government  Contracts 
Regulations. 
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9.106  A  review  should  be  made  of  the  Materiel  Division's  Policy  and  Control 

Section's  receiving  practices  to  ensure  that  satisfactory  written  evidence  of  the 
receipt  of  goods  or  services  under  contracts  is  obtained  from  departmental 
receiving  points  before  exercising  spending  authority  under  Section  27  of  the 
Financial  Administration  Act. 


9.107  Departmental    copies    of   cheque   requisitions   relating   to   contracts 

should  bear  evidence  that  officers  with  duly  delegated  authority  have  approved 
the  payment  under  Section  26  of  the  Financial  Administration  Act. 


9.108  Control  of  Receiver  General  cheques.    Our  examination  disclosed  that 

Receiver  General  cheques  totalling  $174,394  were  returned  to  program  officers  or 
responsibility  areas  participating  in  the  negotiation  of  the  contracts,  to  be 
forwarded  on  to  the  contractors  concerned.  In  the  majority  of  cases  no 
explanations  were  advanced  to  support  the  reasons  for  returning  these  cheques  to 
the  program  areas. 


9.109  Receiver    General    cheques   payable    to    contractors   should   not    be 

returned  to  program  or  responsibility  centre  managers  requisitioning  the  cheques, 
except  where  there  is  no  alternative,  and  only  when  exemption  from  the 
internal  control  mechanisms  described  in  the  Treasury  Board  Directive  can  be 
justified  and  proper  controls  exercised. 


Supply  and  Services 

9.110  The  Department  of  Supply  and  Services  (DSS)  was  created  in  1969  as  a 

common  service  agency  responsible  for,  among  other  things,  the  acquisition  of 
goods  and  services  for  government  departments  and  agencies.  In  carrying  out  this 
responsibility,  Supply  Administration,  in  1976-77,  placed  281,920  contracts  with  an 
aggregate  value  of  $2,800  million. 


9.111  In    1977-78,  our  review  and  evaluation  of  contracting  procedures  in 

Supply  Administration  was  carried  out  at  each  product  centre  in  Ottawa  and  at  all 
regional  supply  offices  across  Canada.  We  examined  a  selection  of  780  contract 
files  with  a  total  value  of    $1,100  million. 


9.112  In   general,    contracting   arrangements   in   Supply   Administration   are 

entered  into  with  due  regard  for  economy.  There  are,  nevertheless,  areas  where 
economies  could  be  effected  and  where  administrative  efficiency  and  control  over 
payments  could  be  improved.  These  are  summarized  in  the  paragraphs  that 
follow. 
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9.113  Competitive  tendering.  Early  delivery  dates  specified  by  customer 
departments  and  other  constraints  frequently  result  in  non-competitive  contract 
negotiations. 

9.1 14  Contracts  for  goods  or  services  which  might  reasonably  be  expected  to 
be  awarded  on  a  competitive  basis  but  which  are  awarded  without  competition,  for 
whatever  reasons,  should  be  identified  during  the  approval  process  and  analysed  so 
efforts  to  maximize  competition  can  be  concentrated  on  those  areas  likely  to  be 
most  productive. 


9.115  To    guard    against    possible    interruptions    of    supply,    contracts    are 

sometimes  issued  to  both  the  lowest  and  next  lowest  tenderers.  In  two  instances 
noted  in  our  review,  the  risk  that  this  practice  was  intended  to  obviate  was  not 
clearly  defined. 


9.116  Any  deviation  from  normal  procurement  practice  should  be  authorized 
only  where  risk  has  been  defined  and  an  analysis  of  alternatives  has  shown 
the  suggested  procedure  to  provide  the  best  value  in  the  circumstance. 

9.117  Standing  offers.  Master  standing  offers  may  be  used  by  customer 
departments  and  agencies  to  requisition  directly  from  suppliers  at  established 
prices  without  service  charge  from  DSS.  Alternatively,  a  departmental  standing 
offer  requires  customer  departments  and  agencies  to  requisition  through  DSS. 
Requisitions  against  a  departmental  standing  offer  become  the  basis  for  a  DSS 
service  charge  to  their  customers  and  would  also  appear  to  require  additional 
administrative  effort.  The  Department  advises  that  a  rationalization  study  is 
under  way. 

9.118  A  policy  and  guidelines  on  appropriate  use  of  standing  offers  need  to 
be  developed  with  particular  attention  given  to  departmental  standing  offers. 

9.119  The  rate  structure  for  billing  customer  departments  for  the  cost  of 
services  does  not  reflect  the  Department's  actual  costs  in  handling  very  low  dollar 
value  purchases.  The  rate  structure  may  encourage  customers  to  place 
requirements  less  than  $100  through  Supply  Administration  with  consequent 
increased  administrative  costs.  The  position  of  the  Department  of  Supply  and 
Services  is  to  provide  service  at  the  lowest  total  cost  to  Government. 


9.120  An  examination  of  Supply  Administration's  costing  and  billing  proce- 

dure should  be   made  to  establish  a  rate  structure  so  charges  for  purchasing 
services  will  reflect  the  costs  incurred. 
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9.121  Pricing  and  payment  terms.   Appropriate    cost   control   provisions   are 

not  always  included  in  contracts;  where  they  are  included,  they  are  not  always 
integrated  with  the  payment  provisions.  Cost  control  provisions  become 
particularly  important  where  fixed-time  rate  or  cost-plus  pricing  methods  are 
used. 


9.122  The  Department  should  maximize  the  opportunity  for  effective  cost 

control  by  incorporating  cost  control  provisions  into  the  payment  terms. 


9.123  Certification  of  funds  available.   The  wording  on  the  requisition  used 

by  customer  departments  requesting  DSS  to  procure  goods  or  services  is  not 
sufficiently  explicit  to  constitute  unequivocal  evidence  that  all  the  necessary 
certifications  required  by  Section  25(1)  of  the  Financial  Administration  Act  and  by 
the  Appropriation  Acts  have  been  given.  The  Department  is  in  the  process  of 
introducing  a  revised  requisition  on  a  trial  basis. 


9.124  The   wording   of   the  signed  authorization  statement  should  clearly 

specify  that  all  necessary  certifications  required  by  law  have  been  given  before 
proceeding  with  entry  into  a  contract. 


9.125  The  Department's  customer  manual  provides  for  entering  into  con- 

tracts in  excess  of  the  funds  provided  for  on  a  requisition,  within  specified  limits. 
This  practice  is  contrary  to  the  requirements  of  Section  25  of  the  Financial 
Administration  Act. 


9.126  All  departments  and  agencies  should  be  made  aware  of  the  importance 
of  indicating  on  a  requisition  when  the  estimated  costs  provided  for  on  that 
requisition  are  not  to  be  exceeded. 

9.127  Requisitions  under  $2  million  do  not  detail  the  funding  provided  by 
fiscal  year  for  goods  or  services  for  which  payment  will  extend  over  more  than 
one  year. 


9.128  Where  acquisitions  are  to  be  funded  from  appropriations  to  be  provided 

over  two  or  more  fiscal  years,  the  requisition  should  be  revised  to  require  a 
customer  department  or  agency  to  specify  the  planned  expenditure  by  fiscal  year. 


9.129  Approval  and  signing  authorities.   In    the    absence    of    incumbents    of 

positions  with  contract  approval  or  signing  authority,  subordinates  sometimes 
approved  or  signed  contracts  on  an  acting  basis  without  proper  authority.  The 
Interim  Supply  Policy  Manual  of  the  Department  does  not  define  what  constitutes 
a  "proper"  designation  of  persons  authorized  to  carry  out  the  duties  of  a  position 
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in  the  absence  of  the  incumbent.   The  Manual  does  not  provide  instructions  for  the 
filing  and  retention  of  copies  of  designations  for  audit  purposes. 


9.130  The  Manual  should  define  what  constitutes  "proper"  designation  and 

provide  for  the  filing  and  retention  of  designations  of  authorized  persons. 


9.131  The    Department's   Interim    Supply   Policy    Manual   requires  that   the 

exercise  of  approval  authority  be  evidenced  by  a  request  outlining  and  justifying 
the  proposed  contractual  action.  Contrary  to  the  Department's  policy,  such  a 
request  is  not  always  completed  for  contracts  and  amendments  submitted  for 
approval  below  the  division  chief  level. 


9.132  The  exercise  of  approval  authority    at  all  approval  levels  should  be 

evidenced  in  accordance  with  departmental  policy. 


9.133  Depending  on  the  required  approval  authority  level  and  the  originating 

product  centre,  the  approval  authority  may  see  a  typed  copy  of  the  proposed 
contract,  a  draft  of  the  proposed  contract  or  only  the  submission  to  enter  into  a 
contract.  Including  a  typed  master  of  the  proposed  contract  would  reduce  the 
amount  of  detail  required  in  the  contract  submission,  subject  the  master  contract 
to  the  quality  control  checks  and  provide  more  complete  information  to  the 
approval  authority. 


9.13^  A  typed  master  of  the  proposed  contract  should  be  submitted  to  the 

approval  authority. 


9.135  Other  control  weaknesses.  An  examination  of  the  procedures  and 
documentation  employed  in  processing  payments  on  contracts  disclosed  weak- 
nesses in  compliance  with  regulations  and  in  internal  control: 

clerks  certifying  under  Section  27  of  the  Financial  Administra- 
tion Act  were  either  not  qualified  by  virtue  of  position  or  were 
supervised  by  a  person  signing  under  Section  26; 

supporting  documents  did  not  routinely  accompany  invoices;  and 

responsibility  centre  managers  were  responsible  for  the  receiving, 
verification  of  accounts  and  cheque  preparation  functions  which 
is  contrary  to  Section  k  of  the  Account  Verification  and  Payment 
Requisition  Regulations. 

9.136  Procedures  for  processing  payments  in  the  Supply  Administration 
should  be  revised  to  conform  to  legislative  and  regulatory  requirements  and  to 
improve  financial  control. 
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10 
COMPUTER-BASED  FINANCIAL  SYSTEMS 


Introduction 

10.1  In    August     1976    the    Audit    Office    initiated    a    government-wide 

Computer  and  Information  Systems  Evaluation  (CAISE)  Study  to  review  and 
evaluate  in  depth  the  controls  pertaining  to  electronic  data  processing  (EDP)  in 
the  Federal  Government.  The  results  were  reported  in  Parts  3,  k,  5  and  6  of  the 
1977  Report. 


10.2  This  Chapter  reports  on  the  status  of  the  CAISE  Study  recommen- 

dations that  have  not  yet  been  fully  implemented.  Each  recommendation  is  shown 
in  italics,  identified  by  the  paragraph  number  in  the  1977  Report  and  followed  by 
the  present  status  of  its  implementation. 


10.3  In   general,   the   recommendations   have   been    well    received    by   the 

Treasury  Board  Secretariat  and  the  Office  of  the  Comptroller  General  and  the 
departments  to  which  they  were  directed.  Progress  in  implementing  them  has 
been  slow,  due  to  the  complex  and  time-consuming  nature  of  the  implementation 
process. 


Report  by  the  Standing  Committee  on  Public  Accounts 

10.*  The  Standing  Committee  on  Public  Accounts  held  six  meetings  on  the 

CAISE  Study  findings  and  reported  on  those  meetings  in  its  Third  Report  to  the 
House  of  Commons.  (See  Appendix  E  in  this  Report  for  the  full  text  of  the 
Third  Report).   The  Committee  found  that  there  is  a  need  for: 

"  (a)      more  effective  management  of  EDP  and  control  procedures 
at  the  departmental  level; 

(b)  the  Treasury  Board  Secretariat  to  provide  directives, 
standards  and  a  strengthened  monitoring  process  in  order  to 
achieve  consistency  throughout  government; 

(c)  improved  security  to  protect  equipment,  programmes,  and 
the  classification  of  information  both  within  the  govern- 
ment and  within  the  private  sector  contracting  to  the 
government;  and 

(d)  more  involvement  of  financial  personnel  in  the  develop- 
ment, operation,  and  audit  of  EDP  financial  systems." 
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10.5  The  Committee  further  reported  that  the  Treasury  Board  Secretariat 

and  the  departments  basically  support  our  recommendations  and  that  steps  have 
been  taken  to  implement  them.  We  have  followed  up  the  implementation  process 
in  our  1977-78  audit  examinations  and  report,  in  the  paragraphs  that  follow,  on 
those  not  fully  implemented  as  of  3une  30,  1978. 


Management  Control  over  EDP  Resources 

10.6  The  T^Asary  Board  Secretariat  should  perform  effective  monitoring 

and  evaluation  of  all  major  EDP  development  projects.   (1977  Report  -  paragraph 
4.15) 


10.7  The  Treasury  Board  Guide  on  EDP  Administration,  as  revised  subse- 

quent to  the  CAISE  Study,  includes  provision  for  the  Treasury  Board  Secretariat  to 
select  periodically  significant  projects  for  monitoring.  The  Secretariat  has  also 
established  procedures  covering  the  selection  and  monitoring  of  particular 
systems.  However,  in  our  view,  the  Secretariat's  Information  Systems  Division 
still  lacks  the  resources  needed  to  carry  out  its  monitoring  effectively. 


10.8  Proposed  revisions  to  the  Treasury  Board  Guide  on  Financial  Adminis- 

tration call  for  involvement  by  the  Office  of  the  Comptroller  General  in 
monitoring  EDP  development  projects  as  well  as  on-going  EDP  systems  of  a 
financial  nature  for  compliance  with  Treasury  Board  directives  and  guidelines. 


EDP  Security 

10.9  Security  standards  and  related  procedures  should  be  developed, 
published  and  enforced  to: 

provide  for  the  classification  of  data,  including  information  on 
individuals,  in  appropriate  categories;  and 

establish  the  level  of  security  required  for  each  category  of 
data.   (1977  Report  -  paragraph  4.17) 

10.10  During  the  last  year,  the  Security  Advisory  Committee,  through  its 
associated  groups  (the  Interdepartmental  Computer  Security  Panel,  the  Security 
Policy  Under  Review  Secretariat  and  the  Royal  Canadian  Mounted  Police  Security 
Evaluation  and  Inspection  Team),  initiated  discussion  papers  as  well  as  suggestions 
for  Cabinet  directives  relating  to  the  establishment  of  a  classification  level  for 
"sensitive"  information.  The  proposed  policy  and  associated  directives  are 
currently  under  review  by  the  Solicitor  General  and  a  decision  is  expected  shortly 
on  a  Cabinet  directive  to  classify  data  in  this  area. 
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10.11  Furthermore,  the  RCMP  is  currently  drafting  security  standards  to 

coincide  with  the  anticipated  new  Cabinet  directives.  The  draft  standards  have 
not  yet  been  made  available  for  review.  The  present  plan  is  to  issue  them  as  part 
of,  or  as  an  addendum  to,  the  Treasury  Board  Guide  on  EDP  Administration. 


10.12  Immediate  consideration  should  be  given  to  implementing  compensat- 

ing control  measures  sufficient  for  ensuring  that  the  security  level  of  information 
processed  at  private  sector  computer  service  bureaux  is  not  compromised,  or  to 
removing  all  classified  information  from  those  bureaux  which  have  not  been 
cleared  to  an  appropriate  security  level.   (1977  Report  -  paragraph  4.20) 


10.13  "Interim  Security  Guidelines  for  Procurement  of  EDP  Services  from 

the  Private  Sector"  were  issued  in  July  1978  by  the  Department  of  Supply  and 
Services.   We  will  review  these  guidelines  in  the  course  of  our  work. 


Controls  over  Financial  Information  Processed  by  Computers 

10.1*  Departments  should  clearly  define  the  specific  roles  and  responsibil- 

ities of  departmental  financial  and  data  processing  personnel  for  controls,  and 
should  ensure  active  participation  by  financial  personnel  in  the  specification, 
design  and  testing  of  computer  systems  and  related  controls.  (1977  Report  -  para- 
graph 5.8) 


10.15  At   present   the  Office  of   the   Comptroller  General  is  revising  two 

chapters  of  the  Treasury  Board  Guide  on  Financial  Administration,  which  address 
this  recommendation. 


10.16  Through   the   use  of  suitable  training  programs,  financial  and  EDP 

personnel  should  be  educated  in  their  respective  roles  and  responsibilities 
concerning  controls  in  the  development  and  on-going  operation  of  computer 
systems.   (1977  Report  -  paragraph  5.9) 


10.17  Significant  progress  can  not  be  made  in  this  area  until  the  roles  and 

responsibilities  have  been  specified  in  sufficient  detail.  This  is  currently  being 
addressed  as  a  pilot  project  by  a  department  in  consultation  with  the  Office  of  the 
Comptroller  General.  The  Office  of  the  Comptroller  General  is  also  evaluating 
various  training  courses  that  could  be  used  for  this  purpose. 


10.18  The    Treasury   Board   Guide   on   Financial   Administration  should  be 

revised  to  include  specific  control  standards  and  procedures  for  all  financial 
information  processed  by  computer  systems  and  provision  for  effective  monitoring 
of  departmental  compliance  with  these  standards  and  procedures.  (1977  Report  - 
paragraph  5.10) 
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10.19  Proposed  revisions  of  the  Treasury  Board  Guide  on  Financial  Adminis- 

tration include  the  specific  control  standards  and  procedures  recommended. 
Departmental  compliance  with  the  Guide  in  this  area  will  be  monitored  after  the 
proposed  revisions  are  published. 


Internal  Audit  Capability 

10.20  A  comprehensive  action  plan  should  be  developed  to  augment  signifi- 

cantly the  present  internal  computer  audit  capability  in  the  Government.  Such  a 
plan  should  include  an  estimate  of  the  computer  auditing  resources  required 
together  with  plans  for  recruitment  and  training  to  develop  those  resources.  (1977 
Report  -  paragraph  5.12) 


10.21  The  Comptroller  General  is  currently  assessing  governmental  internal 

auditing,  including  computer  auditing,  with  the  intention  of  developing  depart- 
mental action  plans  which,  where  appropriate,  will  include  the  plans  recom- 
mended. 


10.22  As   pari    jf    its   financial   administration   evaluation   activities,    the 

Treasury  Board  Secretariat  should  monitor  to  ensure  that  effective  internal  audits 
of  computer-based  financial  systems  are  conducted  on  a  regular  basis.  (1977  Re- 
port -  paragraph  5.13) 


10.23  The    Financial    Policy    Evaluation    Division    of    the    Office    of    the 

Comptroller  General  has  established  the  monitoring  capability  recommended  and 
has  undertaken  a  number  of  evaluations. 


10.24  We    note    that  Chapter     II      of   the   Treasury   Board   Guide  on   EDP 

Administration,   as   revised   last    year,    includes   a  directive  to  departments   to 
establish  the  necessary  EDP  internal  audit  capabilities. 


10.25  Standard*  and  related  procedures  for  internal  auditing  in  the  computer 

environment  should  be  established,  published  and  enforced.  These  should  be 
integrated  with  existing  or  planned  standards  for  financial,  management  and 
security  audits  and  should  include  requirements  for: 

integration  of  the  review  of  computerized  aspects  of  systems  and 
controls  with  other  audit  work; 

minimum    levels    of    audit    documentation   for    the    computer 
portions  of  the  system; 

use  and  control  of  computer-assisted  audit  techniques; 
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evaluation  of  EDP  security;  and 

auditors    trained    in    computer    systems    and   related    auditing 
techniques.  (1977  Report  -  paragraph  5.14) 


10.26  We  understand  that  the  Office  of  the  Comptroller  General  is  publishing 

"Standards  for  Internal  Financial  Audit  in  the  Government  of  Canada" 
which  includes  standards  and  related  procedures  for  auditing  in  the  computer 
environment.  We  also  understand  that  an  "Internal  Audit  Handbook"  is  being 
developed  by  the  Interdepartmental  Advisory  Committee  on  Internal  Financial 
Audit.  Chapter  12  of  this  Report  deals  with  departmental  auditing  activities  in 
the  Federal  Government  in  more  detail. 


Financial  Controls  in  Nine  Major  Computer-Based  Systems 

10.27  As  part  of  the  CAISE  Study,  controls  over  the  processing  of  financial 

information  in  nine  major  computer-based  systems  in  seven  departments  were 
subjected  to  an  in-depth  review  and  evaluation.  The  implementation  of  the 
recommendations  arising  out  of  these  reviews  is  being  monitored  in  conjunction 
with  our  normal  audit  work  in  the  departments  concerned.  The  status  of  those 
recommendations  that  had  not  been  fully  implemented  as  of  June  30,  1978  is 
reported  on  in  the  remainder  of  this  Chapter. 


Department  of  the  Secretary  of  State  of  Canada  -  Canada  Student  Loans  System 


10.28  The  responsibilities  of  the  Supervisor,  Accounts  Sub-section  and  the 

Head  of  the  Accounts  and  Administrative  Section  should  be  redefined  to  provide  for 
effective  segregation  of  duties.    (1977  Report  -  paragraph  6.7) 


10.29  Supervisory  personnel  should  review  the  action  taken  in  correcting 

exceptions  reported  in  the  Loan  Sub-system  and  take  appropriate  action  to  ensure 
that  all  exceptions  are  properly  dealt  with.  (1977  Report  -  paragraph  6.7) 


10.30  All  position  specifications  have  been  rewritten  to  reflect  the  organiza- 

tional changes  necessitated  by  the  recent  transfer  of  the  Canada  Student  Loans 
System  from  the  Department  of  Finance  to  the  Department  of  the  Secretary  of 
State  of  Canada.  The  segregation  of  duties  and  the  review  responsibility  for 
action  taken  in  correcting  exceptions  have  been  built  into  the  new  specifications 
for  the  positions  concerned. 


10.31  Proper    documentation,    including    documentation    of    the    computer 

programs  and  all  clerical  procedures  related  to  the  systems,  should  be  developed 
and  updated  on  a  current  basis.  (1977  Report  -  paragraph  6.8) 
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10.32  A  departmental  study  addressing  the  state  of  the  documentation  is  now 

in  progress,  with  September  1978  as  the  target  date  for  completion. 


Department  of  Finance  -  Provincial  Revenue  Equalization  Payments  System 

10.33  Computer  program  modification  procedures  should  be  established  and 

adhered  to,  with  particular  emphasis  on  proper  testing  and  evidence  of  approval  of 
test  results  before  implementing  the  modification.  (1977  Report  -  paragraph  6.12) 


10.3ft  Computer  program  modification  procedures  have  not  been  established. 

Since  the  completion  of  the  CA1SE  Study,  no  program  changes  have  been  made  and 
none  is  anticipated  until  the  Federal-Provincial  Fiscal  Arrangements  Act,  1972,1972, 
c.  8  expires  in  December  1978. 


10.35  Proper  documentation  of  the  system,  including  documentation  of  the 

computer  programs,  and  procedure  manuals  for  the  terminal  operator  and  system 
users  should  be  developed  and  updated  on  a  current  basis.  (1977  Report  -  para- 
graph 6.13) 


10.36  Since  the  CAISE  Study,  a  new  Act  (Federal-Provincial  Fiscal  Arrange- 

ments and  Established  Programs  Financing  Act,  1977,  1976-77,  c.  10)  has  become 
effective,  while  the  old  Act  (Federal-Provincial  Fiscal  Arrangements  Act,  1972) 
remains  applicable  until  December  31,  1978.  Our  review  indicated  that  the 
documentation  for  the  system  supporting  the  old  Act  has  not  been  improved 
because  of  its  imminent  end.  The  documentation  for  the  new  system  is  still 
incomplete. 


10.37  The  Department  should  take  full  advantage  of  the  password  protection 

available    within    the    computer    service    bureau    to    reduce    the    likelihood   of 
unauthorized  access.  (1977  Report  -  paragraph  6.14) 


10.38  Due  to  its  imminent  expiry,  the  system  supporting  the  old  Act  has  not 

been  protected  by  password  in  the  computer  service  bureau.    We  were  informed 
that  the  new  system  is  password  protected. 


Department  of  National  Defence  -  Central  Computational  Pay  System 


10.39  The  Department  should  develop  a  computer  equipment  backup  plan  for 

the  Borden  and  Ottawa  Data  Centres  including  the  ranking  of  computer 
applications  by  "need-to-process"  and  also  including  provisions  for  the  use  of  non- 
Department  of  National  Defence  computer  facilities.  Subsequently,  the  staff 
responsible  for  each  application  should  plan  how  to  use  the  backup  arrangements 
and  these  plans  should  be  subjected  to  tests.  {1977  Report  -  paragraph  6.17) 
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10.40  The  Department  of   National  Defence  has  implemented  a  "need-to- 

process"  survivability  plan  for  all  applications  on  the  Ottawa  and  Borden  Data 
Centres.  Although  the  Department  is  working  on  an  equipment  backup  plan  for 
these  two  data  centres,  an  overall  computer  backup  plan  still  does  not  exist. 


10.41  The    CAISE    Study   was  intended   to  identify   weaknesses  in  internal 

controls  and  did  not  include  the  tests  required  to  seek  out  specific  instances  of 
errors  or  irregularities.  Accordingly,  we  are  currently  conducting  an  audit 
examination  of  the  Central  Computational  Pay  System  whose  scope  is  signifi- 
cantly expanded  from  that  of  the  CAISE  Study. 


Department  of  National  Revenue,  Taxation  -  T-l  Processing  Stream 

10.42  Formal  system  testing  and  acceptance  standards  should  be  established 
and  enforced.  These  standards  should  include  requirements  for  the  preparation  and 
approval  of  test  plans,  formal  approval  of  test  results  and  the  comparison  of 
predetermined  accounting  information  with  the  results  of  tests.  Particular 
attention  should  be  given  to  defining  clearly  the  role  and  responsibilities  of  users 
of  financial  accounting  information  in  system  testing.  (1977  Report  -  paragraph 
6.22) 

10.43  The  Department  is  currently  drafting  new  testing  guidelines  which  we 
will  review  on  completion. 

10.44  The  Finance  Directorate  should  insist  on  readily  accessible  audit  trails 
for  all  computer-generated  posting  summaries.   (1977  Report  -  paragraph  6.22) 

10.45  The  Department  has  agreed  to  implement  this  recommendation  and  is 
currently  addressing  the  establishment  of  such  audit  trails. 


10.46  Batch  controls  over  certain  journal  vouchers  used  to  effect  transfers 

of  funds  from  the  account  of  one  tax  remitter  to  that  of  another  should  be 
established  from  the  point  of  origin  until  after  processing,  and  checks  for 
authorized  approvals  should  be  performed  when  such  journal  vouchers  are  entered 
into  the  computerized  stream.   (1977  Report  -  paragraph  6.23) 


10.47  The  Department  is  currently  addressing  this  recommendation.   We  will 

review  its  implementation  on  completion. 


10.48  Computer-produced  debit  or  credit  memos  should  be  sent  for  verifica- 

tion purposes  to  a  tax  remitter  automatically  whenever  there  has  been  a  charge  or 
credit  to  an  account.  We  understand  that  practical  consideration  may  make  it 
necessary  to  exclude  certain  housekeeping  transactions  from  this  procedure; 
however,  such  exceptions  should  be  minimized.   (1977  Report  -  paragraph  6.23) 
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10.49  Our  recommendation  has  not  been  complied  with  to  date;  however,  we 

understand  that  the  Department  is  planning  to  issue  a  policy  statement  in  this 
regard. 


10.50  Planning    should    include    a   clear   differentiation   between   systems 

development  and  systems  maintenance.  Costs  incurred  in  each  activity  should  be 
accounted  for  separately  and  should  be  planned,  controlled  and  evaluated  by  the 
Systems  Group  and  by  user  management.  (1977  Report  -  paragraph  6.24) 


10.51  The  Department  records  its  EDP  costs  on  a  project  basis  rather  than 

by  separating  costs  between  systems  development  and  systems  maintenance  as 
suggested  in  our  recommendation.  The  Department  points  out  that  the 
differentiation  between  these  costs  is  extremely  difficult  and  that  current  cost 
allocations  satisfy  Treasury  Board  Secretariat  requirements.  Nevertheless,  we 
believe  the  adoption  of  our  recommendation  would  improve  the  information 
provided  to  management  in  this  area. 


10.52  Formal  standards  for  performing,  documenting  and  approving  feasibi- 

lity studies,  for  system  testing  and  for  project  management  should  be  established 
and  enforced.  Particular  attention  should  be  given  to  defining  clearly  the  roles 
and  responsibilities  of  the  users  in  these  processes.  (1977  Report  -  paragraph  6.25) 


10.53  The  Department  has  identified  the  standards  and  is  currently  working 

on  establishing  procedures  to  enforce  them. 


10.54  Systems  documentation  should  be  improved  so  that  a  clear  under- 
standing of  the  effect  of  a  transaction  on  all  systems  and  sub-systems  can  readily 
be  obtained  by  the  Systems  Group  and  user  management.  (1977  Report  -  para- 
graph 6.26) 

10.55  The  Department  is  taking  action  to  improve  documentation  of  new 
systems  and  programs. 

10.56  To  ensure  continued  computing  capability,  comprehensive  plans  and 
procedures  should  be  developed,  formalized  and  tested  regularly  to  provide  for  the 
use  of  equipment,  critical  computer  programs,  data  files  and  systems  documenta- 
tion in  the  event  that  the  facilities  at  the  Ottawa  Data  Centre  are  not  available. 
(1977  Report  -  paragraph  6.27) 

10.57  These  plans  and  procedures  should  include  off-site  storage  and  regular 
updating  of  critical  data,  programs  and  systems.  (1977  Report  -  paragraph  6.27) 
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10.58  The  Department  is  addressing  our  recommendation;  however,  the  work 

is  still  incomplete. 


Post  Office  Department  -  Cash  Receipts  and  Money  Order  Systems 

10.59  Present  reliance  on  computer  programs  should  be  supplemented  by 

computer  and  manual  balancing,  covering  reconciled  as  well  as  unreconciled 
items.  This  would  ensure  the  integrity  of  the  total  amounts  processed  and  thereby 
enable  detection  of  discrepancies  which  may  have  passed  unnoticed  through  the 
computer  reconciliation  programs.  Furthermore,  the  facility  to  trace  transactions 
through  the  systems  should  be  improved  to  allow  processed  transactions  to  be 
tested  periodically.   (1977  Report  -  paragraph  6.31) 


10.60  Manual    balancing    procedures    have    been    implemented    which    will 

eventually  provide  the  degree  of  control  envisaged  by  our  recommendation.  These 
manual  controls  will  be  applied  until  the  necessary  computer  program  changes 
have  been  made.  The  Department  indicates  it  will  make  the  changes  when  the 
required  resources  become  available. 


10.61  Revis-oi.s    to   critical   computer  programs  should  be   independently 

reviewed  and  approved  for  accuracy  and  validity  before  implementation.  In 
addition,  "live"  files  should  not  be  used  for  testing  purposes.  Instead,  special  test 
files,  with  predetermined  results  and  control  totals,  should  be  created  for  testing 
all  such  revisions.   (1977  Report  -  paragraph  6.32) 


10.62  Although  certain   improvements   have  been   made  in  controlling  the 

procedures  over  changes  to  computer  programs,  the  extent  of  these  improvements 
does  not  fully  satisfy  our  recommendation.  The  Department  is  continuing  to  make 
improvements  in  this  area. 


10.63  Although  some  progress  is  being  made  in  reducing  delays,  considerable 

restructuring  of  the  Cash  Receipts  System  is  required  to  significantly  improve  the 
timeliness  of  verification  and  reconciliation  procedures.  We  understand  that  the 
Post  Office  is  planning  to  rewrite  several  of  the  system  modules  to  incorporate 
improvements.  The  need  for  improved  control  in  this  area  should  be  carefully 
assessed  in  determining  the  nature  of  the  revisions  and  how  soon  they  will  be 
implemented.   (1977  Report  -  paragraph  6.33) 


10.64  As   indicated   previously  in  paragraph   10.60,   manual   balancing  pro- 

cedures have  been  implemented;  however,  the  computer-based  investigation  of 
discrepancies  has  not  been  implemented.  The  implementation  of  this  recommen- 
dation is  also  subject  to  the  availability  of  resources. 
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10.65  Procedures  for  reconciling  output  reports  to  each  other  and  to  the 

general  ledger  should  be  developed  and  implemented  to  provide  a  check  on  the 
accuracy  of  the  reports  and  to  permit  the  use  of  computer  records  in  support  of 
accounting  totals  (such  as  the  liability  for  money  orders).  This  will  require  a 
major  revision  to  the  systems  and  its  feasibility  should  be  carefully  assessed  in 
conjunction  with  the  existing  revision  plans.   (1977  Report  -  paragraph  6.35) 


10.66  Present    known  differences  between  computer  reports  and  general 

ledger  totals  should  be  investigated  and  corrected  and  consideration  should  be 
given  to  establishing  specific  accounting  controls  over  outdated,  uncashed  money 
orders  deleted  from  the  computer  system.   (1977  Report  -  paragraph  6.35) 


10.67  The   differences   between   computer   reports  and   the  general   ledger 

totals  have  been  reduced  significantly  to  less  than  $10,000.  The  Cash  Receipts 
Division  is  confident  of  locating  the  difference  when  the  manual  reconciliations  of 
the  cash  accounts  are  completed.  Furthermore,  feasibility  studies  are  being 
carried  out  to  determine  the  requirements  to  implement  this  recommendation 
fully. 


Department  of  Supply  and  Services  -  Central  and  Regional  Pay  Systems 

10.68  Immediate  steps  should  be  taken  to  ensure  that  user  departments  are 

aware  of  their  responsibility  for  controlling  input  documents  submitted  to  the 
Department  of  Supply  and  Services,  and  that  more  effective  batch-control 
procedures  are  implemented  within  the  departments.  (1977  Report  -  paragraph 
6.40) 


10.69  Although  some  steps  have  been  taken  to  make  user  departments  aware 

of  their  responsibility  for  controlling  these  input  documents,  the  controls  over 
input  remain  weak.  The  Treasury  Board  Secretariat  is  aware  of  this  situation  and 
is  taking  further  steps  to  improve  the  recommended  controls. 


10.70  The  Department  of  Supply  and  Services  should  continue  to  give  priority 

to  implementing  improved  batch-control  procedures  within  the  Regional  Pay 
System.  Moreover,  interim  measures  of  a  practical  nature  should  be  taken  to 
strengthen  controls  in  the  Central  Pay  System.   (1977  Report  -  paragraph  6.40) 


10.71  Batch  controls  continue  to  require  improvements.    Since  the  Central 

Pay  System  is  being  phased  out,  we  have  not  reviewed  it  to  ascertain  if  its 
controls  have  been  improved.  However,  we  understand  that  a  monitoring  system 
has  been  set  up  in  the  Central  Pay  System  to  inform  departments  of  instances 
where  they  are  not  adhering  to  established  reporting  procedures. 


206 


Financial  Management  and  Control  Systems 


10.72  The  Financial  Administration  Act  and  its  regulations  should  be  clearly 

interpreted  as  they  relate  to  pay  administration.     That  interpretation  should  be 
enforced  within  every  department.   (1977  Report  -  paragraph  6.41) 


10.73  The  Treasury  Board  Secretariat  appears  to  have  clearly  interpreted  the 

regulations  of  the  Financial  Administration  Act  with  regard  to  the  authorizing 
procedures  (Treasury  Board  Circular  1977-37).  However,  the  enforcement  of 
these  new  regulations  is  weak  and  evidence  of  authorization  is  frequently  not 
adequately  established.  We  understand  that  the  Treasury  Board  Secretariat  is 
acting  to  strengthen  this  enforcement. 


10.7^  Departments  should  provide  the  Department  of  Supply  and  Services 

with  signature  cards  that  are  complete  and  accurate  and  the  Department  of 
Supply  and  Services  should  be  informed  as  soon  as  a  signing  authorization  is 
amended.   (1977  Report  -  paragraph  6.42) 


10.75  A  Treasury  Board  Circular  addressing  this  recommendation  has  been 

issued  (Treasury  Board  Circular  1977-41);  however,  departments  appear  to  be  slow 
in  updating  their  signature  cards. 


10.76  The  implementation  of  procedures  to  provide  more  effective  controls 
over  the  computer  processing  of  transactions  for  both  Regional  and  Central  Pay 
Systems  should  be  given  high  priority.   (1977  Report  -  paragraph  6.43) 

10.77  Progress  to  improve  procedures  in  this  area  continues  to  be  required. 

10.78  Procedures  should  be  enforced  to  ensure  that  financial  officers  and 
responsibility  centre  managers  are  performing  their  duties  with  respect  to  review, 
reconciliation  and  distribution  of  pay  cheques  and  related  reports.  (1977  Report  - 
paragraph  6.44) 

10.79  Although  further  procedures  to  facilitate  implementation  of  this 
recommendation  have  been  developed,  there  are  indications  of  significant 
confusion  in  this  area  in  the  departments  we  visited.  We  understand  the  Treasury 
Board  Secretariat  is  in  the  process  of  assessing  departmental  procedures  in  this 
connection. 


10.80  During  the  last  year,  we  attempted  to  assess  the  impact  of  the  control 

weaknesses  reported  by  this  Office's  Financial  Management  and  Control  Study  and 
by  the  CAISE  Study  on  the  pay  expenditures  reported  in  the  Public  Accounts.  We 
have  been  unable  to  complete  this  assessment  and  have  outlined  the  reasons  in 
Chapter  22  of  this  Report 
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Canada  Employment  and  Immigration  Commission  -  Benefit  and  Overpayment 
System 

10  81  The  follow  up  on  our  CAISE  Study  recommendations  is  contained  in 

Chapter  14  of  this  Report.    Generally,  our  recommendations  are  being  addressed 
by  way  of  studies  and  pilot  projects. 
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11 

COMPREHENSIVE  AUDITING  FOR  PARLIAMENT 
A  NEW  CYCLICAL  APPROACH 


11.1  In  this,  the  first  of  two  chapters  dealing  with  comprehensive  auditing, 

we  outline  a  new  audit  approach  for  the  Audit  Office.  The  objective  is  to  provide 
Parliament  with  constructive  comprehensive  evaluations  of  departments,  agencies 
and  Crown  corporations  on  a  cyclical  basis  and  to  co-ordinate  the  audit  activities 
of  the  Office  with  those  of  internal  and  other  auditors  in  these  entities.  This 
approach  evolves  largely  from  the  developments  which  have  occurred  in  the 
Office  during  the  last  five  years. 


Background 

11.2  Evolution  of  the  Audit  Of f ice.   Formally,   the  legislation  dealing  with 

the  Audit  Office  had  evolved  very  little  from  100  years  ago  when  the  position  of 
Auditor  General  was  created,  to  the  introduction  of  the  new  legislation  in  1977. 
As  with  most  government  institutions,  however,  the  Auditor  General's  role  is 
defined  not  only  by  the  letter  of  the  law,  but  also  by  tradition  and  convention. 
Here  there  was  some  evolution,  particularly  in  the  area  of  matters  reported  to  the 
House  of  Commons.  Early  in  the  1950s  the  Auditor  General,  Mr.  Watson  Sellar, 
instructed  his  staff  to  be  alert  to  what  he  termed  "nugatory  payments".  In  1958, 
he  began  reporting  items  of  this  type  in  his  annual  Report  as  "non-productive 
payments".   His  successor,  Mr.  Maxwell  Henderson,  continued  in  this  tradition. 


11.3  The  Independent  Review  Committee.  When    I   was   appointed   Auditor 

General  in  1973,  I  believed  there  was  a  need  for  a  fundamental  reassessment  of 
the  functions  of  the  Office  and  for  a  definition  of  the  direction  in  which  it  should 
move  in  the  future.  The  Independent  Review  Committee  on  the  Office  of  the 
Auditor  General  of  Canada  was  commissioned  in  October  1973  to  meet  this  need. 
In  April  1975  its  report,  a  landmark  study,  was  tabled  in  the  House  of  Commons. 
The  Government,  after  considering  the  Committee's  recommendations,  incor- 
porated most  of  them  in  a  new  legal  mandate  for  the  Office,  the  Auditor  General 
Act,  proclaimed  as  of  August  1,  1977. 

11J&  The  Auditor  General  Act.   The  new  Act  defines  the  responsibilities  and 

relationships  of  the  Auditor  General.  It  requires  the  expression  of  opinions  on 
financial  statements  and  annual  reporting  on  cases  where  there  is  insufficient 
accounting  for  and  control  over  public  resources  and  where  money  has  not  been 
expended  for  purposes  intended.  In  addition,  the  legislation  specifically  calls  for 
reporting  cases  where  money  has  been  expended  without  due  regard  for  economy 
and  efficiency  and  where  procedures  established  to  measure  and  report  effective- 
ness are  unsatisfactory  —  the  value-for-money  issues  critical  to  the  Government's 
management  of  public  resources. 
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11.5  Constructive  auditing.  Traditionally,  parliamentary  scrutiny  of  expen- 

diture control  and  performance  focused  on  isolated  examples  of  improprieties 
discovered  during  field  audits  based  largely  on  the  auditing  of  transactions. 
Review  of  these  findings,  often  long  after  the  event,  tended  to  be  time-consuming 
and  controversial  and  did  not  necessarily  facilitate  a  broader  understanding  of  the 
strengths  and  weaknesses  existing  in  the  management  and  control  of  public  funds 
or  suggest  possible  remedies  for  underlying  problems.  Furthermore,  transaction 
auditing  by  itself,  rather  than  in  the  form  of  specific  tests  relating  directly  to 
identified  weaknesses  in  financial  control  systems,  became  largely  impractical  and 
non-productive  because  of  the  sheer  growth  in  the  size  of  the  Government  and  the 
volume  of  its  transactions. 


11.6  In    1973    we    adopted    a    new    form    for    the    annual    Report    which 

specifically  included,  under  the  "any  other  case"  authority  which  was  in  the 
legislation  at  that  time,  items  formerly  identified  as  non-productive  payments  and 
other  matters  we  thought  should  be  referred  to  the  House  of  Commons.  Further, 
we  recommended  appropriate  corrective  action  and  included  both  findings  and 
recommendations  in  our  annual  Report.  We  also  invited  responses  from  agencies 
and  departments  indicating  planned  corrective  actions  for  inclusion  in  the  Report. 


11.7  The  Office  also  adopted  a  more  contemporary  approach  to  auditing  — 

the  systems-based  approach  —  and  began  special  studies  as  a  first  step  in 
accomplishing  the  broad-scope  audit  objectives  and  providing  Parliament  with  a 
better  understanding  of  the  underlying  problems  and  possible  remedies. 


11.8  Specifically,  constructive  auditing  means  going  further  than  the 
traditional  practice  of  reporting  errors,  deficiencies  and  procedural  weaknesses. 
It  means,  in  addition,  recommending  methods  of  rectifying  shortcomings.  It  also 
means,  in  significant  matters,  including  both  our  findings  and  our  recommenda- 
tions in  our  Report  to  the  House  of  Commons.  Furthermore,  it  means  including  in 
our  Report  the  response  of  the  concerned  agency,  department  or  Crown 
corporation.  Finally,  and  most  important  of  all  from  Parliament's  standpoint,  it 
enables  the  Audit  Office  to  follow  up  and  monitor  on  behalf  of  Parliament,  the 
implementation  of  corrective  actions  agreed  upon.  This  whole  approach 
facilitates  greatly  the  work  of  the  Standing  Committee  on  Public  Accounts  and 
has  now  become  a  vital  and  indispensable  part  of  the  whole  audit  and  reporting 
process.  Thus,  a  constructive  audit  approach  generates  maximum  benefit  from 
the  audit  effort  and  contributes  to  the  establishment  and  maintenance  of 
effective  systems  for  the  management  and  control  of  public  funds. 

11.9  Systems-based  auditing.  Under  the  systems-based  audit  approach,  the 
nature,  extent  and  timing  of  detailed  audit  procedures,  including  appropriate 
selective  tests  of  the  validity  and  integrity  of  transactions,  is  based  on  an 
organized  study  and  evaluation  of  controls  within  a  system  to  determine  what 
reliance  can  be  placed  on  the  system  to  ensure  effective  planning  and 
management  of  resources  and  to  provide  accurate  information.  Although  some 
detailed  testing  of  transactions  is  necessary  to  ensure  that  the  identified  controls 
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are  effective,  this  audit  approach  enables  the  auditor  to  concentrate  the  audit 
effort  in  areas  where  controls  to  assist  in  the  conduct  of  government  operations 
do  not  exist  or  are  not  operating  properly.  At  the  conclusion  of  the  examination 
the  auditor  is  in  a  position  to  point  out  the  consequences  of  the  weaknesses  and 
recommend  possible  means  of  instituting  corrective  action. 

11.10  Special  studies.  To  develop  and  implement  this  constructive  approach, 
the  Audit  Office  undertook  special  studies  with  teams  consisting  of  staff  from 
within  the  Office  and  professionals  obtained  from  the  private  sector  under 
Executive  Interchange  agreements  or  professional  service  contracts.  The  first 
major  study  was  the  Financial  Management  and  Control  Study  (FMCS),  conducted 
in  1975  and  1976.  It  gave  Parliament  an  overview  of  government-wide  financial 
management  and  control  systems  including  the  organization  of  the  financial 
function,  the  qualifications  of  financial  administrators,  the  quality  and  usefulness 
of  information  for  managerial  and  financial  control  purposes,  and  the  effective- 
ness of  internal  financial  audit.  The  key  recommendation  of  this  study  helped  to 
bring  about  the  appointment  of  the  Comptroller  General  of  Canada  in  early  1978. 
This  study  also  focused  attention  on  the  financial  control  of  and  by  Crown 
corporations. 

11.11  The  second  major  study,  the  Computer  and  Information  Systems 
Evaluation  (CAISE)  Study,  reported  in  1977,  penetrated  more  deeply  into  controls 
in  the  electronic  data  processing  environment.  In  essence  an  extension  of  the 
FMCS,  it  represented  the  first  in-depth  evaluation  of  computer-based  systems  by 
this  Office. 

11.12  The  most  recent  major  government-wide  study,  the  Study  of  Proce- 
dures in  Cost  Effectiveness  (SPICE),  included  in  this  Report,  represents  an 
important  first  step  in  the  area  of  value-for-money  auditing.  It  points  out  where 
significant  improvements  are  required  in  existing  efforts  to  achieve  economy, 
efficiency  and  effectiveness  in  government. 


11.13  There  have  been  other  important  special  studies  reported  in  this  and 

previous  Reports.  Recommendations  have  been  made  to  improve  the  quality  of 
financial  information  for  Parliament  in  the  Estimates  and  in  the  Public  Accounts. 
Recommendations  to  enhance  the  scope,  quality  and  effectiveness  of  internal 
audit  are  included  in  the  next  Chapter. 


11.14  Current  objectives.   The  special  studies  have  directed  specific  atten- 

tion to  the  policies  and  procedures  established  by  central  agencies  since  these  are 
fundamental  to  the  effectiveness  of  systems  throughout  the  Government.  The 
Comptroller  General  is  taking  initiatives  to  provide  leadership  and  assistance  to 
departments  so  that  they  may  improve  in  the  areas  of  weak  financial  management 
previously  reported.  These  studies  have  also  served  to  increase  the  awareness  and 
skills  of  staff  within  the  Audit  Office.  As  part  of  their  terms  of  reference,  teams 
carrying  out  special  studies  have  been  required  to  develop  new  methodology  in 
their  respective  areas  of  interest  and  expertise. 
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11.15  The  objective  now  is  to  diminish  the  reliance  on  special  studies,  to 

capture  the  concepts  and  techniques  which  have  already  evolved,  and  to  move 
towards  providing  Parliament  with  constructive,  comprehensive  evaluations  of 
individual  departments,  agencies  and  Crown  corporations  and  of  the  Government 
as  a  whole.  To  maximize  the  effectiveness  of  this  audit  approach,  a  concept  of 
cyclical  reporting,  described  later  in  this  Chapter,  is  being  implemented.  To 
ensure  economical,  efficient  and  effective  auditing  within  the  Government,  the 
activities  of  the  Audit  Office  will  be  co-ordinated  with  those  of  internal  auditors 
wherever  the  scope  and  quality  of  their  audit  work  is  appropriate  and  sufficient. 


Comprehensive  Auditing 

11.16  The  FRAME  concept.  We  are  using  the  acronym  FRAME  to  describe, 

in  very  simple  terms,  the  methodology  being  developed  for  comprehensive 
auditing.  FRAME  provides  a  useful  basis  for  summarizing  the  legal  responsibil- 
ities of  the  Auditor  General,  the  objectives  of  the  comprehensive  audit  and  the 
nature  of  the  specialized  staff  resources  required  to  conduct  it.  The  acronym 
FRAME  results  from  combining  the  first  letters  of  the  following  five  separate  but 
inter-related  facets  of  the  comprehensive  audit: 

Financial  Controls 

Reporting  to  Parliament 

Attest  and  Authority 

Management  Controls 

EDP  Controls 


11.17  Financial  controls.  Audit  examinations  will  continue,  in  the  manner  of 
the  Financial  Management  and  Control  Study,  to  evaluate  the  controls  over 
revenues,  expenditures,  assets  and  liabilities,  including  the  organization  of  the 
financial  function,  and  the  financial  reporting  and  accounting  systems.  Consider- 
able progress  has  already  been  made  in  incorporating  the  related  audit 
methodology  into  the  Office's  continuing  audits. 

11.18  Reporting  to  Parliament.  This  module  of  the  comprehensive  audit 
considers  the  reports  prepared  both  by  the  Government  and  by  the  Audit  Office. 
On  the  government  side,  attention  will  focus  on  the  form  and  content  of 
submissions  and  reports  prepared  for  requesting  funds  and  for  accounting  to 
Parliament  for  money  received  and  spent  -  the  Estimates  and  the  Public  Accounts 
respectively.  Until  recently,  the  primary  interest  of  the  Audit  Office  in  this  area 
has  been  directed  to  expressing  an  opinion  on  the  summary  financial  statements  of 
the  Government  included  in  the  Public  Accounts.  We  now  intend  to  place  more 
emphasis  on  examining  the  consistency  and  adequacy  of  information  on  depart- 
mental programs  and  activities  in  both  the  Estimates  and  the  Public  Accounts. 
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11.19  The   other   aspect   of    reporting    to    Parliament  concerns   the  annual 

Report  of  the  Auditor  General  and  the  responsibility  for  deciding  on  principal 
issues  and  the  appropriate  emphasis  to  be  given  to  each.  In  developing  the 
comprehensive  auditing  approach  and  planning  for  its  application,  it  will  be 
necessary  to  plan  the  broad  framework  of  annual  Reports  several  years  in 
advance.  This  module  will  also  deal  with  the  detailed  reports  the  Office  issues  to 
government  managers  and  which  subsequently  form  the  basis  for  summarized 
findings  and  recommendations  in  the  annual  Report. 


11.20  Attest  and  authority.  This   module  of   the  comprehensive   audit  con- 

stitutes the  type  of  auditing  traditionally  carried  out  by  legislative  auditors  -  the 
examination  of  financial  authority  for  government  expenditures  and  related 
disbursements  and  the  expression  of  an  opinion  as  to  the  fairness  of  the 
presentation  of  financial  information  in  accordance  with  stated  accounting 
policies  or,  where  appropriate,  generally  accepted  accounting  principles. 


11.21  Management  controls.  This  module  deals  with  the  Government's  sys- 

tems, policies  and  procedures  for  evaluating  and  reporting  on  the  effectiveness  of 
programs  and  for  promoting  the  economic  acquisition  and  efficient  use  of 
resources.  Essentially  it  is  value-for-money  auditing,  a  development  in  govern- 
ment auditing  that  is  rapidly  gaining  increasing  emphasis  in  Canada.  The  current 
methodology  in  this  area  is  still  somewhat  diffuse.  It  is  really  only  beginning  to 
emerge  and  be  captured  in  a  body  of  knowledge.  Chapters  2  to  5  of  this  Report, 
dealing  with  our  Study  of  Procedures  in  Cost  Effectiveness,  refer  to  the  nature  of 
the  audit  criteria  which  must  be  established  as  part  of  the  audit  methodology. 
This  is  a  complex  area,  not  only  because  it  is  a  relatively  new  field  of  auditing, 
but  also  because  effective  implementation  requires  the  use  of  multi-disciplined 
staff. 


11.22  EDP  controls.   As  a  one-time  study,  CAISE  accomplished  its  desired 

objective  of  producing  an  evaluation  of  the  adequacy  and  effectiveness  of  controls 
in  the  electronic  data  processing  environment  of  the  Government.  Methodology 
for  evaluating  EDP  related  controls  and  applying  computer-assisted  audit 
techniques  is  well  developed  in  Canada,  but  there  are  few  readily  available 
practitioners  with  the  necessary  specialized  qualifications.  The  ultimate 
objective  is  to  have  regular  audit  teams  undertake  computer  auditing  just  as  for 
all  other  facets  of  the  comprehensive  audit.  In  the  meantime,  this  aspect  of  the 
audit  will  be  carried  out  mainly  by  centrally  directed  teams  of  specialists 
operating  in  close  collaboration  with  the  regular  audit  teams. 


11.23  An  integrated  approach.  Comprehensive  auditing  does  not  imply  five 

different  audits,  each  dealing  with  one  of  the  facets  reflected  in  the  FRAME 
concept.  Experience  to  date,  particularly  with  the  special  studies,  leads  us  to 
conclude  that,  to  be  most  effective,  there  can  be  only  one  audit  of  each  entity. 
Although  the  audit  criteria  established  for  each  module  of  the  audit  must  be 
different,  a  uniform  and  integrated  approach  to  audit  planning,  execution  and 
reporting  is  necessary. 
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1 1.24  It  would  be  extremely  difficult  for  any  one  person  to  be  an  expert  in 

all  facets  of  the  comprehensive  audit.  However,  the  key  people  in  the  Office,  the 
management  team  associated  with  each  audit,  will  be  required  to  gain  a  sufficient 
knowledge  of  all  aspects  of  the  audit  so  they  can  identify  issues  and  resource 
requirements,  manage  their  assignments  and  assume  ultimate  responsibility  for 
the  reporting  of  conclusions.  Not  only  will  this  result  in  more  effective  auditing, 
but  it  will  also,  we  are  certain,  be  appreciated  by  the  entities  we  audit.  These 
entities  will  be  able  to  deal  with  one  or  a  small  number  of  the  members  of  our 
senior  management  group  in  connection  with  the  audit,  not  with  a  frequently 
changing  group  of  staff  assigned  from  our  special  study  teams. 


Cyclical  Reporting 

11.25  We  believe  that  the  reporting  of  comprehensive  audit  findings,  with 

both  positive  and  negative  observations,  for  each  of  the  entities  we  audit  will 
enable  Parliament  to  gain  a  better  understanding  than  may  now  be  possible  of  the 
general  effectiveness  of  their  operations  and  controls  systems. 


11.26  Careful  consideration  has  been  given  to  the  reporting  implications 

associated  with  our  concept  of  comprehensive  auditing.  We  have  concluded  that 
cyclical  reporting  would  be  the  most  effective  and  appropriate  manner  in  which  to 
report  our  findings  to  Parliament.  Comprehensive  audits  conducted  and  reported 
annually  for  all  of  the  entities  we  audit  would  not  allow  for  effective  reviews  by 
Parliament,  would  not  provide  a  reasonable  interval  for  managers  to  demonstrate 
the  effectiveness  of  actions  taken  to  correct  problems  previously  reported  on  and 
would  require  excessive  Audit  Office  resources.  Four  years,  the  anticipated 
average  life  of  a  Parliament,  would  seem  to  be  an  appropriate  interval  between 
comprehensive  reports  designed  to  enable  Parliament  to  evaluate  the  general 
quality  of  the  financial  and  management  control  systems  within  each  entity 
audited  and  would  be  a  reasonable  period  over  which  to  assess  the  trend  of 
improvement,  where  such  has  been  indicated  in  an  entity. 


11.27  The  concept  of  cyclical  reporting  does  not  imply  that  an  entity  will  be 

audited  only  once  every  four  years.  A  minimum  level  of  auditing  will  be  required 
in  all  government  entities  each  year  to  satisfy  legal  requirements,  including  the 
expression  of  opinions  on  annual  financial  statements.  In  instances  where  a 
comprehensive  evaluation  indicates  that  an  entity  falls  well  below  acceptable 
standards,  continuing  audit  coverage  will  be  required  to  report  on  the  situation 
and  the  nature  of  corrective  actions  taken  by  management.  Significant  matters 
arising  from  our  audits  will  always  be  reported  to  Parliament  on  a  timely  basis. 
Furthermore,  the  reporting  on  each  entity  may  be  the  product  of  auditing  efforts 
extending  over  two,  three  or  even  four  years. 


Co-ordination  with  Other  Auditors 

11.28  Internal  auditors.   As  pointed  out  in  the  next  Chapter  of  this  Report, 

there    is    a    significant    amount    of    various    types    of    internal    auditing    in    the 
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Government.  Co-ordination  of  these  audit  activities  both  within  the  Government 
and  with  the  Audit  Office  can  achieve  important  economies  and  more  effective 
results  by  eliminating  duplicate  and  overlapping  efforts.  Co-ordinated  audit 
efforts  would  also  cause  fewer  disruptions  in  the  organizations  being  audited. 


11.29  We  can  place  reliance  on  the  work  of  internal  auditors  where  we 

conclude  that  the  scope  and  quality  of  their  examinations  are  sufficient  and 
appropriate.  Unfortunately,  the  findings  of  our  current  review  of  internal  audit 
preclude  us  from  doing  so  in  many  departments  at  this  time.  This  Report  includes 
recommendations  which,  if  implemented,  will  assist  in  establishing  internal  audit 
groups  capable  of  carrying  out  effective,  independent,  integrated,  comprehensive 
audits.  We  shall  continue  to  monitor  and  report  on  the  activities  of  such  groups  as 
part  of  our  own  audits  and,  in  due  course,  we  hope  to  be  able  to  rely  on  their  work 
to  a  greater  extent. 


11.30  Other  auditors.  Our    relationship   with   auditors,   other    than   internal 

auditors,  is  not  as  significant  an  issue  but  it  does  warrant  further  consideration. 
First,  other  auditors  have  been  appointed  to  audit  certain  Crown  corporations. 
The  Auditor  General  Act  provides  that  we  may  rely  on  these  auditors  and  that  we 
may  have  access  to  information  in  these  corporations  should  it  be  necessary  to 
fulfil  our  responsibilities.  Second,  under  the  provisions  of  certain  cost-sharing  and 
transfer-payment  programs,  there  are  situations  where  we  may  find  it  desirable  to 
rely  on  the  audit  work  of  provincial  auditors  general  and  they  on  the  work  of  our 
Office.  In  developing  the  comprehensive  audit  methodology,  we  shall  ensure  that 
these  relationships  are  appropriately  and  satisfactorily  defined. 


Crown  Corporations 

11.31  Our  1977  Report  indicated  that  we  intended  to  apply  the  same  audit 

standards  to  the  audits  of  Crown  corporations  and  to  discharge  the  same  reporting 
mandate  in  terms  of  scope  for  all  other  government  entities  dependent  in  whole  or 
in  part  on  the  public  purse.  This  position  has  been  endorsed  by  the  Standing 
Committee  on  Public  Accounts.  In  its  Second  Report  to  the  House  of  Commons 
dated  April  11,  1978,  the  Committee  recommended  that  the  standard  of  audit  and 
accountability  for  public  funds  spent  by  corporations  should  not  be  less  than  that 
required  of  the  Government  itself.  We  plan  to  implement  the  comprehensive  audit 
approach  in  all  Crown  corporations  which  we  audit.  For  those  we  do  not  audit,  we 
shall  initiate  discussions  on  the  scope  of  audit  examinations  conducted  by  their 
external  auditors,  with  particular  reference  to  the  Financial  Controls  and 
Management  Controls  (value-for-money)  areas  of  comprehensive  auditing. 


Conclusion 

1 1.32  Advanced  Studies  in  Comprehensive  Auditing  Methodology.   Significant 

progress  has  been  made  in  developing  audit  methodology.    As  reported  in  previous 
years,  the  Office  has  prepared  a  uniform  audit  manual  and  provided  extensive 
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training  to  staff  based  on  the  concepts  embodied  in  this  manual.  The  present  task 
involves  updating  and  revising  the  manual,  particularly  in  the  area  of  value-for- 
money  auditing,  to  ensure  that  it  is  applicable  to  all  aspects  of  the  integrated 
comprehensive  audit.  Professional  development  courses  are  being  expanded  and 
strengthened  to  provide  for  advanced  studies  in  comprehensive  auditing  method- 
ology and  its  practical  application  in  all  aspects  of  our  work.  In  addition,  we  are 
preparing  a  Guide  to  Comprehensive  Auditing  Methodology  as  Developed  and 
Applied  in  the  Office  of  the  Auditor  General  of  Canada. 


11.33  Practice.  Integrated   comprehensive   auditing   and  cyclical  reporting 

are  now  being  introduced  by  the  Office  despite  the  lack  of  a  complete 
methodology.  The  findings,  observations  and  recommendations  arising  from 
several  exploratory  integrated  departmental  audits  conducted  during  the  last  year 
are  summarized  in  Chapters  l4  to  19  of  this  Report.  These  reports  must, 
however,  be  regarded  more  as  illustrations  than  complete  examples  of  the  type  of 
comprehensive  report  we  expect  to  give  Parliament  in  the  future  as  we  make 
further  progress  towards  our  ultimate  objective  of  performing  the  comprehensive 
audits  described  in  this  Chapter. 
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12 

COMPREHENSIVE  INTERNAL  AUDITING  WITHIN  GOVERNMENT 
A  RECOMMENDED  APPROACH 


Introduction 

12.1  This   Chapter,   the   second   on  comprehensive  auditing,  discusses  the 

need  for  improvements  to  enhance  significantly  the  quality  of  internal  auditing  in 
departments  and  agencies.  Internal  auditing  in  departments  is  separate  and 
distinct  from  audits  carried  out  by  the  Audit  Office  on  behalf  of  Parliament, 
sometimes  described  as  external  auditing.  Without  the  benefit  of  integrated, 
comprehensive  internal  auditing,  senior  government  managers  can  have  no  real 
assurance  that  they  are  obtaining  value  for  money  and  are  managing  resources 
effectively.   Three  actions  are  needed: 

integration  of  the  wide  variety  of  audit,  review,  inspection, 
monitoring  and  evaluation  activities  now  taking  place  within 
departments; 

adherence  to  generally  accepted  standards  or  norms  for  effective 
audits;  and 

management  support  and  leadership  both  centrally  and  within 
departments. 

The  government  will  receive  adequate  value  for  the  approximately  $50  million 
departments  now  spend  annually  on  audit  activities  only  if  these  improvements  are 
made. 


12.2  Because  of  its  size,  dispersed  operations  and  delegation  of  authority  to 
managers,  the  Canadian  government  must  have  an  effective  internal  audit.  With 
all  the  competing  demands  on  their  time,  deputy  heads  cannot  themselves 
guarantee  the  integrity  of  their  management  systems.  They  need  an  effective 
internal  audit  capable  of  assisting  them  in  assessing  the  systems  and  controls  they 
use  to  manage  the  resources  for  which  they  are  responsible. 

12.3  Internal  auditing  may  be  defined  as  an  independent  appraisal  function 
established  within  an  organization  to  examine  and  evaluate  its  activities  as  a 
service  to  the  organization.  There  are  various  types  of  audits  but  they  differ 
mainly  in  their  scope.  All  have  one  thing  in  common:  they  are  systematic 
investigations  or  appraisals  of  procedures  or  operations  to  determine  conformity 
with  established  and  sensible  criteria.  The  criteria  may  not  always  be  established 
where  auditors  venture  into  newer  fields.  If  not,  the  first  task  of  the  auditor  is  to 
establish  the  scope  by  identifying  the  criteria  he  will  use.  Without  a  common 
understanding  on  audit  criteria  the  audit  findings  are  likely  to  be  disputed. 
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12.^  It  is  important  to  realize  that  what  we  strongly  recommend  here  is  a 

totally  new  concept  of  the  internal  audit  function.  Until  now  it  has  been  largely  a 
fragmented  function  operating  at  relatively  low  levels  without  much  recognition 
by  senior  management.  A  comprehensive  approach  to  internal  audit,  like  that 
outlined  in  the  previous  Chapter,  when  properly  organized  and  led,  can  be  one  of 
the  sharpest  and  most  effective  tools  available  to  management.  In  this  Chapter, 
we  first  examine  how  the  present  situation  developed  and  then  describe  what 
needs  to  be  done. 

Evolution  of  Auditing  Within  Government 

12.5  Situation  before  the  Glassco  review.   Internal  auditing  was  minimal  in 

the  Government  of  Canada  until  1962  when  the  Glassco  Commission  reported. 
Departmental  managers  apparently  saw  little  to  be  gained  from  an  internal  audit 
when  the  Comptroller  of  the  Treasury  could  "be  likened  to  a  policeman  patrolling 
the  departments  to  ensure  financial  rectitude",  as  Glassco  described  it.  The 
relatively  few  internal  audit  groups  existed  only  in  such  departments  as  National 
Defence,  where  operations  were  decentralized  and  investigations  had  revealed 
weaknesses  in  controls,  or  National  Revenue,  where  operations  were  chiefly 
financial  in  nature. 


12.6  During  the  war  years,  the  Comptroller  of  the  Treasury  established  a 

Cost  Inspection  and  Audit  Division.  By  the  time  of  the  Glassco  review  in  1961, 
this  unit  was  called  the  Audit  Services  Division  (later  the  Audit  Services  Bureau) 
although  it  continued  to  be  primarily  engaged  in  verifying  the  accuracy  of 
contractors1  records.  It  also  carried  out  internal  audits  as  a  service  to  some 
departments. 


12.7  Glassco  recommendations  and  their  implementation.   The  Glassco  Com- 

mission saw  a  greater  need  for  internal  audit  as  a  corollary  to  its  proposal  to 
eliminate  the  independent  pre-audit  of  the  Comptroller  of  the  Treasury;  it 
favoured  departmental  audit  groups  rather  than  a  central  service;  and  it  called  for 
an  interdepartmental  committee  to  develop  audit  personnel  and  to  improve  audit 
standards  and  procedures. 


12.8  In  1966,  the  Treasury  Board,  as  part  of  the  process  of  implementing 

the  Glassco  Commission  recommendations,  stated  a  policy  on  operational  auditing 
and  incorporated  it  in  the  Guide  on  Financial  Management.  Operational  auditing 
differs  from  financial  auditing  in  that  management  controls  are  examined  not  just 
financial  controls.  This  policy  was  a  constructive  step,  but  it  began  the 
proliferation  of  internal  audit  activities  because  many  departments,  in  seeking  to 
implement  the  policy  and  give  internal  audit  a  higher  profile,  established 
operational  audit  groups  separate  from  those  conducting  financial  audits. 
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12.9  In  1969,  Parliament  ended  the  independent  pre-audit  of  the  Comptrol- 

ler of  the  Treasury  and  departmental  managers  became  fully  responsible  for  their 
expenditures.  In  that  same  year,  amendments  to  the  Financial  Administration  Act 
transformed  the  Comptroller  of  the  Treasury's  audit  group  into  a  central  service, 
as  one  of  the  components  of  the  Services  sector  of  the  new  Department  of  Supply 
and  Services.  The  Audit  Services  Bureau  has  expanded  greatly  since  1971  when 
cost-recovery  was  introduced  and  departments  have  been  able  to  obtain  its 
services  almost  on  demand,  thereby  permitting  managers  to  buy  auditing  off-the- 
shelf  without  the  necessity  of  giving  careful  thought  to  their  real  needs. 


12.10  Actions  since  1969.   The  elimination  of  the  independent  pre-audit  of 

the  Comptroller  of  the  Treasury  removed  the  principal  means  by  which  central 
agencies  such  as  the  Treasury  Board  ensured  compliance  with  their  rules  and 
regulations.  No  longer  could  these  agencies  have  any  confidence  that  depart- 
mental managers  adhered  to  the  financial  and  other  rules  that  they  had 
prescribed.  In  the  absence  of  an  effective  system  of  sanctions  for  poor 
management,  the  Treasury  Board  sought  other  means  for  evaluating  departmental 
adherence  to  the  Government's  policies.  Groups  within  each  branch,  and  often 
even  within  divisions  of  the  Treasury  Board  Secretariat,  undertook  reviews  of 
departmental  compliance  with  their  policies.  At  the  same  time,  the  Treasury 
Board  Secretariat  established  a  new  Planning  Branch  to  promote,  among  other 
things,  performance  measurement  and  the  evaluation  of  program  effectiveness. 


12.11  The  Treasury  Board  also  gave  the  Planning  Branch  responsibility  for 

co-ordinating  all  evaluative  efforts,  including  internal  audit  which  it  largely 
neglected.  Because  of  this  neglect,  the  Guide  on  Financial  Administration,  issued 
by  the  Administrative  Policy  Branch  in  1973,  unlike  its  1966  predecessor,  dealt 
only  with  financial  audit  (except  for  a  guideline  calling  for  the  financial  audit  to 
be  part  of  any  operational  audit  or  management  review  function)  thereby 
unnecessarily  restricting  the  scope  of  auditing  previously  established. 


12.12  Financial  Management  and  Control  Study.   Although  Government  poli- 

cy since  Glassco  recognized  internal  audit  as  an  important  element  in  the 
managerial  control  process,  this  Office's  1975  Financial  Management  and  Control 
Study  found  that:  some  departments  had  no  internal  audit  function;  internal 
auditors  were  often  diverted  to  other  duties;  coverage  was  not  consistent  or 
comprehensive;  and  staff  was  not  sufficiently  trained  or  familiar  with  its 
responsibilities.  The  1975  Report  recommended,  and  the  Government  accepted, 
that: 

"The  central  agency  of  the  government  responsible  for  prescribing  the 
standards,  scope  and  coverage  of  departmental  financial  audits  should 
give  greater  emphasis  to  monitoring  departmental  internal  audits  so  as 
to  encourage  greater  adherence  to  the  standards". 
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12.13  In  response,  the  Treasury  Board  initiated  a  review  of  financial  audit 

activities  in  government  departments  and  the  Office  of  the  Comptroller  General 
recently  issued  a  booklet  entitled  Standards  for  Internal  Financial  Audit  in  the 
Government  of  Canada  which  substantially  expands  on  the  direction  given  in  the 
Board's  Guide  on  Financial  Administration. 


Purpose  of  Current  Review 

12.1*  Our    1977   Report  announced  that  the  Audit  Office  would  be  under- 

taking a  review  to  assess  whether  the  Government  gets  value  for  money  in  the 
whole  area  of  auditing  within  the  federal  structure.   Our  interest  is  twofold: 

To  co-ordinate  the  activities  of  this  Office  fully  with  those  of 
other  auditors  in  the  Federal  Government,  it  is  necessary  to 
review  the  scope  and  quality  of  their  work  and  to  determine  the 
extent  to  which  this  work  can  be  relied  on,  thereby  avoiding 
unnecessary  duplication. 

To  report  significant  instances  where  expenditures  are  not  made 
with  due  regard  to  economy  and  efficiency  and  where  satis- 
factory procedures  are  not  in  place  to  measure  and  report  on  the 
effectiveness  of  government  programs,  this  Office  must  review 
internal  auditing  which  is  one  such  procedure.  For  this  reason  we 
reviewed  not  only  the  work  of  groups  involved  in  internal 
financial  audit,  but  also  of  those  performing  a  much  broader 
range  of  auditing,  commonly  referred  to  as  "operational  audits", 
"management  audits"  or  "cost  effective  audits". 


12.15  Our  review  began  with  extensive  research  into  current  internal  audit 

practices  in  both  the  private  and  public  sectors  and  was  followed  by  pilot  studies 
in  selected  departments.  The  complete  review  encompassed  the  auditing 
activities  in  35  government  departments  and  agencies. 


Need  for  Integration  of  Departmental  Audits 

12.16  Partly  as  a  result  of  the  varying  directions  received  from  the  Treasury 

Board,  many  departments  at  the  time  of  our  study  had  several  groups  involved  in 
unco-ordinated  audit  activities. 


12.17  Financial  audits.  Some  departments  separate  the  financial  audit  from 

other  audits,  often  placing  it  under  the  senior  officer  responsible  for  financial 
administration.  Such  units  are  useful  in  ensuring  that  financial  rules  are  followed, 
but  they  lack,  or  are  perceived  to  lack,  the  independence  to  question  the 
appropriateness  of  the  financial  rules  themselves,  let  alone  how  financial  controls 
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relate  to  other  management  control  systems.  Generally,  financial  audits  by 
departmental  auditors  and  the  Audit  Services  Bureau  are  undertaken  by  personnel 
who  have  had  auditing  training. 


12.18  The  gulf  between  financial  and  other  audits  is  even  greater  when 

departments  engage  the  Audit  Services  Bureau  to  conduct  financial  audits.  When 
these  audits  are  undertaken  by  auditors  who  are  not  part  of  the  department,  such 
as  Audit  Services  Bureau  staff,  co-ordination  of  all  audit  work  as  well  as  reviews 
of  audit  findings  and  departmental  follow-up  tend  to  get  less  attention. 


12.19  Operational  audits.  Operational  auditors  generally  have  quite  varied 

backgrounds,  but  do  not  necessarily  have  training  in  auditing  as  a  discipline.  The 
areas  they  audit  depend  to  a  large  extent  on  their  skills  and  interests,  as  well  as 
the  interests  of  the  persons  to  whom  they  report.  Operational  audit  groups  tend 
to  be  established  at  more  senior  levels  and  they  sometimes  report  to  deputy 
ministers  even  when  the  financial  audit  group  does  not.  Although  the  Audit 
Services  Bureau  has  established  a  capability  to  provide  operational  audit  services 
to  departments,  departmental  staff  conducts  most  operational  audits. 


12.20  Program  evaluation.  Resources    devoted    to   planning    and   evaluation 

have  grown  greatly  in  recent  years.  With  the  encouragement  of  the  Treasury 
Board,  most  departments  have  created  separate  units  which  combine  planning  and 
evaluation  activities.  We  did  not  review  these  groups  in  the  same  depth  as  audit 
units  but  generally  they  are  staffed  with  persons  who,  despite  having  excellent 
academic  qualifications,  have  little  or  no  training  in  auditing.  As  a  result,  the 
policy  planning  side  of  their  responsibilities  receives  most  attention  while 
evaluation  has  been  spasmodic  and  the  disciplined  approach,  characteristic  of 
trained  auditors,  is  frequently  lacking.  It  is  also  questionable  whether  they  can 
objectively  evaluate  plans  they  have  been  instrumental  in  creating  or  reviewing. 


12.21  Use  of  Audit  Services  Bureau.  Of     the     approximately     $50     million 

departments  spend  on  auditing  each  year,  about  $20  million  is  contracted  out 
primarily  to  the  Audit  Services  Bureau  of  the  Department  of  Supply  and  Services. 
The  origin  of  the  Bureau  was  outlined  earlier  in  this  Chapter. 


12.22  Departmental  reliance  on  the  Audit  Services  Bureau  tends  to  restrict 

their  initiative  in  integrating  all  internal  audit  activities.  Although  there  may  be 
a  requirement  for  a  central  agency  to  provide  audit  services  to  departments  on  an 
occasional  basis,  we  believe  that  auditing  is  an  inherent  responsibility  of  the 
department  and  that  each  department  should  establish  a  well  balanced  and 
competent  internal  audit  group  capable  of  carrying  out  a  comprehensive  audit. 
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12.23  A  side  benefit  of  auditing  can  be  obtained  if  the  internal  audit  function 

is  an  integral  part  of  departmental  operations  and  is  used  to  expose  bright,  young 
staff  to  the  department's  operations  and  to  broaden  the  horizons  of  middle 
managers  who,  through  specialization,  may  have  gained  only  a  narrow  perspective 
of  management's  problems.  Use  of  the  Audit  Services  Bureau  limits  opportunities 
for  this  type  of  training.  Both  external  and  internal  auditors  in  the  private  sector 
have  found  that  a  fairly  high  turnover  of  staff  is  essential  to  maintain  an  effective 
audit  organization  by  providing  room  for  fresh  ideas.  Good  people  are  attracted 
to  auditing  for  the  opportunity  it  gives  to  obtain  an  insight  into  a  wide  variety  of 
operations,  and  to  develop  skills  in  fact  finding,  analysis  and  reporting. 


12.2*  Effectiveness  of  these  audits.   All  these  audit  activities  subject  a  line 

manager  to  review  by  many  groups  who  may  often  be  poorly  co-ordinated.  Each 
may  have  a  narrow  perspective  of  the  nature  of  management's  problems  and  those 
to  whom  they  report  may  have  too  limited  authority  to  act  on  the  problems 
identified.  Assigning  responsibility  for  all  audit  activities  to  a  single  senior 
official  reporting  directly  to  the  deputy  head  would:  attract  leaders  with 
appropriate  management  training;  provide  a  proper  balance  between  specialist  and 
audit  skills;  and  permit  management's  problems  to  be  addressed  in  the  broadest 
possible  fashion. 


12.25  Other  evaluative  activities.   Line    management  of  departments  carry 

out  monitoring  and  control  activities,  such  as  a  review  of  field  operations  or  of 
projects  under  a  program  to  determine  needs  and  subsequently  assess  adherence  to 
laid  down  policies  and  procedures.  Central  agencies  also  subject  departments  to 
many  types  of  similar  reviews.  Such  activities,  which  may  resemble  audit,  are  not 
independent  and  are  part  of  the  normal  management  process.  However,  a  clear 
distinction  is  often  not  made  and  those  being  audited  feel  they  are  over-audited. 
This  has  two  unfortunate  effects:  on  the  one  hand  the  primary  responsibility  of 
line  managers  to  appraise  systematically  the  performance  of  their  programs  and 
subordinates  may  be  obscured;  and  on  the  other  hand  truly  independent  audit 
investigations  may  appear  to  be  unnecessary.  More  effective  and  better  co- 
ordinated internal  audit  would  relieve  the  need  for  some  of  the  reviews  line 
management  now  conduct  and  at  the  same  time  provide  the  benefit  of  audit 
objectivity. 


Present  and  Desirable  Audit  Practices 

12.26  In   conducting  our   review,   we  established   certain  audit   criteria  to 

assess  our  findings.  We  developed  what  we  consider  are  reasonable  and  feasible 
standards  that  internal  audit  groups  should  meet,  taking  into  account  the 
"Standards  for  the  Professional  Practice  of  Internal  Auditing"  recently  issued  by 
the  Institute  of  Internal  Auditors.  The  Institute  is  an  international  association 
dedicated  to  the  continuing  professional  development  of  internal  audit. 
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12*27  The  findings  of  our  review  have  been  communicated  to  departmental 

management.  No  department  satisfied  all  the  criteria  we  used.  The  chapters  in 
Part  2  of  this  Report  dealing  with  specific  departments  identify  the  current 
internal  auditing  situation  in  departments  selected  for  comprehensive  reporting  to 
Parliament.  In  this  Chapter  we  present  the  criteria  or  standards  used  in 
conducting  this  year's  study,  and  against  which  we  will  evaluate  departments  in 
future  when  conducting  comprehensive  audits  for  Parliament.  Departments 
selected  for  comprehensive  reporting  are  identified  where  they  have  taken 
positive  steps  to  meet  what  this  Office  regards  as  acceptable  standards. 


12.28  Present  and  desirable  audit  practices  are  described  under  the  main 

needs: 

broadly  defined  responsibilities; 

well  planned  audits; 

proper  organizational  status; 

competent  audit  resources; 

professionally  performed  audit  work; 

clearly  reported  audit  findings;  and 

effective  audit  committees. 

We  first  state,  in  italics,  the  criteria  or  standards  we  would  expect  and  then 
discuss  the  remedies  needed,  with  some  illustration  of  what  we  found. 


12.29  Scope  of  responsibilities.  Internal  audit  should  provide  senior  manage- 

ment with  a  continual,  independent  appraisal  of  all  aspects  of  a  department's 
activities. 


12.30  Our  study  leads  us  to  conclude  that  the  internal  audit  group  should 

examine  and  evaluate  all  aspects  of  a  department's  activities  including  systems 
for  ensuring: 

the  integrity  of  financial  and  other  information; 

controls  over  public  property,  revenues  and  expenditures; 

compliance  with  objectives,  policies,  plans,  procedures,  laws  and 
regulations;  and 

management    with    due    regard    for    economy,    efficiency    and 
effectiveness. 

In  summary,  the  scope  of  internal  audits  should  be  unrestricted. 
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12.31  The  responsibilities  of  most  departmental  internal  audit  groups  are  not 

defined  and  in  certain  instances  the  internal  auditors  do  not  adequately  plan  their 
audits  to  cover  all  significant  aspects  of  the  department's  activities.  These 
circumstances,  coupled  with  staffing  and  other  organizational  problems,  often 
lead  to  inconsistencies  in  the  scope  of  audits  and  certain  areas  are  never  audited. 
In  some  departments  the  audit  scope  is  consciously  restricted. 


12.32  As  examples  of  unrestricted  scope,  three  departments,  National  Health 
and  Welfare,  National  Revenue  -  Customs  and  Excise  and  the  Canada  Employment 
and  Immigration  Commission,  have  defined  the  scope  of  internal  audit  well.  They 
are  in  the  process  of  implementing  mandates  for  their  internal  auditors  which  aim 
at  giving  senior  management  an  independent  objective  assessment  of:  the 
efficiency,  economy  and  effectiveness  of  operations;  the  degree  of  compliance 
with  financial  and  administrative  policies  and  procedures  established  by  the 
ministers  and  deputy  ministers  and  by  central  agencies;  and  the  integrity  of  the 
information  used  to  acquire  public  funds  and  account  for  their  expenditure. 

12.33  Audit  planning.  Audit  planning  should  ensure  that  all  activities  of  the 
department  are  identified,  potential  audit  areas  ranked  in  order  of  priority  and 
appropriate  audit  objectives  determined  for  each  area  selected  for  audit. 


12.34  To  effect  improvements  in  audit  planning: 

a  model  of  the  department  should  be  prepared  identifying  all 
organizational  components,  programs  and  activities,  and  revenue 
from  outside  sources  when  applicable,  as  potential  audit  areas 
and  the  audits  should  be  planned  to  avoid  gaps  or  duplication  in 
audit  coverage; 

the  model  should  be  updated  at  least  annually; 

all  potential  audits  should  be  assessed  according  to  defined 
criteria  based  on  materiality,  importance  to  management  and 
degree  of  risk  or  opportunity;  and 

the  objectives  and  scope  in  each  area  subject  to  audit  should  be 
established  and  an  annual  work  plan  prepared. 


12.35  Our    study    revealed    that    many    departments    do    not    review    their 

operations  in  sufficient  detail  to  identify  all  activities  that  should  be  subject  to 
audit. 
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12.36  Very    few    departments    pay    more    than   lip  service   to   determining 

priorities  based  on  materiality,  the  importance  to  management  and  the  degree  of 
risk.  Frequently,  the  major  audit  effort  is  directed  towards  activities  repre- 
senting a  small  proportion  of  the  department's  expenditures  with  the  result  that 
audit  findings  may  be  of  little  significance. 


12.37  There  is  a  general  lack  of  stated  objectives  for  carrying  out  audits.  In 
many  instances,  an  area  is  audited  simply  because  "it  has  always  been  done". 
There  is  a  tendency  to  choose  the  easiest  thing  to  audit  rather  than  to  venture 
into  complex  or  sensitive  areas  requiring  high  skill  levels  or  representing 
substantial  risk.  Consequently,  internal  audit  groups  seldom  play  a  constructive 
role  in  assisting  in  the  management  of  departmental  resources. 

12.38  The  Department  of  National  Health  and  Welfare  recently  prepared  a 
model  which  identified  and  weighed  the  importance  of  over  100  auditable  units 
and  from  this  a  six-year  audit  plan  was  developed,  a  commendable  approach.  The 
ranking  process  is  vital  for  obtaining  value  for  money  in  auditing. 

12.39  Organizational  status  and  mandate.  The  internal  audit  group  should 
have  an  organizational  status  that  will  permit  it  to  report  objectively  and 
effectively  on  any  operation  or  activity  of  the  department.  Its  responsibilities 
should  be  clearly  communicated  in  a  mandate  from  the  deputy  head  that 
demonstrates  visibly  his  support. 


12.<K)  For  internal  audit  to  be  effective: 

The  head  of  the  internal  audit  group  should  report  directly  to  the 
deputy  head  and  thereby  be  organizationally  independent  of  all 
operations  audited. 

Internal  auditors  should  not  plan,  design,  install  or  operate 
systems  that  they  will  subsequently  audit. 

The  internal  audit  group  should  have,  and  be  perceived  to  have, 
support  from  the  deputy  head.  The  audit  mandate  should  receive 
wide  distribution  to  demonstrate  his  visible  support.  Depart- 
mental managers  should  always  be  required  to  respond  to  internal 
audit  findings  on  a  timely  basis. 

All  audit  activities  carried  out  by  or  on  behalf  of  the  department 
should  be  integrated  into  a  single  audit  group. 
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12.41  The    organizational    status    of    the    internal    audit    group    in    many 

departments  is  unsatisfactory.  This  results  in  a  loss  of  independence,  and  as  a 
consequence,  a  lack  of  objectivity.  The  group  often  has  relatively  low  importance 
attached  to  it  in  the  departmental  hierarchy,  as  illustrated  by  the  ease  with  which 
operational  units  establish  audit  activities  on  their  own.  Audit  reports, 
frequently,  do  not  reach  the  managers  who  can  take  corrective  action. 
Frequently,  internal  audit  groups,  as  a  convenient  staffing  source,  have  been 
involved  operationally  in  departmental  functions  they  audit. 


12.42  In  the  Department  of  National  Revenue  -  Customs  and  Excise,      the 

Canada  Employment  and  Immigration  Commission,  the  Department  of  Communi- 
cations and  the  Department  of  Transport  the  head  of  the  internal  audit  group  now 
reports  directly  to  the  deputy  head  and  the  internal  audit  group's  mandate  is  well 
communicated  to  all  senior  management.  This  organizational  status,  which  is 
relatively  recent  in  these  departments,  should  contribute  significantly  to 
improving  the  impact  of  the  internal  audit  groups  and  give  them  the  independence 
which  is  essential  to  the  effective  discharge  of  their  responsibilities. 


12.43  Professional  resources.  The    internal    audit   group  should  be  profes- 

sionally competent  and  have  enough  resources  to  carry  out  its  responsibilities. 


12.44  To  achieve  this  end: 

the  internal  audit  group  should  be  given  strong  leadership  by  a 
thoroughly  competent  professional  and  be  staffed  with  auditors 
technically  proficient  in  the  variety  of  disciplines  necessary  to 
carry  out  comprehensive  audits;  and 

internal  auditors  should  maintain  their  technical  competence 
through  continuing  education. 

To  achieve  and  maintain  consistently  high  standards  of  audit,  the  Comptroller 
General  should  monitor  the  training  and  development  of  departmental  auditors  and 
should  participate  in  the  appointment  of  auditors  at  the  senior  levels. 


12.45  Many  audit  groups  now  concentrate  on  audits  of  a  routine  financial 
nature  because  they  are  not  staffed  with  auditors  capable  of  performing  value- 
for-money  audits  or  of  reviewing  complex  computer-based  systems.  Few 
departments  have  training  plans  to  develop  their  staff,  and  even  where  there  are 
such  plans,  insufficient  time  is  devoted  to  them. 

12.46  Performance  of  audit  work.  Appropriate  standards  of  performance 
must  be  defined  and  followed  in  each  audit  assignment. 
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12.47  Improvements  in  the  performance  of  audit  work  can  be  expected  if: 

standards  are  followed  that  address  all  aspects  of  comprehensive 
auditing; 

appropriate  audit  methods  and  procedures  are  established  and 
documented  in  an  audit  manual; 

decisions  on  the  nature,  extent  and  timing  of  audit  tests  and 
procedures  are  based  on  an  evaluation  of  the  systems  of  internal 
control  operating  in  the  department;  and 

audit  working  papers  clearly  document  the  audit  process  and 
substantiate  findings. 


12.48  Many  departments  have  no  assurance  that  audits  are  properly  carried 

out  because  performance  standards  have  not  been  defined.  Frequently,  there  is  no 
evidence  that  audit  work  is  supervised  and  audit  working  papers  are  reviewed. 
Established  methods  and  procedures  are  seldom  used  for  giving  guidance  to  audit 
staff.  Documentation  of  audit  findings  is  generally  poor;  some  audit  reports 
reviewed  during  the  study  did  not  have  any  supporting  working  papers.  Audit  files 
frequently  lack  a  proper  indexing  system  to  ensure  that  all  procedures  are 
performed,  that  information  can  be  retrieved  at  a  later  date,  and  that  evidence 
can  be  produced  if  findings  are  challenged. 


12.49  The  Comptroller  General  has  provided  guidelines  for  financial  audit; 

these  should  be  extended  to  cover  all  aspects  of  a  comprehensive  audit. 


12.50  Reporting  audit  findings.  The   results  of   the   audit  should  be   docu- 

mented in  a  formal  report  to  provide  a  constructive  vehicle  for  change,  be 
discussed  with  the  managers  affected  and  be  presented  on  a  timely  basis  to  the 
deputy  head  and  his  audit  committee. 


12.51  Draft    audit    reports    should    be    discussed    with    the    head    of    the 

organization    being   audited   before   being  finalized   and   his   response  should  be 
included  in  the  report. 


12.52  Audit   reports   should  be  as  clear  and  objective  as  possible  to  help 

management  appraise  the  seriousness  of  the  problems  reported.  Limitations  in  the 
scope  of  audit  should  be  disclosed.  The  measurement  or  evaluation  criteria  used 
by  the  auditor  should  also  be  clearly  indicated. 
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12.53  Audit  reports  should  be  addressed  to  the  deputy  head  with  a  covering 

letter  drawing  to  his  attention  issues  he  should  consider.  Copies  should  also  be 
sent  to  members  of  the  audit  committee.  The  internal  audit  group  should 
systematically  follow  up  their  audit  findings  and  advise  the  deputy  head  if 
adequate  action  is  not  taken  to  resolve  matters  previously  reported.  This  is  of 
special  importance  to  the  establishment  and  maintenance  of  effective  manage- 
ment control  by  the  deputy  head  and  members  of  the  top  management  team  in 
departments. 


12.5^  We  noted  several  deficiencies  common  to  many  departments  in  the 

reporting  of  audit  findings  including: 

Reports  were  issued  long  after  completion  of  the  audit  work, 
making  the  information  of  little  value.  In  these  cases  the  reports 
could  hardly  be  considered  a  constructive  vehicle  for  change. 

Problems  were  not  adequately  identified  and  their  significance 
was  not  clearly  stated. 

Restrictions  in  the  scope  of  the  audit  were  not  reported.  This 
could  leave  management  with  a  false  sense  of  security,  possibly 
believing  that  the  scope  of  the  audit  had  been  much  greater  than 
it  was. 

Reports  were  addressed  to  officials  other  than  the  deputy  head 
or  an  audit  committee,  leaving  it  uncertain  whether  all  findings 
were  drawn  to  the  attention  of  the  deputy  head.  Frequently,  the 
addressee  had  no  authority  to  effect  remedial  action. 

Audit  findings  were  not  systematically  followed  up  to  determine 
what  action  has  been  taken. 


12.55  Use  of  audit  committees.   Audit  groups  should  have  the  leadership  and 

support  of  an  audit  committee  composed  of  senior  management  and  suitably 
qualified  persons  from  outside  the  department  to  provide  additional  objectivity. 
Preferably,  the  deputy  head  or  a  person  of  equivalent  stature  from  inside  or 
outside  the  public  service  should  chair  the  audit  committee. 


12.56  The  deputy  minister  should  appoint  an  audit  committee  of  appropriate 

senior  departmental  officials  and  suitably  qualified  persons  from  outside.     The 
committee  should  provide  guidance  and  support  to  the  audit  group  by: 

approving  audit  plans  and  programs; 

ensuring  that  all  programs  and  activities  of  the  department  are 
considered  when  selecting  areas  for  audit; 
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discussing  audit  reports  and  findings  and  identifying  how  findings 
in  one  area  might  relate  to  other  areas; 

seeing  that  corrective  or  preventive  action  is  taken  on  audit 
findings; 

considering  matters  raised  by  the  Office  of  the  Auditor  General; 

assessing  the  adequacy  of  resources  for  the  audit  activity;  and 

advising  on  the  appointment  of  the  head  and  members  of  the 
internal  audit  group. 

This  is  of  particular  importance  to  ensure  adequate  recognition  throughout  the 
organization  of  the  accountability  of  every  manager  for  the  economical,  efficient 
and  effective  expenditure  of  public  funds.  Periodic  attendance  at  audit 
committee  meetings  by  the  Minister  or  his  direct  representative,  possibly  the 
Parliamentary  Secretary,  would  be  a  recommended  and  highly  desirable  practice. 
It  would  help  to  emphasize  the  accountability  of  managers  to  government,  to 
Parliament  and  ultimately  to  the  taxpayer  for  the  effective  control  and  good 
management  of  public  money. 


12.57  Some  departments  have  not  yet  appointed  an  audit  committee.     In 

some  departments  that  have  committees,  they  are  not  fulfilling  their  responsibili- 
ties. In  other  instances,  terms  of  reference  for  the  committees  are  not  well 
defined. 


12.58  The  Department  of  Transport  recently  revised  the  terms  of  reference 

for  its  audit  committee  to  include  all  appropriate  responsibilities.  In  addition  to 
including  the  Deputy  Minister,  as  chairman,  and  other  senior  departmental 
managers,  a  senior  official  from  another  department  has  been  appointed  to  the 
committee.  Representatives  from  the  Office  of  the  Comptroller  General 
and  the  Audit  Office  have  an  open  invitation  to  attend  monthly  meetings.  The 
Department  of  National  Revenue  -  Customs  and  Excise  also  recently  appointed  an 
audit  committee  with  a  sound  mandate. 


Management  Support  and  Leadership 

12.59  Integrated  audit  groups  and  better  quality  audit  practices  are  essential 

for  effective  internal  auditing.  However,  improved  organizational  arrangements 
and  techniques  alone  are  not  enough.  Until  deputy  heads  and  their  senior 
managers  appreciate  the  benefits  to  be  derived  from  a  properly  done  compre- 
hensive audit,  the  value  obtained  from  the  substantial  effort  now  devoted  to 
internal  audit  will  continue  to  be  unsatisfactory.  Internal  audits  may  be  perceived 
as  a  threat  by  poor  managers,  and  that  cannot  be  avoided,  but  good  managers 
should  see  internal  audit  as  a  means  of  enhancing  their  own  ability  to  control 
performance. 
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12.60  At  the  departmental  level.   With    a    few    notable    exceptions,    senior 

management  has  failed  to  appreciate  the  potential  benefits  of  internal  auditing 
and  has  paid  little  attention  to  the  quality  of  existing  auditing  in  their 
departments.  There  has  been  a  corresponding  lack  of  support  for  and  direction  to 
the  audit  activity.  As  a  result  departments  have  been  confused  about  what 
auditing  is,  what  auditors  do  and  how  the  function  should  be  organized  to  achieve 
the  greatest  possible  benefits.  Most  departments  have  intentionally  limited  their 
audit  activities  to  financially-based  internal  audits  that  are  inadequate  for  today's 
needs  especially  having  regard  to  the  much  greater  emphasis  that  Parliament  has 
placed  on  value-for-money  auditing  through  the  enactment  of  the  Auditor  General 
Act. 


12.61  All    too    frequently   the    prevailing  attitude    toward   audit   is   one  of 

resentment  rather  than  appreciation  of  the  contribution  auditing  can  make  in 
ensuring  that  government  programs  are  carried  out,  not  just  with  probity,  but  with 
due  regard  for  economy,  efficiency  and  effectiveness.  These  attitudes  generate 
inevitable  reactions  among  auditors  themselves  about  their  proper  role  and  the 
importance  of  their  work.  If  objective  assessment  and  constructive  criticism  are 
resented,  there  can  be  little  job  satisfaction  for  the  auditors.  One  result  is  that 
better  auditors  leave.  A  vicious  circle  results.  Changing  the  views  of  management 
about  the  audit  function  will  not  be  an  easy  task;  it  will  require  strong  central 
direction  from  deputy  heads  as  well  as  the  Comptroller  General  of  Canada. 


12.62  A  few   positive  steps  have  been  taken  to  institute  changes  for  the 

better.  A  series  of  briefing  sessions  in  May  and  3une  of  this  year  informed  deputy 
ministers  of  the  progress  on  this  year's  audits  by  our  Office.  The  positive 
reactions  to  recommendations  to  integrate  and  give  greater  importance  to  the 
internal  audit  function  were  encouraging. 


12.63  By  the  Treasury  Board.  To  date,  central  agency  support  for  internal 

audit  has  been  spasmodic  and  often  divisive.  Early  in  1978,  I  met  the  Secretary  of 
the  Treasury  Board  to  discuss  the  need  for  co-ordinating  audit  and  evaluation 
activities  both  within  the  Treasury  Board  and  in  departments.  No  immediate 
action  was  taken  as  it  was  felt  that  this  issue  could  best  be  dealt  with  by  the  new 
Comptroller  General.  Shortly  after  his  appointment  and  as  part  of  the  Treasury 
Board  Secretariat  reorganization,  the  Comptroller  General  was  given  responsi- 
bility for  the  existing  Financial  Administration  Branch,  including  the  evaluation  of 
departmental  adherence  to  the  Treasury  Board  policy  on  financial  administration. 
Also  assigned  to  him  was  the  former  division  of  the  Planning  Branch  responsible 
for  evaluating  departmental  adherence  to  the  Treasury  Board  policies  on 
performance  measurement  and  effectiveness  evaluation.  We  also  understand  that 
the  Comptroller  General  will  be  assuming  functional  responsibility,  on  behalf  of 
the  Secretary  of  the  Treasury  Board,  for  co-ordinating  the  evaluation  activities  of 
other  branches  of  the  Treasury  Board  Secretariat,  including  adherence  to  Treasury 
Board  administrative  and  personnel  policies.  Completion  of  this  reorganization 
and  reassignment  of  responsibilities  should  establish  a  sound  basis  for  central 
direction  in  carrying  out  fully  integrated  comprehensive  audits. 
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12.64  The  development  of  a  strong,  well  organized  internal  audit  function, 

staffed  by  competent  well-motivated  individuals  and  carrying  out  a  comprehensive 
audit  under  good  leadership  and  the  overall  direction  of  a  properly  constituted 
audit  committee  is  of  major  importance.  It  is  one  of  the  best  ways  to  ensure  that 
the  human,  physical  and  financial  resources  entrusted  to  Government  by 
Parliament,  and  to  managers  by  Government,  are  being  managed  with  due  regard 
to  economy,  efficiency  and  effectiveness.  It  is  also  important  for  ensuring  that, 
through  good  co-ordination  and  appropriate  reliance  upon  the  internal  audit 
function,  the  work  of  our  Office  is  carried  out  economically,  efficiently  and 
effectively.  Unfortunately,  the  findings  of  our  current  review  preclude  us  from 
relying  on  many  internal  audit  groups  at  this  time.  Accordingly,  in  my  future 
Reports  to  Parliament,  this  vital  aspect  of  an  effective  financial  management  and 
control  system  will  be  given  the  closest  attention. 
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13 
ORGANIZATION  AND  ACTIVITIES  OF  THE  AUDIT  OFFICE 


Introduction 

13.1  During  the  last  year,  the  Audit  Office  operated  for  the  first  time 

under  authority  of  the  new  Auditor  General  Act  which  was  proclaimed  as  of 
August  1,  1977.  For  the  reader's  convenience,  the  Act  is  reproduced  in  Appendix 
A  of  this  Report.  Section  6  of  the  Act  requires  the  Auditor  General  to  express  an 
opinion  on  the  several  financial  statements  which  are  required  by  Section  55  of 
the  Financial  Administration  Act  to  be  included  in  the  Public  Accounts.  Section  7 
requires  the  Auditor  General  to  report  to  the  House  of  Commons  anything  that  he 
considers  to  be  of  significance  and  of  a  nature  that  should  be  brought  to  the 
attention  of  the  House  of  Commons,  including  cases  where  he  has  observed  certain 
specified  deficiencies. 


13.2  Section  11  of  the  Act  permits  the  Auditor  General  to  make  specific 

inquiries  whenever  the  Governor  in  Council  so  directs.  Under  this  Section,  the 
Audit  Office  continued  its  examination  of  the  Oil  Import  Compensation  Program, 
referred  to  in  Chapter  22  of  the  Report. 


13.3  The  Auditor  General  is  also  required  to  express  an  opinion  on:    the 

accounts  of  33  agency  and  proprietary  Crown  corporations  in  accordance  with 
Section  77  of  the  Financial  Administration  Act;  57  departmental  Crown 
corporations  and  other  entities,  including  the  accounts  of  the  Governments  of  the 
Yukon  and  Northwest  Territories  and  affiliated  organizations;  and  the  accounts  of 
the  United  Nations  and  several  of  its  agencies  and  affiliated  organizations. 


Office  Organization 

13.*  Enactment  of  the  new  Act  has  enabled  further  significant  steps  to  be 

taken  to  complete  the  reorganization  of  the  Office  which  began  some  five  years 
ago.  These  changes  have  all  been  made  with  the  intent  of  establishing  a  plan  of 
organization  comparable  to  the  structure  of  national  public  accounting  firms.  We 
have  been  successful  in  obtaining  on  full  time  staff  the  services  of  28  seasoned 
professionals  as  of  August  1,  1978  to  assume  responsibilities  equivalent  to  that  of 
a  Partner  in  a  professional  accounting  firm.  These  officers,  known  in  the  Office 
by  the  designation  Principal,  are  of  key  importance  as  all  work  in  an  individual 
department  or  agency  is  channelled  through  them.  The  revised  plan  of 
organization  is  shown  in  Exhibit  13.1. 
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ORGANIZATION  OF  THE  OFFICE  OF  THE  AUDITOR  GENERAL  OF  CANADA 

OCTOBER  1978 
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Assistant 
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Auditors 
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Exhibit  13.1 
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13.5  The    general    direction    of    the    Office    is    the    responsibility    of    the 

Management  Committee,  comprising  the  Auditor  General  and  the  Deputy  and 
Assistant  Auditors  General.   The  Office  now  consists  of  six  Groups: 

Departmental  and  Corporate  Audits; 

Control  Evaluations; 

Professional  Services; 

Planning  and  Reports; 

International  Audits;  and 

Human  Resources  and  Administration. 


13.6  The  Departmental  and  Corporate  Audits  Group,  comprising  22  audit 

teams  and  seven  regional  offices,  is  responsible  for  organizing  and  conducting 
legislative  and  financial  audits  in  government  departments,  agencies  and  Crown 
corporations.  In  addition  to  such  annual  reviews,  the  Group's  objective  is  to  carry 
out  cyclical  comprehensive  audits  at  least  once  every  four  years  in  every 
department,  agency  and  Crown  corporation  audited  by  this  Office.  As  described 
in  Chapter  11  of  this  Report,  such  comprehensive  audits  encompass  all  of  the 
techniques  that  have  been  applied  during  the  Financial  Management  and  Control 
Study,  the  Computer  and  Information  Systems  Evaluation  Study  and  the  Study  of 
Procedures  in  Cost  Effectiveness.  They  are  designed  to  provide  Parliament  at 
least  once  every  four  years  with  an  in-depth  evaluation  report  on  each  government 
entity  for  which  the  Office  has  audit  responsibility. 


13.7  The  Control  Evaluations  Group  involves  three  main  programs  which  are 

being  incorporated  progressively  in  the  cyclical  comprehensive  audit  approach. 
Financial  Management  and  Control  Studies  conducts  studies  in  government 
departments,  agencies  and  Crown  corporations  to  evaluate  and  report  on  the  state 
of  financial  management  and  control  procedures,  and  other  matters  affecting  the 
quality  of  financial  management.  Special  Audits  and  Inquiries  conducts  audits  and 
inquiries  relating  to  specific  subject  areas  of  government  financial  administration 
or  to  broad  general  topics  on  issues  that  have  government-wide  impact.  Projects 
may  be  initiated  by  the  Office  or  requested  by  the  Government  under  authority  of 
Section  11  of  the  Auditor  General  Act.  The  Study  of  Procedures  in  Cost 
Effectiveness  was  organized  within  this  Group. 


13.8  The   Professional   Services   Group  encompasses  a  number  of  diverse 

supportive  and  advisory  professional  activities  within  the  Office.  Computer  Audit 
Services  is  concerned  with  reviewing  the  Government's  computer-based  financial 
systems,  developing  EDP  audit  technology,  implementing  computer-assisted  audit 
techniques  and  training  audit  staff.  Professional  Practices  is  responsible  for 
developing  and  maintaining  modern  auditing  standards  and  procedures,  conducting 
research  in  accounting  and  auditing,  providing  a  consultative,  advisory  service  to 
staff  and  developing  and  maintaining  the  audit  manuals  and  guides  of  the  Office. 
An  integral  part  of  the  Group  is  Professional  Development  which  has  responsibility 
for  the  training  and  development  of  professional  personnel. 
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13.9  The  Planning  and  Reports  Group  includes  Public  Accounts  Audits  which 

has  responsibility  for  co-ordinating  the  Office's  examination  of  the  accounts  and 
financial  statements  of  Canada  and  recommends  to  the  Auditor  General  the 
nature  of  the  opinion  he  should  provide  on  the  main  financial  statements  included 
in  the  Public  Accounts.  It  also  advises  the  Auditor  General  on  principles  and 
practices  of  accounting  appropriate  to  the  accounts  and  financial  statements  of 
Canada  and  on  changes  in  such  principles  and  practices  proposed  from  time  to 
time  by  the  Government.  Program  Planning  is  responsible  for  co-ordinating  both 
the  development  of  the  Office's  audit  plans  and  the  assignment  of  professional 
staff  to  the  various  audit  groups  within  the  Office.  Reports  and  Communications 
has  co-ordinating  responsibility  for  the  preparation  of  our  annual  Report  to  the 
House  of  Commons  and  for  liaison  with  the  Standing  Committee  on  Public 
Accounts,  Members  of  Parliament  and  central  agencies  of  the  Government. 


13.10  The  International  Audits  Group  acts  for  the  Auditor  General  who,  as 

one  of  the  three  members  of  the  United  Nations  Board  of  Auditors,  is  responsible 
for  the  audit  of  the  United  Nations  and  some  of  the  specialized  agencies. 


13.11  The  Human  Resources  and  Administration  Group  is  responsible  for  all 

personnel  administration,  contract  administration  and  financial  and  administration 
services  to  the  Office. 


13.12  Three  independent  advisory  committees  provide  guidance  to  the  Office 
on  complex  problems  and  important  issues  that  arise  regularly  in  carrying  out  our 
work.  The  Independent  Advisory  Committee  on  Government  Accounting  and 
Auditing  Standards  comprises  five  chartered  accountants  who  are  recognized 
authorities  on  accounting  and  auditing  principles  and  practices  in  Canada.  The 
Independent  Advisory  Committee  on  Financial  Management  and  Control  Standards 
consists  of  five  partners  of  firms,  all  of  whom  were  intimately  involved  in  the 
Financial  Management  and  Control  Study.  The  most  recently  established 
committee,  the  Independent  Advisory  Committee  on  Computer  Audit  Standards, 
consists  of  five  partners  of  firms  all  of  whom  were  members  of  the  Steering 
Committee  of  the  recently  terminated  Computer  and  Information  Systems 
Evaluation  Study. 

Assistance  to  the  Standing  Committee  on  Public  Accounts 

13.13  The  Audit  Office  has  continued  to  give  high  priority  to  providing 
assistance  when  desired  by  the  Standing  Committee  on  Public  Accounts  in  its 
review  of  the  annual  Report.  The  Office  was  represented  at  all  meetings  of  the 
Committee  by  either  the  Auditor  General  or  a  Deputy  Auditor  General  and  by 
other  senior  officers  as  appropriate  to  the  matter  under  review.  We  assisted  the 
Sub-committee  on  Agenda  and  Procedures  in  planning  the  Committee's  review  of 
our  1977  Report. 
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13.14  During  the  last  year  the  principal  subjects  considered  by  the  Public 
Accounts  Committee  were  Atomic  Energy  of  Canada  Limited,  our  1977  findings 
and  recommendations  of  the  Computer  and  Information  Systems  Evaluation  Study, 
our  1976  and  1977  studies  on  the  financial  management  and  control  practices  of 
Crown  corporations,  our  1976  and  1977  findings  and  recommendations  on  a  number 
of  special  audits  and  inquiries  and  Bill  C-10,  an  Act  concerning  the  creation  of  the 
position  of  Comptroller  General.  Recommendations  of  the  Committee  were 
included  in  its  three  Reports  to  the  House  of  Commons  which  are  reproduced  in 
Appendix  E. 

Study  of  Procedures  in  Cost  Effectiveness  (SPICE) 

13.15  Last  year  we  reported  that  the  Office,  in  preparation  for  the 
introduction  of  the  new  Auditor  General  Act,  was  undertaking  a  government-wide 
Study  of  Procedures  in  Cost  Effectiveness  (SPICE),  a  major  project  to  assess  the 
adequacy  of  management  controls  in  the  Government  in  terms  of  value  for  money. 
As  described  in  Chapter  2  of  this  Report,  the  Study  had  been  examining  selected 
programs  within  certain  departments  and  agencies  of  the  Government,  gathering 
information  and  knowledge,  developing  expertise  and  identifying  the  talents  and 
resources  required  by  the  Audit  Office  for  the  fulfilment  of  its  new  mandate. 
With  proclamation  of  the  Auditor  General  Act  as  of  August  1,  1977,  the  SPICE 
project  was  transformed  from  a  research  effort  into  an  expanded  operational 
program.  This  year  the  first  results  of  our  studies  based  on  the  value-for-money 
concept  are  being  communicated  to  the  House. 


13.16  SPICE  teams  have  raised  questions  about  the  attention  that  manage- 
ment is  giving  to  questions  of  economy,  efficiency  and  effectiveness.  As  a  result 
of  the  first  departmental  examinations,  several  general  areas  of  management 
control  were  identified.  Three  of  these  areas  have  been  investigated  in  some 
detail  and  the  significant  issues  that  have  been  identified  are  reported  in  Chapters 
3  to  5  of  this  Report.  Investigations  of  other  management  areas  are  proceeding. 
As  further  significant  issues  emerge  from  this  work,  they  will  be  included  in 
future  annual  Reports. 

Computer  and  Information  Systems  Evaluation  (CAISE)  Study 

13.17  The  Computer  and  Information  Systems  Evaluation  (CAISE)  Study  was 
completed  in  December  1977  shortly  after  being  presented  in  our  1977  Report. 
The  Audit  Office  is,  however,  developing  a  permanent  EDP  audit  capability  as 
part  of  the  Professional  Services  Group.  A  Principal,  Computer  Audit  Services, 
has  been  appointed  and  he  is  being  assisted  by  the  Independent  Advisory 
Committee  on  Computer  Audit  Standards  described  in  paragraph  13.12.  Those 
persons  who  took  part  in  the  Study  continue,  on  a  reduced  scale,  to  give  needed 
support  to  the  development  of  this  "in-house"  computer  capability.  The  results  of 
our  monitoring  of  government  actions  on  the  CAISE  recommendations  reported 
last  year  are  included    in  Chapter  10  of  this  Report. 
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Financial  Management  and  Control  Study 

13.18  As  reported  in  the  1977  Report,  the  Financial  Management  and  Control 

Study  (FMCS),  initiated  in  May  1974,  was  completed  in  1976-77.  During  the  last 
year,  the  Office  continued  to  monitor  corrective  actions  taken  or  planned  by 
departments,  agencies,  Crown  corporations  and  the  two  territorial  governments  in 
response  to  the  Study's  recommendations.  Particular  emphasis  was  placed  on 
departmental  financial  organizations  and  in  Chapter  8  we  report  on  action  taken 
concerning  our  1976  recommendation  that  a  Comptroller  be  appointed  in  each 
department,  agency  or  Crown  corporation.  The  issues  raised  by  the  FMCS  and  by 
our  related  monitoring  activities,  are  now  integrated  into  the  expanded  scope  of 
our  audits. 


Special  Audits  and  Inquiries 

13.19  During    1977-78,   five  special  government-wide  studies  were  carried 

out.   The  results  of  four  of  these  studies  are  included  in  this  Report: 

Improving  Financial  Information  for  Parliament  (Chapter  6); 

Charging  for  Accommodation  Services  (Chapter  7); 

Contracting  Procedures  (Chapter  9);  and 

Comprehensive  Internal  Auditing  Within  Government  (Chapter  12). 

The  fifth,  a  study  of  telecommunications  services  in  nine  government  depart- 
ments, is  still  under  way.  This  study  will  be  completed  during  the  current  year 
and  matters  which  should  be  drawn  to  the  attention  of  the  House  of  Commons  will 
be  included  in  my  1979  Report. 


13.20  During  the  coming  year,  a  study  will  be  initiated  on  Excise  Revenue 

Systems  of  the  Department  of  National  Revenue  -  Customs  and  Excise  and  it  is 
expected  that  the  results  will  be  reported  in  1979. 


Audit  Operations 

13.21  Appendix  C  of  this  Report  contains  the  Auditor  General's  certificates 

on   the   main    financial   statements   of    Canada   and   our   observations   on   these 
statements  which  also  appear  in  Volume  1  of  the  Public  Accounts. 


13.22  Chapters  14  to  19  of  this  Report  include  the  findings,  observations  and 

recommendations  arising  from  six  exploratory  comprehensive  departmental  audits 
carried  out  during  the  past  year. 
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13.23  Chapter    20    includes    comments    on    the    financial    statements    and 

operations  of  the  Crown  corporations  and  other  entities  for  which  the  Auditor 
General  is  required  to  express  separate  opinions.  It  contains  a  list  of  all  such 
corporations  and  entities. 


13.24  Chapter   21    contains  observations   reported   under   Section   7  of   the 

Auditor  General  Act  on  irregularities  disclosed  during  Audit  Office  examinations 
and  on  other  matters  the  Auditor  General  considers  should  be  brought  to  the 
notice  of  the  House  of  Commons. 


13.25  Finally,    Chapter    22    comments   on    specific    matters   dealt   with   in 

previous  Reports  of  sufficient  significance  to  be  reported  to  the  House  of 
Commons  again.  These  comments  arise  from  the  Office's  continuous  follow  up 
and  monitoring  of  actions  taken  to  correct  deficiencies  previously  reported. 


International  Audits 

13.26  The   Auditor   General  of  Canada  has  continued  to  be  involved  with 

international  audits  in  keeping  with  expectations  resulting  from  Canada's 
participation  in  international  organizations.  This  not  only  represents  a  part  of 
Canada's  continuing  involvement  with  the  international  community,  but  has  also 
provided  an  excellent  opportunity  for  the  staff  of  the  Office  to  broaden  their 
experience  and  enhance  their  professional  development. 


13.27  The  Board  of  Auditors  of  the  United  Nations  consists  of  the  Auditors 

General  of  Bangladesh,  Canada  and  Ghana.  Canada's  three-year  term  expires  on 
June  30,  1980.  As  noted  in  previous  Reports,  the  Board  of  Auditors  has  introduced 
significant  organizational  and  procedural  changes  to  give  greater  substance  to  the 
concept  of  joint  and  several  responsibilities  under  which  the  Board  operates,  and 
to  shift  the  emphasis  from  transaction-based  auditing  to  systems-based  auditing. 
In  its  report  to  the  United  Nations  General  Assembly  for  the  1976-77  biennium, 
the  Board  of  Auditors  highlighted  the  results  of  the  financial  management  and 
control  study,  giving  emphasis  to  the  observations  and  recommendations  resulting 
from  the  shift  to  systems-based  auditing.  This  report  also  commented  on  the 
progress  achieved  in  integrating  the  audit  approach,  made  possible  largely  through 
the  establishment  of  the  Audit  Operations  Committee  in  June  1976.  Edward  R. 
Rowe,  an  Assistant  Auditor  General  who  was  the  first  Chairman  of  the  Audit 
Operations  Committee,  and  Michael  R.  Harle,  the  Director  of  External  Audit 
(Canada)  and  a  Principal  in  our  Office  under  the  Executive  Interchange  Program, 
completed  two-year  assignments  with  the  Board  of  Auditors  in  June  1978.  They 
have  been  succeeded  by  G.  Peter  Wilson,  an  Assistant  Auditor  General,  and 
Bonnie  P.  Miller,  a  Principal  in  the  Office. 
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13.28  In  addition  to  reporting  to  the  General  Assembly  on  the  United  Nations 

itself,  the  Board  of  Auditors  also  issued  10  reports  on  other  significant  elements 
of  the  United  Nations  Organization.  The  Canadian  staff  has  had  prime 
responsibility  for  the  audits  of  the  United  Nations  itself,  including  its  peace- 
keeping operations  and  special  trust  funds,  as  well  as  the  UN  University,  the  UN 
Institute  for  Training  and  Research  and  the  UN  Joint  Staff  Pension  Fund. 


13.29  The  Auditor  General  of  Canada  is  also  the  external  auditor  for  the 

International  Civil  Aviation  Organization,  a  specialized  agency  of  the  United 
Nations,  the  only  such  agency  located  in  Canada.  A  special  report  was  completed 
in  June  1978  containing  highlights  of  a  review  of  this  agency's  system  of  financial 
management  and  control.  The  review  was  carried  out  by  the  staff  of  our  Montreal 
Regional  Office  under  the  general  direction  of  Mr.  Rowe. 


13.30  In    June    1978,   Canada  completed   a   three-year   term   on   the   North 

Atlantic  Treaty  Organization's  Board  of  External  Auditors.  Based  in  Brussels, 
Frederic  Belanger,  an  Audit  Director,  represented  Canada  on  the  Board  for  some 
18  months  succeeding  the  late  Alexander  G.  Cross,  a  former  Director  General  of 
the  Office.  During  this  time,  considerable  progress  was  achieved  in  developing 
audit  programs  and  procedures  and  permanent  audit  files  to  facilitate  the 
mandatory  rotational  feature  of  the  NATO  audit  arrangements. 


13.31  Along  with  Tunisia  and  Panama,  Canada  provided  a  member  for  the 

1978  External  Audit  Committee  for  the  International  Monetary  Fund.  Harold  E. 
Hayes,  a  Principal  in  our  Office,  served  as  Canada's  member  on  the  Committee  at 
the  Fund's  Headquarters  in  Washington,  D.C.,  in  May  and  June. 


Human  Resources 

13.32  The  Audit  Office  is  continuing  its  efforts  to  establish  a  career  pattern 

for  staff  similar  to  that  found  in  major  public  accounting  firms.  We  believe  that 
service  with  the  Office  can  provide  excellent  training  for  promising  young 
professionals.  Our  recruitment  and  training  programs  are  planned  accordingly. 
Twenty-six  university  graduates  joined  the  Office  in  1978  and  all  are  enrolled 
in  professional  training  programs  leading  to  qualifications  of  CA,  CGA  or  RIA. 
Our  personnel  policies  are  based  on  the  premise  that  movements  of  people  into 
and  out  of  the  Office  serve  both  to  prevent  a  hardening  of  intellectual  arteries 
within  the  Office  and  to  provide  a  source  of  competent  individuals  for  financial 
and  management  positions  at  all  levels  in  the  public  service. 


13.33  At  August  1,   1978,  201  of  our  full-time  professional  staff  members 

were  qualified  for  membership  in  professional  accounting  associations  and  12  had 
other  professional  qualifications.  One  hundred  and  fourteen  students-in-accounts 
were  enrolled  in  programs  leading  to  professional  accounting  designations. 


249 


Organization  and  Activities  of  the  Audit  Office 


13.34  The  following  table  presents  a  profile  of  full-time  staff  at  August  1, 

1978,  March  31,  1978,  and  March  31,  1977,  excluding  those  recruited  under  the 
Executive  Interchange  Program: 


August  1 

March  31 

March  31 

1978 

1978 

1977 

Senior  management 

28 

24 

17 

Directors  and  managers 

67 

67 

54 

Supervisors  and  auditors 

139 

136 

139 

Other  audit  staff 

112 

91 

91 

Professional  staff 

346 

318 

301 

Support  and  administrative  staff 

147 

140 

110 

493 

458 

411 

In  the  National  Capital  Region 

384 

360 

316 

In  other  parts  of  Canada 

109 

98 

95 

493 

458 

411 

13.35  The  Office  continues  to  make  extensive  use  of  professional  resources 

available  from  the  private  sector,  not  only  to  supplement  the  work  of  the 
permanent  staff  but  also  to  provide  a  variety  of  specialized  knowledge  and 
experience  not  required  on  a  full-time  basis.  Thus  we  are  able  to  enrich  the 
experience  of  the  permanent  staff  and  also  to  achieve  increasingly  higher  auditing 
standards.  At  August  1,  1978  there  were  22  individuals  associated  with  the  Office 
under  the  Public  Service  Commission's  Executive  Interchange  Program  and  183 
persons  on  professional  service  contracts  for  varying  periods  of  time. 


13.36  Members  of  the  Audit  Office  who  retired  during  the  year  include: 

J.  Marcel  Laroche,  RIA,  LLB,  an  Audit  Director  with  over  34  years  service; 
Kenneth  3.G.  Young,  RIA,  an  Audit  Manager  with  over  37  years  service;  Helen  J. 
Scott,  a  Clerk  with  over  35  years  service;  Donald  H.  McMillan,  CGA,  an  Audit 
Manager,  and  M.  Marguerite  Gratton,  Secretary  to  a  Deputy  Auditor  General, 
each  with  over  32  years  service;  Beatrice  G.  Bottema,  a  Secretary  in  our 
Edmonton  office,  and  Ruby  L.  Mick,  a  Secretary  in  our  Toronto  office,  each  with 
over  30  years  service;  and  Ronald  C.  Collins,  a  Senior  Auditor,  with  over  21  years 
service.  Each  has  made  a  contribution  to  the  effectiveness  and  spirit  of  the 
Office  which  is  deeply  appreciated. 


Official  Languages 

13.37  Changes  in  the  Official  Languages  Program,  which  have  been  in  effect 

since  October  1977,  have  resulted  in  broader  responsibilities  for  departments  and 
agencies.  In  the  spirit  of  the  Government's  reaffirmed  commitment  to  the 
objectives  of  the  Official  Languages  Act,  R.S.,  c.  0-2,  and  the  Resolution  adopted 
by  Parliament,  the  Office  has  undertaken  a  systematic  review  of  the  language 
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Exhibit  13.2 


OFFICE  OF  THE  AUDITOR  GENERAL  OF  CANADA 
Estimates  and  Expenditures 


Estimates  and  Expenditures  by  Activity 

1978-79 

1977 

-78 

1976-77 

Estimates 

Estimates 

Expenditures       Estimates 

Expenditures 

(thousands  of  dollars) 

Government  Audits 

22,0*1 

18,501 

17,595 

12,966 

12,311 

Other  Audits 

622 

509 

576 

195 

381 

Administration 
TOTAL 

2,953 

2,364 

2,549 

938 

1,315 

25,616 

21,374 

20,720 

14,099 

14,007 

Estimates 

and  Expenditures  by  Object 

1978-79 

1977 

-78 

\97k 

,-77 

Estimates 

Estimates 

Expenditures       Estimates 

Expenditures 

(thousands  of  dollars) 

Salaries  and  Wages 
Employee  Benefits 
Plans 

11,806 
1,590 

10,649 
1,313 

9,774 
1,280 

8,845 
901 

7,686 
876 

Transportation  and 
Communications 

1,104 

976 

855 

777 

637 

Information 

121 

88 

55 

55 

73 

Professional  and 

Special  Services 
including  Executive 
Interchange 

10,303 

7,417 

7,822 

2,883 

4,159 

Rentals 

111 

80 

118 

84 

82 

Purchased  Repair 
and  Upkeep 

19 

12 

27 

73 

41 

Utilities,  Materials 

and  Supplies 

455 

175 

270 

193 

192 

Construction  and 

Acquisition  of  Machinery 
and  Equipment 

92 

627 

512 

256 

251 

All   Other   Expenditures 
TOTAL 

15 

37 

7 

32 

10 

25,616 

21,374 

20,720 

14,099 

14,007 
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requirements  of  positions.  As  a  result,  318  positions  have  been  re-identified,  143 
employees  have  taken  the  Language  Knowledge  Examination  and  22  have  been 
sent  on  language  training.  Work  is  nearly  completed  on  an  in-house  language 
training  plan. 

Professional  Practices 

13.38  During  the  year  all  professional  staff  received  a  final  version  of  the 
audit  manual  referred  to  in  last  year's  Report.  A  program  is  now  under  way  to 
update  and  amend  the  audit  manual  to  include  all  aspects  of  the  comprehensive 
audit  referred  to  previously  and  thus  provide  uniform  standards  and  practices  for 
all  audit  activities  of  the  Office.  The  Audit  Office  also  established  internal 
Accounting  and  Auditing  Standards  Committees  to  assume  certain  responsibilities 
of  the  existing  Independent  Advisory  Committee  on  Government  Accounting  and 
Auditing  Standards. 

Legislative  Auditors'  Conference 

13.39  The  Canadian  Legislative  Auditors  held  their  sixth  annual  conference 
in  Edmonton,  September  25-27,  1978,  and  exchanged  views  on  technical  and  other 
matters  of  common  interest.  Some  40  senior  members  of  the  federal  and 
provincial  audit  offices  attended.  The  agenda  included  such  timely  subjects  as: 
financial  auditing  as  a  prelude  to  program  evaluation;  a  report  by  each  of  the 
legislative  auditors  on  the  current  status  of  legislation  affecting  their  offices;  the 
role  of  Public  Accounts  Committees  and  their  relationship  with  the  legislative 
auditor;  computer  auditing;  a  report  on  the  Canadian  Institute  of  Chartered 
Accountants'  Study  Group  on  Financial  Reporting  Practices  by  Governments;  and 
developments  in  staff  training  programs.  Guest  speakers  included  the  Hon.  Peter 
Lougheed,  Premier  of  Alberta;  Dr.  Mort  Dittenhoffer,  Executive  Vice  President, 
Association  of  Government  Accountants;  Mr.  John  D.  Heller,  Assistant  to  the 
Comptroller  General,  U.S.  General  Accounting  Office;  Mr.  Ruben  J.  Rosen, 
Partner,  Touche  Ross  &  Co.;  Mr.  Kenneth  3.  Sharp,  Head  of  the  Government 
Accountancy  Service,  Great  Britain;  and  Mr.  Patrick  Reid,  M.P.P.,  Chairman  of 
the  Ontario  Standing  Committee  on  Public  Accounts. 

New  Office  Accommodation 

13.40  During  the  last  year,  the  Audit  Office  moved  to  new  accommodation  in 
the  CD.  Howe  Building,  240  Sparks  Street,  Ottawa.  This  relocation  to  more 
modern  and  attractive  surroundings  has  enabled  the  Office  to  house  its  employees 
in  one  location  and  has  provided  a  better  professional  working  environment.  Some 
other  notable  benefits  of  the  new  facilities  are  more  effective  internal 
communications  and  increased  security  over  Office  operations. 

Audit  Office  Expenditures 

13.41  Exhibit  13.2  presents  Audit  Office  Estimates  and  Expenditures  by 
Activity  and  by  Object. 
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14 
CANADA  EMPLOYMENT  AND  IMMIGRATION  COMMISSION 

SUMMARY  OF  FINDINGS,  OBSERVATIONS  AND  RECOMMENDATIONS 

Introduction 


The  Commission 

14.1  In  August  of  1977,  legislation  was  adopted  merging  the  Unemployment 

Insurance  Commission  and  the  Department  of  Manpower  and  Immigration  into  the 
Canada  Employment  and  Immigration  Commission.  The  merger  was  accomplished 
through  the  Employment  and  Immigration  Reorganization  Act,  1976-77, c.  54,  which 
also  formed  the  Department  of  Employment  and  Immigration.  The  latter  provides 
planning  and  research  services  to  the  Commission. 


14.2  As  a  result  of  the  integration,  the  Canada  Employment  and  Immigra- 
tion Commission  becomes  one  of  the  largest  and  most  complex  organizations  in 
the  government,  with  annual  expenditures  in  excess  of  $5,000  million  and  authorized 
man-years  of  approximately  25,000.  In  terms  of  gross  expenditures,  the 
Commission  is  only  surpassed  by  National  Health  and  Welfare,  and  Finance.  In 
terms  of  authorized  man-years,  the  Commission  is  the  fifth  largest  departmental 
organization. 

14.3  The  Commission  is  organized  into  three  distinct  groups:  (1) 
Labour  Market  Policy;  (2)  Immigration  and  Demographic  Policy;  and  (3)  Benefit 
Programs.  These  groups  are  in  turn  organized  into  10  regions,  following  provincial 
boundaries,  and  a  Foreign  Service  Branch.  The  result  is  a  very  decentralized 
organization  with  over  500  points  of  service  across  the  country.  Another 
characteristic,  which  adds  to  the  Commission's  complexity,  is  the  variety  of 
programs  it  operates  to  accomplish  its  objectives. 

14.4  The  Labour  Market  Policy  group's  objectives  comprise  the  development 
and  use  of  manpower  resources  in  Canada  and  the  provision  of  employment 
services.  It  meets  these  objectives  by  operating  more  than  20  different 
programs,  generally  of  three  types;  job  creation,  such  as  the  Canada  Works 
program;  training,  such  as  the  Canada  Manpower  Training  program;  and  labour 
market  development,  such  as  the  Summer  job  Corps  program.  More  than  300 
Canada  Manpower  Centres  provide  employment  services  and  also  assist  in 
administering  programs. 
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CANADA  EMPLOYMENT  AND  IMMIGRATION  COMMISSION 

AND 
DEPARTMENT  OF  EMPLOYMENT  AND  IMMIGRATION 

ORGANIZATION  CHART  -  AUGUST  1977 
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14.5  The    Immigration    and    Demographic    Policy    group    deals    with    the 

admission  of  immigrants  and  non-immigrants  in  accordance  with  the  economic, 
social  and  cultural  interests  of  Canada.  This  objective  is  accomplished  by  funding 
four  immigrant  assistance  programs  and  by  operating  over  150  Immigration 
Centres  throughout  the  country  and  abroad. 


14.6  The  Benefit   Programs  group  aims  at  providing  short-term  financial 

relief  and  other  assistance  to  eligible  workers.  It  meets  this  objective  by 
operating  more  than  300  district  Unemployment  Insurance  offices  which  initiate 
benefit  payments  to  claimants. 


14.7  Exhibit   14.1   outlines  the  organization  chart  of  the  Commission  and 

Department.    The  following  table  summarizes  their  financial  operations  for  the 
1977-78  fiscal  year. 

Summary  of  Financial  Operations 
(in  millions  of  dollars) 

Canada  Employment  and  Immigration  Commission 

Labour  Market  Policy  and  Immigration 
and  Demographic  Policy  groups: 

Administrative  costs  $       40 

Labour  Market  Policy  group  - 

Operations  $    222 
Training  programs  572 

Job  creation  programs  321 

Labour  market  development  programs  25  1,140 

Immigration  and  Demographic  Policy  group  - 

$       64 

68 


Operations 
Programs 

$       64 
4 

lefit  Programs  group: 

Revenues 
Premiums 

$2,551 

Government's  share  of  costs 

1,739 

Total  revenues 

$4,290 

Benefits  paid  out 

$3,904 

Administrative  costs 

234 

Department  of  Employment  and  Immigration 
Planning  and  research  costs 


1,248 


4,138 


$  5,395 
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Summary  of  Audit  Office  Activities 

14.8  In    planning    its   audit    of   the   Canada   Employment   and   Immigration 

Commission,  the  Office  of  the  Auditor  General  adopted  as  comprehensive  an 
approach  as  possible,  one  which  cuts  across  all  of  the  major  programs  and 
responsibility  centres  of  the  Commission.  It  incorporates  the  regular  audit  work 
of  the  Office  as  well  as  any  special  project  which  it  may  undertake  from  time  to 
time,  and  enables  the  Auditor  General  to  present  a  comprehensive  report  on  the 
activities  of  the  Commission. 


14.9  Because  of  the  Commission's  size  and  complexity,  it  is  not  possible  in 

any  one  period  to  review  all  functions  or  activities  or  both.  The  selection  of  the 
areas  which  have  been  covered  in  the  current  year  was  based  on  the  Office's 
knowledge  of  the  Commission  and  tended  to  focus  on  those  programs  and 
activities  where  our  findings  were  likely  to  have  the  greatest  significance,  given 
the  nature  of  the  programs  and  the  difficulties  of  the  Commission  in  administering 
them.  Although  the  work  carried  out  to  date  has  covered  all  major  programs  and 
is  sufficient  for  the  Office  to  present  a  comprehensive  report,  it  does  not  contain 
observations  on  certain  areas  which  will  be  dealt  with  in  future  years.  These 
include  the  Estimates  process  and  financial  reporting,  which  were  omitted  because 
of  the  particular  impact  on  these  functions  of  the  recent  merger  referred  to 
previously. 


14.10  The  1977-78  audit  of  the  Commission  was  divided  into  five  phases: 

1.  A  review  of  the  organization  and  the  role  of  the  financial  function  in 
the  Commission. 

2.  Studies  of  procedures  in  cost  effectiveness  for: 

the  Canada  Manpower  Training  Program; 

the  Local  Initiatives  Program;  and 

departmental  Performance  Measurement  Systems. 

3.  A  review  of  internal  audit  activities  within  the  Commission. 

4.  A  review  of  the  Benefit  Programs  group  which  included: 

an     examination     of     the     Benefit     and     Overpayment     System 
(including  a  statistical  sample  of  benefit  payments); 

a    follow-up   on    the    1977    Computer    and   Information   Systems 
Evaluation  Study; 

a  review  of  the  development  of  the  On-line  Benefit  Pay  System; 
and 

an  examination  of  the  financial  accounts. 
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5.  An  examination  of  the  accounts  of  the  Labour  Market  Policy  and  the 
Immigration  and  Demographic  Policy  groups,  which  included  a  review 
of  the  financial  control  systems  and  tests  of  transactions  in  all  major 
programs  and  activities  in  all  regions. 


l*.ll  At  the  conclusion  of  each  phase  of  the  audit,  this  Office  issued  to  the 

Commission  a  report  or  management  letter  outlining  our  findings.   This  Chapter  is 
a  summary  of  the  more  significant  of  these  findings. 


1*.12  We  would  like  to  take  this  opportunity  to  express  our  thanks  to  the 

Commission's  personnel  who  provided  excellent  co-operation  throughout  our  audit, 
particularly  in  view  of  the  fact  that  the  Commission  was  undergoing  a  significant 
period  of  change  due  to  the  merger. 


Distinctive  Features  of  the  Commission 

1*.13  Based   on   the   audit    work   performed  and   because  of   the  approach 

employed,  certain  characteristics  of  the  Commission  became  apparent  which  need 
to  be  considered  when  reviewing  the  individual  findings.  The  two  most  important 
are: 

the  organization  of  the  Commission  follows  a  decentralized 
structure,  where  most  of  the  responsibility  for  program  delivery 
rests  with  the  regions  and  program  and  functional  managers 
enjoy  relative  autonomy  from  each  other;  and 

a  significant  portion  of  the  Commission's  activities  concern 
payment  of  funds  under  programs  of  economic  support  and  relief, 
where  the  Commission  has  to  monitor  constantly  the  recipients' 
eligibility  to  receive  such  payments. 


l*.l*  The    elements   of    decentralization    and    autonomy    reflected    in    the 

Commission's  organization  structure  can  be  attributed  to  its  size  and  to  the 
complexity  and  diversity  of  its  programs.  Excessive  decentralization  and 
autonomy  in  any  organization,  however,  can  lead  to  problems  in  establishing 
effective  control  over  decentralized  activities  and  in  ensuring  the  uniform 
interpretation  and  application  of  departmental  policies.  This,  in  turn,  makes  it 
more  difficult  to  ensure  that  activities  are  being  carried  out  in  an  economic, 
efficient  and  effective  manner.  Striking  the  right  balance  between  decentraliza- 
tion and  autonomy  and  the  need  for  centralized  controls  is  not  an  easy  process.  It 
is  particularly  difficult  in  the  case  of  the  Commission  because  of  the  sensitive 
nature  of  the  programs  it  administers. 
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14.15  We  have  not  reviewed  all  activities  in  the  Commission,  nor  have  we 

reviewed  the  organizational  structure  in  detail.  Thus,  we  are  not  in  a  position  to 
comment  fully  on  the  new  plan  of  organization.  Nevertheless,  we  observed  a  few 
situations  where  the  degree  of  decentralization  may  have  caused  certain  problems 
in  program  administration. 


14.16  For  example,  we  noted  instances  of  variations  in  the  interpretation  of 

the  Unemployment  Insurance  Act,  1971,  1970-7 1-72,  c.  48,  between  local  offices 
(paragraph  14.130),  some  inconsistency  between  the  insurance  objective  of  the 
Unemployment  Insurance  program  and  the  objectives  of  certain  job  creation 
programs  (paragraph  14.123),  and  a  lack  of  co-ordination  between  various 
evaluation  and  audit  activities  (paragraph  14.86). 


14.17  These  observations  do  not  by  themselves  constitute  evidence  that  the 
Commission's  decentralized  and  autonomous  approach  is  inappropriate.  In  fact, 
similar  problems  can  be  found  in  most  organizations  of  this  size.  However,  this 
characteristic  should  be  taken  into  account  in  assessing  the  present  situation  and 
in  deciding  on  any  further  decentralization. 

14.18  The  Commission  spends  over  $5,000  million  in  contribution  programs, 
almost  all  of  an  economic  support  nature.  This  makes  the  Commission  one  of  the 
largest  "distributors"  of  government  funds  and  adds  to  the  difficulty  of 
administering  its  activities,  since  it  has  to  constantly  concern  itself  with 
maintaining  an  appropriate  balance  between  prompt  service  and  humanitarian 
considerations  and  continuous  control  over  eligibility  and  validity.  This 
characteristic  can  be  found  in  programs  such  as  Unemployment  Insurance,  Canada 
Manpower  Training,  Canada  Works  and  Young  Canada  Works.  It  makes  such 
programs  difficult  to  administer  in  an  appropriate  control  environment,  since  the 
Commission  is  under  constant  pressure  to  deliver  them  as  rapidly  as  possible  so 
their  impact  will  be  felt  almost  immediately. 

14.19  The  recent  merger  of  the  Department  and  the  Commission  was  brought 
about  principally  by  a  desire  to  co-ordinate  related  programs  better  and  thus 
alleviate  the  effects  of  decentralization.  This  benefit  could  also  be  achieved  in 
other  areas  or  functions  in  the  Commission  through  better  co-ordination  of 
individual  programs  or  stronger  central  direction  or  both.  In  this  respect,  the 
Commission  has  made  a  number  of  notable  efforts,  coinciding  with  the  merger.  In 
the  near  future,  these  should  improve  financial  administration  and  the  monitoring 
of  program  efficiency  and  effectiveness. 
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Exhibit  1^.2 
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Organization  and  Role  of  the  Financial  Function 


14.20  A  sound  financial  organization  structure  constitutes  one  of  the  most 

important  elements  of  an  effective  financial  management  and  control  system. 
Consequently,  the  Office  of  the  Auditor  General  has  been  emphasizing  this  area 
and  we  included  in  the  audit  of  the  Canada  Employment  and  Immigration 
Commission  an  assessment  of  the  new  plan  of  organization  for  the  financial 
function  now  being  implemented. 


14.21  Exhibit  14.2  portrays  the  organization  of  the  financial  function  and  the 

administrative  services.  A  basic  principle  embodied  in  this  chart  and  in  the 
Commission's  plan  is  that  through  his  subordinates  the  Executive  Director, 
Finance  and  Administration,  is  responsible  for  giving  functional  guidance  to 
financial  officers  in  each  of  the  10  regions  and  to  senior  program  officers  at 
Headquarters.  The  organization  structure  has  been  designed  to  meet  the  Treasury 
Board's  criteria  for  organizing  the  financial  function. 


14.22  Since  certain  of  the  proposed  organizational  arrangements  are  still 

being  finalized,  and  organizational  relationships  and  divisions  of  responsibility  still 
being  sorted  out,  it  would  be  premature  at  this  stage  to  evaluate  how  well  the  new 
plan  is  working.  Instead,  we  concentrated  on  assessing  the  extent  to  which  it 
meets  criteria  normally  used  in  this  type  of  assessment. 


14.23  Among  the  more  important  of  the  criteria  are: 

the  degree  of  involvement  of  senior  financial  personnel  in  the 
departmental  decision-making  process; 

the  appropriateness  of  the  role  of  senior  financial  personnel  in 
advising  and  assisting  senior  program  personnel  on  all  aspects  of 
the  financial  management  and  control  function,  including  the 
preparation  of  Program  Forecasts  and  Estimates; 

the  extent  to  which  senior  program  personnel  understand  their 
financial  management  responsibilities  and  the  adequacy  of  the 
methods  for  familiarizing  new  personnel  with  their  responsibil- 
ities in  this  area; 

the  acceptance  by  both  senior  financial  and  program  personnel  of 
the  senior  financial  officer's  mandate  for  ensuring  that  adequate 
financial  controls  exist  within  all  financial  systems,  including 
those  that  are  not  his  direct  responsibility; 
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the  adequacy  of  staffing  arrangements  for  financial  positions, 
including  the  selection,  training  and  evaluation  of  financial 
personnel;  and 

the  adequacy  of  the  functional  guidance  given  by  senior  financial 
officers  to  financial  personnel  outside  their  respective  jurisdic- 
tions and  the  mechanisms  that  exist  for  this  purpose. 


14.24  In  making  this  assessment,  we  reviewed  the  organizational  arrange- 

ments set  out  in  the  pamphlet  entitled  "Organizational  Proposal  -  Finance"  dated 
April  1977  and  the  job  descriptions  prepared  for  certain  key  financial  positions. 
We  also  interviewed  a  number  of  key  people  at  the  National  Headquarters  and  in 
the  regions,  including  financial  officers  and  program  directors. 


14.25  In  general,  the  organizational  arrangements  intended  by  the  proposed 

plan  of  organization  indicate  a  high  degree  of  awareness  of  the  way  in  which  the 
financial  function  in  a  large-scale  government  department  should  be  organized  and 
carried  out.  In  our  opinion,  this  arrangement  will  work  quite  effectively  as  long  as 
the  spirit  of  co-operation  that  appears  to  exist  between  senior  program  and  senior 
financial  personnel  continues,  and  as  long  as  the  position  of  Executive  Director, 
Finance  and  Administration,  continues  to  be  filled  by  someone  with  extensive 
experience  who  has  a  thorough  knowledge  of  financial  management  principles  and 
practices  in  the  Federal  Government. 


14.26  We  do  not  feel  that  it  would  be  appropriate  for  our  Office  to  make 

specific  recommendations  now  on  this  area  of  the  Commission's  administration. 
Instead,  we  plan  to  follow  up  on  the  implementation  of  the  proposed  plan  in  future 
audits.  However,  there  are  certain  observations  we  feel  we  can  make  and  which 
the  Commission  may  wish  to  take  into  account  in  implementing  its  new  plan.  For 
example,  senior  program  personnel  who  may  have  a  high  degree  of  technical 
knowledge  and  ability  but  limited  exposure  to  Federal  Government  financial 
management  practices  may  be  appointed  to  program  management  positions. 
Every  effort  should  be  made  to  ensure  that  they  are  properly  indoctrinated  into 
these  and  other  management  practices.  We  doubt  that  adequate  provision  exists 
for  this  now. 


14.27  Similarly,  a  major  difficulty  facing  the  senior  financial  personnel  in 

the  Commission  will  be  to  convince  program  heads  who  previously  had  financial 
advisers  reporting  directly  to  them  that  they  can  be  served  more  effectively  and 
more  efficiently  by  a  group  of  financial  advisers  forming  part  of  the  central 
financial  services  function.  However,  everyone  we  discussed  this  question  with 
appeared  satisfied  that  the  proposed  arrangement  is  workable  and  that  the 
organizational  arrangements  now  being  implemented  represent  an  improvement 
over  those  in  the  former  Department  of  Manpower  and  Immigration. 
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14.28  Thus,  once  the  Commission  has  an  opportunity  to  firm  up  its  financial 

organizational    arrangements,    we    believe    there    is    every    likelihood    that    the 
proposed  plan  of  organization  will  function  effectively. 


Studies  of  Procedures  in  Cost  Effectiveness 


Background 

14.29  Studies  of  Procedures  in  Cost  Effectiveness  (SPICE)  represent  a  new 

audit  approach  employed  for  the  first  time  in  1977-78.  The  studies  were  designed 
to  determine  whether  funds  are  expended  with  due  regard  for  economy  and 
efficiency  and  whether  satisfactory  procedures  have  been  established  to  measure 
and  report  the  effectiveness  of  programs,  where  such  procedures  could  appropri- 
ately and  reasonably  be  implemented.  For  the  Commission,  the  studies  focused 
primarily  on  the  procedures  to  measure  and  report  effectiveness  of  programs  and 
on  performance  measurement. 


14.30  Strategic  Policy  and  Planning  has  taken  important  initiatives  in  the 

area  of  effectiveness  evaluation  of  the  Labour  Market  Policy  program.  In  reviewing 
the  evolution  of  the  Commission's  efforts,  by  examining  the  Canada  Manpower 
Training  Program  and  the  Local  Initiatives  Program,  we  observed  that  significant 
progress  has  taken  place  in  the  basic  approach  and  in  the  methodologies  used. 
Although  there  is  still  considerable  room  for  improvement,  the  Commission  has 
demonstrated  an  awareness  of  the  need  for  upgrading  the  quality  of  its  evaluations 
and  a  desire  to  do  so. 


14.31  The    Benefit    Programs    group    was    one    of    the    first   to   implement 

performance  measurement  systems  within  the  Canadian  Government.  Perform- 
ance measures  have  since  been  developed  for  many  of  the  programs  and  resources 
used  within  the  Commission,  although  the  assessment  of  performance  has  not 
progressed  at  an  equal  rate  in  all  groups. 


Canada  Manpower  Training  Program 

14.32  The  Canada   Manpower   Training   Program  operates  under  the  Adult 

Occupational  Training  Act,  R.S.,  c.  A-2.  The  Act  states  that  the  objectives  of  the 
Program  are  to: 

increase  the  earning  capacity  of  adults;  and 

increase  their  opportunities  for  employment. 

To  meet  these  objectives,  the  Federal  Government  purchases  institutional 
classroom  training,  involving  both  basic  courses  and  courses  in  various  skill  areas, 
and  selects  and  refers  applicants  for  training.  The  Government  also  encourages 
industry  to  conduct  its  own  on-the-job  training  by  partially  subsidizing  wages  paid 
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to  employees  undergoing  industrial  training.  The  cost  of  the  Program,  including 
contributions  and  capital  expenditures  for  both  institutional  and  industrial 
training,  reached  $550  million  in  1976-77  and  was  estimated  at  $590  million  for 
1977-78. 

14.33  The  British  North  America  Act  gives  the  provinces  responsibility  for 

education  and  vocational  training.  Therefore  provincial  colleges,  schools  and 
technical  institutions  provide  almost  all  the  classroom  portion  of  manpower 
training.  Consequently,  although  the  Federal  Government  purchases  the  courses, 
decisions  on  the  type  of  training  are  also  of  concern  to  the  provinces.  A  joint 
Federal-Provincial  Manpower  Needs  Committee  makes  final  decisions  on  the 
number,  type  and  cost  of  courses  to  be  offered  for  training  and  these  are 
evidenced  in  federal-provincial  agreements. 


14.34  Allocation  of  training  budget  among  provinces.   In  the  past,  the  alloca- 

tion of  the  manpower  training  budget  among  the  provinces  has  been  related  more 
to  regional  unemployment  than  to  the  stated  goal  of  increasing  opportunities  for 
employment  by  providing  skills  needed  for  the  economy.  Consequently,  the 
regional  distribution  of  training  dollars  has  not  been  as  consistent  with  meeting 
program  objectives  as  it  might  have  been.  The  Commission  has  recognized  this 
problem  and  has  taken  measures  designed  to  improve  the  efficiency  of  the 
allocation. 


14.35  The    Commission    should    continue    its    efforts    to    rationalize    the 

allocation  of  funds  to  provinces  and  should  explore  means  of  redressing  more 
rapidly  the  regional  imbalance  between  training  purchases  and  training  needs,  in 
line  with  the  stated  goals  of  the  program. 


14.36  Cost  of  courses  purchased.  The  Federal  Government  has  a  clear  re- 
sponsibility to  enter  into  negotiations  on  course  prices  and  provincial  overhead 
costs  to  ensure  that  value  is  received  for  training  money  expended.  However, 
meaningful  negotiation  seldom  occurs,  primarily  because  the  regional  Canada 
Manpower  offices  do  not  perceive  themselves  as  having  a  strong  mandate  to 
negotiate.  Program  officials  indicate  that  a  lack  of  adequate  cost  information 
and  insufficient  expertise  are  additional  problems  that  limit  effective  negotia- 
tions. The  Commission  is  attempting  to  include  a  provision  for  more  complete 
cost  information  in  future  agreements  with  the  provinces. 

14.37  The  Commission  should  strengthen  its  negotiation  of  course  prices  and 
provincial  overhead.  To  facilitate  this,  action  should  be  taken  to  ensure  better 
pricing  information.  Financial  expertise  should  be  strengthened  where  necessary 
to  offer  a  better  negotiating  capability. 
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14.38  Evaluation  of  training.  In  1977,  the  Canada  Employment  and  Immigra- 

tion Commission  conducted  a  major  review  of  the  Canada  Manpower  Training 
Program  jointly  with  the  Treasury  Board  Secretariat  and  the  Department  of 
Finance.  The  review  provided  useful  analysis  of  many  issues  within  manpower 
training,  including  a  reassessment  of  the  Program's  goals.  It  determined  the 
extent  to  which  each  goal  was  precise  and  realistic.  As  a  result,  program 
management  discarded  vague  goals  adopted  over  the  years  and  reoriented  the 
Program  toward  the  goals  set  out  in  the  Adult  Occupational  Training  Act,  namely, 
to  increase  earnings  and  improve  employability. 


14.39  The  Commission  conducted  effectiveness  evaluations  on  the  extent  to 

which  the  Canada  Manpower  Training  Program  increased  employability  and 
earnings.  These  studies  lacked  the  necessary  checks  to  ensure  the  reliability  and 
validity  of  the  findings.  National  follow-up  studies,  for  example,  were  not 
adequately  tested  for  reliability  of  the  questionnaires  or  accuracy  of  the 
responses.  Field  follow-up  studies  were  incomplete  because  they  lacked  the 
information  necessary  to  assess  and  account  for  the  impact  of  training. 
Departmental  publications  referred  to  benefit-cost  analysis  results  as  a  prime 
indicator  of  the  value  of  the  Program,  but  the  1977  joint  study  identified 
numerous  methodological  weaknesses  in  the  analysis,  making  the  validity  of  the 
results  questionable.  The  Commission  has  decided  to  reduce  its  reliance  on 
benefit-cost  studies  in  determining  the  worth  of  this  Program. 


14.40  The  Commission  had  not  evaluated  the  effectiveness  of  its  industrial 

training  program  since  1974.  An  evaluation  conducted  then  relied  on  two  surveys 
of  trainees,  each  marked  by  an  extremely  low  response  rate,  25%  in  one  and  13% 
in  the  other.  Such  low  response  rates  preclude  reliable  inferences  about  program 
effectiveness. 


14.41  The    Commission    had    not   carried   out    systematic   research   on   the 

effects  of  providing  income  support  training  allowances  to  all  institutional 
trainees.  Thus  it  did  not  know  whether  people  undertook  training  just  to  obtain 
the  allowance  or  to  what  extent  the  allowance  was  vital  to  permit  some  people  to 
take  training.   In  1977  the  cost  of  the  allowances  was  over  $200  million. 


14.42  Counsellors  play  a  key  role  in  referring  candidates  to  training  courses. 

The  Commission  had  undertaken  little  research  to  assess  the  referral  process  so  it 
could  develop  improved  guidelines  for  assessing  the  potential  of  applicants. 
Finally,  the  Commission  had  not  checked  whether  its  course  purchases  from 
individual  provinces  were  consistent  with  projections  of  occupational  needs  within 
those  provinces. 


14.43  The  Commission  should  make  every  effort  to  improve  the  technical 

quality   of  its  evaluations,   adding   lines  of  investigation   that   could  assist   in 
explaining  the  measured  impact  of  training,  and  in  providing  better  interpretations 
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and  qualifications  of  reported  results.  The  Commission  should  also  initiate 
evaluations  of  the  impact  of  training  allowances,  the  candidate  selection  process 
and  the  course  purchasing  procedures. 


Local  Initiatives  Program 

14.44  Until  its  end  in  1977,  the  Local  Initiatives  Program  (LIP)  was  one  of 

several  job  creation  programs  sponsored  by  the  Canada  Employment  and 
Immigration  Commission.  After  it  was  officially  discontinued,  many  of  its 
features  were  carried  forward  in  the  Canada  Works  Program. 


14.45  LIP  funds   were  disbursed  during   periods   of   high   unemployment  to 

individuals,  organizations  and  municipalities  which  submitted  proposals  expected 
to  meet  the  Program's  two  objectives:  (1)  job  creation  and  (2)  community 
betterment.  In  all,  the  cost  of  the  Program  was  close  to  $1,000  million  over  six 
years. 


14.46  Decision  to  evaluate.   The  Commission  directed  considerable  effort  to 

evaluating  the  extent  to  which  LIP  was  achieving  its  goals.  Evaluation  of 
accomplishments  in  terms  of  the  job  creation  objective  was  generally  satisfactory. 
A  major  portion  of  these  evaluation  efforts  was  directed  to  the  evaluation  of  the 
goal  of  "community  betterment"  which  was  never  clearly  defined.  As  a  result,  the 
Commission  funded  effectiveness  evaluation  studies  attempting  to  measure  not 
only  community  attitudes  and  perceptions  but  also  the  effect  of  LIP  in  reducing  a 
wide  range  of  social  problems  such  as  crime,  alcoholism  and  child  abuse.  The 
likelihood  that  LIP  could  reduce  such  problems  was  low  to  begin  with,  given  the 
limited  scale  of  the  LIP  projects.  However,  such  studies  could  be  justified  as 
exploratory  surveys  as  long  as  they  did  not  attempt  to  draw  conclusions  on  the 
effectiveness  of  the  Program. 


14.47  Before  undertaking  an  effectiveness  evaluation,  the  Commission  should 

explore  the  extent  to  which  program  goals  can  be  expressed  in  measurable  terms. 
The  Commission  should  then  determine  the  reasonableness  of  attempting  to 
measure  the  effectiveness  of  the  program. 


14.48  Planning  and  monitoring  evaluations.   The   terms   of   reference  of  the 

effectiveness  evaluation  studies  were  overly  ambitious  in  relation  to  the  funds 
provided  and  unrealistic  compared  to  the  results  that  the  studies  could  reasonably 
be  expected  to  produce. 
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14.49  Technical  shortcomings  in  the  evaluation  studies  seriously  affected  the 

reliability  of  some  of  the  results.  For  example,  a  survey  designed  to  determine 
whether  LIP  had  increased  earned  income  among  participants  did  not  include  a 
sufficient  number  of  interviews  to  detect  reliably  whether  the  predicted  effect 
had  been  achieved.  Further,  some  of  the  survey  questions  were  poorly  worded  and 
could  have  resulted  in  ambiguous  answers. 


14.50  The  Commission  should  ensure  that  appropriate  terms  of  reference  are 

developed  for  evaluation  studies.  In  addition,  it  should  improve  the  planning  and 
conduct  of  the  studies  by  satisfying  itself  as  to  the  adequacy  of  tl\e  research 
design  and  by  monitoring  more  closely  the  technical  aspects  of  the  studies. 


14.51  Reporting  procedures.   The  Commission   had  no  formal  procedures  to 

identify,  evaluate  and  document  weaknesses  and  limitations  about  the  LIP 
evaluation  work.  For  example,  unqualified  statements  on  the  effectiveness  of  LIP 
were  reported  in  official  documentation  and  were  used  as  a  basis  for  subsequent 
evaluations. 


14.52  The    Commission    should    critically    examine    evaluation    reports    to 

identify  the  strengths,  weaknesses  and  limitations  of  their  methodology  and  data. 
The  examination  would  confirm  or  qualify  the  conclusions  of  the  evaluation 
reports  and  form  an  integral  part  of  them. 


14.53  Support  for  operating  budget.   The  Commission  did  not  systematically 

assess  the  most  appropriate  ratio  of  administrative  cost  to  total  LIP  funding  when 
preparing  operating  cost  budgets  and  how  this  ratio  might  be  expected  to  change 
as  a  result  of  variations  in  program  funding  levels  and  in  project  type  and  size. 
Although  standards  were  used  to  develop  total  administrative  costs,  there  was  no 
evidence  to  indicate  how  these  standards  had  been  developed  or  what  conditions 
would  necessitate  their  modification. 


14.54  The  Commission  should  develop  information  to  ensure  that  in  deter- 

mining the  most  effective  allocation  of  departmental  resources  it  gives  due  regard 
to  the  impact  of  changes  in  project  funding,  levels  of  service,  and  size  and  types 
of  projects. 


Departmental  Performance  Measurement  Systems 

14.55  In   the   Commission,   performance  measurement  is   intended   to  give 

management  regular  information  on  the  performance  of  its  various  operating  units 
and  to  support  Program  Forecasts  and  Budgetary  Submissions  to  the  Treasury 
Board.  Approximately  70%  of  the  labour  resources  of  the  Commission  are  covered 
by  performance  measurement  systems. 
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14.56  We  examined  the  performance  measurement  systems  in  the  Benefit 

Programs,  Labour  Market  Policy  and  Immigration  and  Demographic  Policy  groups 
of  the  Commission.  Our  examination  included  an  assessment  of  the  actual 
efficiency  of  labour  in  certain  parts  of  the  organization  including  the  Central 
Index  (issue  and  control  of  social  insurance  numbers)  and  a  review  of  the  efforts  to 
improve  efficiency. 


14.57  General  assessment.   We  found  that  performance  measures  have  been 

developed  for  many  of  the  programs  and  resources,  but  the  assessment  of 
performance  has  progressed  further  in  some  sectors  than  in  others.  More 
specifically,  we  found  that: 

Unit  costs  are  used  only  in  the  Benefit  Programs  group  and  are 
well  integrated  with  the  financial  systems.     A  higher  priority 
should  be  given  to  developing  meaningful  unit  costs  as  a  basic 
performance  indicator  for  other  groups. 

There  is  a  lack  of  uniformity  and  co-ordination  in  the  perform- 
ance measurement  systems  used  by  the  different  regions  and 
National  Headquarters.  The  time  standards,  activity  definitions 
and  performance  indicators  vary  from  region  to  region.  As  a 
result,  one  cannot  readily  assess  and  compare  performance 
between  regions  and  significant  opportunities  for  national 
improvement  go  undetected. 

In  locations  where  efficiency  was  measured  in  the  Benefit 
Programs  group,  the  level  of  efficiency  appeared  to  be  approxi- 
mately 65%  using  the  national  work  standards.  In  the  other  two 
groups,  actual  efficiency  could  not  be  determined  using  the 
existing  systems. 

The  Commission  has  not  developed  a  co-ordinated  efficiency 
improvement  program  to  date.  To  do  so,  substantial  improve- 
ments in  the  development  of  work  standards  and  the  measure- 
ment of  actual  efficiency  levels  are  required  in  the  Labour 
Market  Policy  and  Immigration  and  Demographic  Policy  groups. 
Where  this  type  of  information  is  already  available,  such  as  in 
the  Benefit  Programs  group,  improvements  and  refinements  in  its 
application  are  required  to  improve  efficiency  levels  and  obtain 
cost  reductions. 


14.58  More    detailed    observations    and    recommendations    relating    to    the 

Commission's  performance  measurement  systems  are  contained  in  the  following 
paragraphs. 
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14.59  Benefit  Programs.   In   1976-77  the  Benefit  Programs  group,  formerly 

known  as  the  Unemployment  Insurance  Commission,  employed  more  than  10,000 
people  in  providing  short-term  financial  relief  and  other  assistance  to  workers 
eligible  under  the  Unemployment  Insurance  Act,  1971,  1970-71-72,  c.  48.  These  ser- 
vices are  provided  through  more  than  300  district  offices  across  Canada. 


14.60  The  performance  measurement  system  of  the  Benefit  Programs  group, 

which  has  been  refined  over  the  last  10  years,  is  by  far  the  most  advanced  and 
complete  within  the  Commission  and  one  of  the  most  advanced  systems  within  the 
Canadian  Government.  This  system  contains  all  the  essential  elements  needed  for 
effective  performance  measurement  and  has  a  number  of  key  "operational 
effectiveness"  indicators  that  enable  management  to  assess  the  quality  and  level 
of  service  provided.  It  uses  unit  costs  for  assessing  overall  performance  and  is 
able  to  calculate  efficiency  at  a  detailed  level  using  work  measurement  standards. 


14.61  We  found  few  technological  weaknesses  with  performance  measure- 

ment systems  in  this  group.  We  did,  however,  observe  shortcomings  in  managing 
the  productivity  improvement  effort,  with  the  result  that  performance  measure- 
ment information  is  not  used  as  extensively  as  it  might  be. 


14.62  The  considerable   Headquarters  effort  that  has  gone  into  developing 

work  measurement  standards  has  not  been  used  to  the  fullest  extent  by  the 
regions.  Although  some  regions  used  the  Commission's  national  standards  to 
calculate  actual  levels  of  efficiency,  others  developed  their  own  "standards"  based 
on  historical  performance.  Some  regions  did  not  use  standards  at  all. 
Consequently,  one  could  not  readily  compare  regional  efficiency  levels  or 
establish  national  efficiency  targets. 


14.63  As  an  example  of  the  lack  of  uniform  standards,  a  sample  of  the  larger 

offices  in  the  Ontario  Region  reported  an  average  efficiency  in  1977  of  95%, 
against  the  Ontario  historical  standards.  Against  the  work  measurement  standards 
developed  by  National  Headquarters,  the  performance  of  the  same  offices  over 
the  same  period  appears  to  have  been  approximately  65%.  This  would  indicate 
that  the  opportunity  exists  to  achieve  substantial  benefits  from  improvement  in 
efficiency. 


14.64  No  discernible  efforts  had  been  made  and  no  clearly  identifiable  group 

existed  to  initiate  and  monitor  productivity  improvements.  Improved  management 
and  clearer  direction  could  substantially  improve  the  effectiveness  of  the 
performance  measurement  and  improvement  effort. 


14.65  One    common    approach    to    developing    standards,    based   on    work 

measurement  principles,  should  be  used  throughout  the  Benefit  Programs  group, 
co-ordinated  by  National  Headquarters. 
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14.66  Central  Index.   The    primary    function    of    the    Central    Index   of   the 

Canada  Employment  and  Immigration  Commission  is  processing,  issuing  and 
maintaining  Social  Insurance  numbers  for  Canadian  citizens  and  landed  immi- 
grants. Applications  for  Social  Insurance  cards  are  received  in  Ottawa  or  through 
the  local  offices  of  the  Commission.  In  1977,  a  total  staff  of  236  issued  1.2 
million  new  and  350,000  replacement  cards.  Most  Central  Index  functions  are 
clerical,  repetitive  and  easily  measurable  with  performance  measurement 
techniques.  Our  review  of  the  management  controls  in  Central  Index  concen- 
trated on  aspects  that  have  an  impact  on  operational  efficiency. 


14.67  Central  Index  management  has  made  substantial  efforts  to  manage  the 

production  and  registry  operations  efficiently.  It  has  developed  work  standards 
for  certain  activities  and  uses  them,  although  only  to  a  limited  extent,  to  monitor 
work  performance.  Adjustments  in  operating  procedures  since  1975  have  not  been 
accompanied  by  adjustments  in  the  standards  and,  consequently,  the  standards 
affected  have  simply  been  discarded.  Only  30%  of  the  measurable  activities  were 
being  measured.  In  our  opinion  the  extension  and  upgrading  of  the  work 
measurement  program  could  result  in  improved  productivity. 


14.68  For  some  key  sections  we  compared  the  actual  time  reported  with 

standards  which  we  developed  for  this  purpose  from  internationally  accepted 
standard  data.  Based  on  this  comparison,  we  estimated  productivity  for  Central 
Index  was  about  65%.  This  indicates  that  there  are  still  significant  opportunities 
for  improving  efficiency. 


14.69  The  Commission  should  ensure  that  measured  work  standards  used  by 

Central  Index  are  updated  when  changes  in  operating  procedures  occur. 


14.70  Labour  Market  Policy.  The  Labour  Market  Policy  group  of  the  Canada 

Employment  and  Immigration  Commission  employs  approximately  11,000  people  in 
delivering  employment  services  to  the  public,  including  counselling,  testing, 
training  and  referrals  to  job  openings. 


14.71  The  Labour  Market  Policy  group  has  substantial  areas  that  are 
amenable  to  performance  measurement.  Yet  only  some  regions  were  reporting 
manpower  utilization,  while  the  national  performance  measurement  activities 
included  only  volume  counts  such  as  the  number  of  registrations,  placements,  etc. 
Consequently,  national  performance  could  not  be  measured  and  reported  on  a 
regular  basis. 

14.72  The  data  collected  were  essentially  for  supporting  man-year  budgetary 
requests.   Our  audit  revealed  a  number  of  problems  with  the  data,  including: 

Standards  were  based  on  estimates  which  had  not  been  validated 
through  the  use  of  work  measurement. 
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The  data  contained  major  errors.  For  example,  the  number  of 
placements  during  1977-78  accumulated  from  the  monthly 
performance  measurement  data  was  30%  below  the  number 
reported  by  another  monitoring  system  of  the  Commission  for 
the  same  period. 

Output  category  definitions  were  not  clearly  understood  and 
were  interpreted  differently  by  different  users. 

An  unnecessarily  large  number  of  volume  counts  were  collected. 

As  a  result,  the  data  had  little  credibility  and  limited  use  as  a  basis  for  efficiency 
control.  This  group  had  little  information  suitable  for  guiding  and  assisting  a 
productivity  improvement  effort. 

14.73  The  Commission  should  undertake  a  study  of  the  Labour  Market  Policy 
group  to: 

seek  and,  if  feasible,  develop  standards,  based  on  work  measure- 
ment principles,  that  can  be  used  for  efficiency  improvement  at 
the  local  office  level; 

reduce  and  simplify  the  number  of  output  volumes  reported;  and 

improve  data  reliability. 

14.74  Immigration  and  Demographic  Policy.  The  Immigration  and  Demogra- 
phic Policy  group  of  the  Canada  Employment  and  Immigration  Commission 
employs  approximately  2,000  people.  The  functions  of  the  group  include  screening 
and  processing  immigrants,  the  examination  of  people  coming  into  Canada  and  the 
settlement  of  immigrants  in  this  country. 

14.75  The  Immigration  national  performance  measurement  system  has 
generated  monthly  reports  since  October  1976.  It  provides  an  efficiency  index  for 
each  region  and  for  the  total  sector,  based  on  estimated  standards. 


14.76  We    found    serious    inadequacies    in    this    performance    measurement 

system: 

The  standards  covered  only  a  part  of  the  work  performed  at  the 
district  and  local  office  level.  A  multiplying  factor  ranging  from 
2  to  k  was  used  to  account  for  the  balance  of  the  resources 
including  such  things  as  supervision,  travel,  idle  time  and  other 
unmeasured  activities.  In  other  words,  the  actual  measured  work 
was  only  25%  to  50%  of  the  total  time  allowed.  The  use  of  such 
a  large  multiplying  factor  is,  in  our  view,  inappropriate  and 
makes  historical  and  inter-regional  comparisons  of  performance 
unreliable. 
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The  system  did  not  differentiate  between  minimum  manning 
locations,  those  where  staff  had  to  be  on  duty  regardless  of  the 
workload,  and  those  where  staffing  levels  could  be  directly  related 
to  workload. 

Performance  reports  did  not  include  quality  and  level  of  service 
indicators. 


14.77  We   found   little   evidence   to   indicate   that    management   was   using 

information  provided  by  the  performance  measurement  system  or  other  produc- 
tivity improvement  techniques  to  increase  the  efficiency  of  labour  in  this  group. 


14.78  The    Commission   should   review   the  Immigration  and   Demographic 

Policy  group's  performance  measurement  system  to  determine: 

the  activities  for  which  standards,  validated  by  work  measure- 
ment techniques,  are  feasible; 

the  extent  to  which  a  more  uniform  set  of  standards  can  be 
developed  for  use  in  all  Regions;  and 

the  extent  to  which  the  system  can  be  made  to  indicate  actual 
levels  of  efficiency  in  order  to  determine  potential  for  efficiency 
improvement. 


14.79  The  Immigration  and  Demographic  Policy  group's  performance  meas- 

urement system  should  differentiate  between  minimum  manning  locations  and 
those  where  staffing  levels  can  be  directly  related  to  workload.  Time  used  should 
be  reported  against  meaningful  activities  which  correspond  to  major  output 
volumes.  High  priority  should  be  given  to  the  development  of  meaningful  unit 
costs  as  overall  indicators  of  performance  to  be  combined  with  the  use  of 
measured  work  standards,  where  applicable. 


Internal  Audit 


14.80  The  internal  audit  function  in  the  Canada  Employment  and  Immigra- 

tion Commission  is  the  responsibility  of  the  Internal  Audit  Bureau,  which  has  10 
professional  positions  and  an  audit  budget  of  approximately  $5.9  million  for  1977- 
78.  This  included  approximately  $5.2  million  for  audit  services  contracted  from 
the  Audit  Services  Bureau  of  the  Department  of  Supply  and  Services. 


14.81  We  reviewed  this  function  to  determine  whether  the  Commission  was 

obtaining  good  value  for  money  from  its  internal  audit  activities  and  to 
determine  the  extent  to  which  these  auditing  activities  could  affect  the  nature, 
timing  and  extent  of  auditing  we  conducted. 
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14.82  General  assessment.  Our  review  of  the  activities  of  the  Internal  Audit 
Bureau  indicated  the  following: 

The  Canada  Employment  and  Immigration  Commission  has  not 
provided  the  Internal  Audit  Bureau  with  the  necessary  guidance 
and  support  to  enable  it  to  fulfil  satisfactorily  its  role  within  the 
Commission. 

The  direction  the  audit  effort  has  taken  reflects  deficiencies  in 
the  selection  of  areas  to  be  audited  and  in  the  choice  of  auditing 
approaches  employed. 

Deficiencies  in  the  method  of  reporting  audit  findings  have 
resulted  in  significant  observations  not  being  sufficiently  high- 
lighted or  emphasized  and  in  the  individual  findings  not  being 
effectively  consolidated  or  summarized  to  enable  management  to 
assess  their  significance  properly. 

14.83  Based  on  the  above,  we  concluded  that  the  Internal  Audit  Bureau  has 
not  been  in  a  position  to  provide  to  the  Chairman  and  the  Vice-Chairman  as  much 
information  and  advice  to  assist  them  in  the  overall  management  of  the 
Commission  as  could  reasonably  be  expected  of  an  internal  audit  function. 

14.84  Although  we  believe  there  is  considerable  scope  for  improvement  in 
certain  aspects  of  the  audit  effort,  we  found  that,  given  the  audit  objectives 
selected,  the  quality  of  the  work  performed  was  adequate  and  the  Office  of  the 
Auditor  General  could  rely  on  it  in  determining  the  extent  of  the  examination  that 
it  needed  to  carry  out  in  discharging  the  attest  portion  of  its  audit. 

14.85  The  more  significant  of  our  observations,  which  were  reported  to  the 
Commission  and  on  which  we  based  the  above  conclusions,  are  outlined  in  the 
paragraphs  that  follow,  under  three  general  headings:  Organizational  status;  Audit 
coverage  and  planning  ;and  Audit  practice;  review  and  follow-up. 

14.86  Organizational  status.  In  the  course  of  our  review  for  the  fiscal  year 
ended  March  31,  1978,  we  noted  that: 

no  mandate  existed  outlining  the  role  and  responsibilities  of  the 
Internal  Audit  Bureau; 

the  Director  of  the  Internal  Audit  Bureau  reported  to  the 
Executive  Secretary; 

there  was  no  properly  functioning  Audit  Committee;  and 

no  mechanism  or  system  was  in  place  to  ensure  the  proper  co- 
ordination of  all  audit  and  evaluation  activities  within  the 
Commission. 


289 


Canada  Employment  and  Immigration  Commission 


14.87  In  April  of  1978,  the  Commission  issued  a  tentative  mandate  for  the 
Internal  Audit  Bureau.  This  mandate  briefly  discussed  the  responsibilities  of  the 
Bureau  and  recommended,  among  other  things,  that: 

the  Internal  Audit  Bureau  should  report  to  the  Chairman/  Vice- 
Chairman  through  the  Executive  Secretary;  and  that 

an  Audit  Committee  be  established. 

14.88  In  our  opinion,  the  proposed  mandate  did  not  describe  in  sufficient 
detail  the  purpose,  authority  and  responsibility  of  the  audit  function.  Also,  we 
believe  that  if  the  Director  of  Internal  Audit  does  not  directly  report  to  the 
Chairman/Vice-Chairman,  a  buffer  is  introduced  which  diminishes  the  Director's 
access  to  top  management  and,  to  a  degree,  diminishes  the  perceived  importance 
of  the  Internal  Audit  Bureau  to  other  members  of  the  Commission.  All  these 
factors  contribute  to  an  apparent  lack  of  management  support  for  the  internal 
audit  function.   The  Commission  has  subsequently  taken  action  in  this  regard. 

14.89  The  internal  audit  function  should  have  a  mandate  which  sets  out  in  a 
clear  and  concise  manner,  the  purpose,  authority  and  responsibility  of  the  audit 
function.  This  mandate  should  be  approved  by  the  Chairman/Vice-Chairman  and 
be  widely  distributed  to  demonstrate  visible  support  of  the  audit  function  by  the 
senior  executives  in  the  Commission. 

14.90  The  Director  of  Internal  Audit  should  report  directly  to  the  Chairman/ 
Vice-Chairman. 

14.91  An  Audit  Committee  should  be  established  to  co-ordinate  all  the  audit 
and  evaluation  activities,  provide  guidance  to  the  audit  group  and  determine  that 
appropriate  action  is  taken  on  audit  findings. 

14.92  Audit  coverage  and  planning.  We  found  no  evidence  of  a  formalized 
process  to  define  the  audit  universe  and  to  identify  all  potential  auditable  areas. 
Our  review  indicated  that  certain  important  auditable  areas  which  should  have 
been  considered  in  the  audit  selection  process  had  not  been  considered. 


14.93  In  reviewing  the  types  of  audits  performed  we  noted  the  following: 

extensive  deployment  of  resources  on  audits  of  contribution 
programs  in  the  Labour  Market  Policy  and  the  Immigration  and 
Demographic  Policy  groups.  For  1977-78,  $3.5  million  out  of  a 
total  of  $4.8  million  was  budgeted  for  this  activity.  These  audits 
consist  primarily  of  verifying  expenditures  on  specific  projects 
by  reviewing  supporting  documentation  and  the  project  agree- 
ment. Certain  aspects  of  this  task  are  more  of  a  financial 
control  process  than  an  audit  process. 
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For  the  most  part,  these  procedures  do  not  require  a  high  level  of 
accounting  or  auditing  knowledge  and  could  be  completed  at  a 
much  lower  cost  by  project  monitors.  A  relatively  simple  and 
inexpensive  training  course,  supported  by  good  accounting  and 
procedural  manuals  would  be  needed  if  this  course  of  action  were 
selected.  The  audit  requirements  could  then  be  met  by  reviewing 
these  procedures,  reviewing  the  monitoring  process  and  verifying 
a  limited  number  of  projects.  The  cost  of  this  audit  process 
along  with  the  increased  project  monitoring  costs  would  probably 
be  lower  than  current  audit  costs. 

Finally,  the  audit  reports  produced  (in  excess  of  2,000)  by  this 
process  were  not  subject  to  any  follow-up  procedures. 

insufficient  operational  audits  in  the  Labour  Market  Policy  and 
the  Immigration  and  Demographic  Policy  groups.  A  relatively 
small  portion  of  the  resources  was  allocated  to  operational  audits 
in  the  Labour  Market  Policy  and  the  Immigration  and  Demo- 
graphic Policy  groups.  The  value  of  operational  audits  in  an 
organization  as  complex  and  decentralized  as  the  Canada 
Employment  and  Immigration  Commission  cannot  be  over- 
emphasized. 

insufficient  functional  audits.  The  audit  of  individual  compon- 
ents or  responsibility  centres  in  an  organization  is  a  valid 
concept  but  it  has  to  be  supplemented  by  audits  which  cross 
organizational  and  geographic  divisions.  These  audits  should 
examine  the  total  function  as  opposed  to  its  component  elements 
to  evaluate  properly  the  existing  systems. 

lack  of  integrated  audits.  A  lack  of  co-ordination  and  communi- 
cation between  all  the  audit/evaluation  groups  resulted  in  the 
absence  of  integrated  or  all-inclusive  audits  which  should  be 
performed  on  any  one  sector  of  the  Commission.  The  Commis- 
sion lacks  the  benefits  to  be  derived  when  a  particular  segment 
or  fragment  of  an  organization  is  subjected  to  a  complete  and 
integrated  evaluation  of  its  activities. 

14.94  The  above  observations  reflect  deficiencies  in  both  the  selection  of 

areas  to  be  audited  and  in  the  choice  of  auditing  approach  employed. 


14.9.5  The  Commission  should  institute  a  formal  planning  process  to  ensure 

the  proper  selection  of  areas  to  be  audited. 


14.96  The  contribution  program  audit  process  should  be  re-examined  with  the 

objective  of  clearly  distinguishing  between  auditing  and  those  financial  control 
functions  that  should  be  the  responsibility  of  program  personnel. 
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14.97  The  Commission  should  initiate  guidelines  on  the  types  of  audits  to  be 

performed,  with  a  view  to  placing  more  emphasis  on  functional  and    integrated 
audits. 


14.98  Audit  practice,  review  and  follow-up.     As  noted  previously,  while  we 

do  not  believe  that  the  departmental  audit  effort  has  been  directed  to  those  areas 
where  it  would  yield  the  greatest  benefit,  we  found  that  the  way  in  which  the 
work  was  being  performed  was  generally  adequate. 


14.99  The    working    papers    reflected    the    proper    documentation   of   audit 

procedures  and  indicated  that  the  audit  work  adhered  to  generally  accepted 
auditing  standards.  In  addition,  standard  audit  questionnaires  and  programs  have 
been  developed  and  updated  when  necessary.  The  working  papers  were  complete 
and  reasonably  well  organized.  They  reflected  the  work  done  and  supported  the 
audit  findings,  and  appropriate  conclusions  were  drawn  from  the  findings. 


14.100  In  summary,  the  audit  work  done  was  found  to  be  satisfactory,  with  the 

following  exception: 

the  concept  of  materiality  in  the  audits  performed  was  not  well 
established.  Although  the  auditors  appeared  to  have  a  general 
understanding  of  the  concept  and  tended  to  place  greater  emphasis  on 
the  more  significant  items,  materiality  was  not  defined  in  dollar  terms 
and  the  determination  of  the  amount  of  the  audit  effort  was  not 
sufficiently  related  to  materiality. 


14.101  Summary  reports  are  an  important  vehicle  for  informing  management 

of  the  results  of  the  audit  process  and  for  pinpointing  those  areas  to  which 
management  should  be  directing  its  attention.  The  summary  reports  for  the 
Labour  Market  Policy  and  the  Immigration  and  Demographic  Policy  groups  have 
not  achieved  this  in  the  past.  These  reports  tended  to  present  an  aggregation  of 
facts  rather  than  an  evaluation  of  their  significance.  Our  review  indicated  that  an 
attempt  is  being  made  at  improving  this  process  for  the  coming  year. 


14.102  In  a  few  instances  we  noted  that  the  audit  work  performed  by  the 

Internal  Audit  Bureau  and  the  Audit  Services  Bureau  had  disclosed  significant 
deficiencies.  These  deficiencies  had  not,  however,  been  properly  communicated 
to  management.  In  reviewing  15  internal  audit  reports,  we  noted  that  seven 
contained  observations  that  an  important  control  procedure  was  not  being  carried 
out.  Had  this  observation  been  reported  clearly  and  concisely  in  a  summary 
report,  management  would  probably  have  acted  on  it.  Instead,  no  action  was 
taken  and  the  deficiency  was  reported  on  by  the  Auditor  General's  Special  Study 
on  Grants  and  Contributions  in  1977.  Also,  a  1977  study  by  the  Office  of  the 
Auditor  General  on  the  Benefit  and  Overpayment  System  in  the  Benefit  Programs 
group,  disclosed  an  estimated  $95  million  of  undetected  overpayments.    Although 
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internal  audits  were  not  designed  to  quantify  the  amount  of  potential  overpay- 
ments, the  seriousness  of  the  situation  was  referred  to  in  a  number  of  individual 
reports.  If  the  findings  had  been  properly  presented  and  reviewed,  the  situation 
would  have  been  disclosed  earlier  and  appropriate  remedial  action  could  have 
been  taken  sooner. 


14.103         A  level  of  materiality  should  be  determined  for  each  audit  assignment 
and  the  work  performed  should  be  related  to  this  level. 


14.104  Summary  reports  should  be  prepared  as  required  to  consolidate  the 
findings  of  audits  and  to  advise  management  of  serious  problems  to  which 
attention  should  be  devoted.  These  summaries  should  analyse  and  evaluate  the 
data  which  have  been  collected  and  they  should  highlight  and  emphasize  the  most 
significant  matters. 


14.105  A  follow-up  policy  should  be  established  for  every  audit  report  to 
ensure  that  appropriate  action  has  been  taken.  This  should  include  both 
contribution  program  audit  reports  and  summary  audit  reports. 


Benefit  Programs  Group 


Background 

14.106 

systems: 


The    Benefit    Programs   group   employs   two    major   sets  of   financial 


the  Benefit  and  Overpayment  System  (BNOP  system)  including 
program  administration  which  controls  the  initiation  and  pay- 
ment of  approximately  $4,000  million  per  annum  of  unemployment 
insurance  benefits;  and 

the  general  accounting  systems  which  control  approximately 
$235  million  per  annum  in  administrative  costs. 


14.107  In   1976,  the  Computer  and  Information  Systems  Evaluation  (CAISE) 

study  subjected  the  BNOP  system  to  an  intensive  review  of  controls.  The 
results  of  that  review  were  reported  in  our  1977  annual  Report  (Chapter  6).  In 
summary,  the  CAISE  study  assessed  overall  controls  in  the  BNOP  system  to  be 
inadequate  since: 

controls  and  procedures  were  not  adequate  to  ensure  that  the 
initial  and  continued  eligibility  of  individual  claims  was  validated 
prior  to  the  issue  of  claim  warrants;  and 
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control  over  input  documents  was  not  adequate  to  ensure  that 
unauthorized  input  was  not  entered  into  the  system  and  valid 
transactions  were  not  lost. 


14.108  In    light    of    these    weaknesses,    the   Office   of    the    Auditor    General 

initiated  a  further  study  to  quantify,  through  properly  designed  tests  of  actual 
benefits  paid  in  1976,  the  amount  of  any  overpayment  of  benefits  which  might 
have  occurred  as  a  result  of  such  weaknesses.  The  results  of  these  tests  were 
reported  in  our  1977  Report  (paragraph  17.10).  In  summary,  these  extended  tests 
indicated  that  the  Commission  made  approximately  $95  million  of  overpayments 
in  1976  which  were  not  previously  identified  by  its      regular  control  activities. 


14.109  The  Commission,  after  reviewing  the  results  of  the  1976  tests  and  the 

verification  work,  concurred  with  the  conclusions.  For  the  examination  of  1977 
benefit  payments,  the  Commission  provided  personnel  from  the  Control  Branch  to 
assist  the  Office  in  the  verification  process. 


14.110  For  1977,  our  examination  of  the  Benefit  Programs  group  included  the 

following: 

an  examination  of  the  Benefit  and  Overpayment  System  which 
involved  a  review  of  the  internal  controls  at  30  district  offices, 
and  a  statistical  sample  of  benefits  paid,  to  estimate  the  extent 
of  undetected  benefit  overpayments; 

a  follow-up  of  last  year's  CAISE  study  to  monitor  the  progress 
made  by  the  Commission  in  implementing  changes  in  the  BNOP 
system  to  rectify  the  weaknesses  identified  in  this  study; 

a  review  of  the  development  of  the  on-line  benefit  pay  system; 
and 

an  examination  of  the  financial  accounts,  which  included  a 
review  of  the  general  accounting  systems  and  tests  of  transac- 
tions in  all  regions. 


14.111  In  summary,  the  examination  concluded  that: 

the  Commission's  regular  control  activities  did  not  detect  benefit 
overpayments  in  1977  which  were  estimated  to  be  $142  million 
(lying  within    a    possible  range  of  $99  million  to  $179  million); 

significant  control  weaknesses  in  the  BNOP  system  continue  to 
exist; 
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previous  to  April  1978  there  was  no  evidence  that  the  new  on- 
line benefit  pay  system  had  been  reviewed  by  the  Finance 
Division  or  any  other  internal  group  to  ensure  that  appropriate 
internal  controls  and  audit  trails  had  been  incorporated  into  its 
design;  and 

the  accounting  systems  other  than  the  BNOP  system,  are 
generally  functioning  adequately. 


Examination  of  the  Benefit  and  Overpayment  System 

14.112  The  Office  selected  a  statistical  sample  of  1,033  claimants  to  whom 

benefits  had  been  paid  during  1977  and  performed  a  verification  of  their  claims. 
It  also  carried  out  a  review  and  evaluation  of  internal  control  procedures  in  30  of 
the  Commission's  district  offices. 


14.113  This  verification  indicated  that  some  of  the  Commission's  controls  are 

operating  effectively  and  that  a  substantial  dollar  value  of  benefit  overpayments 
(in  1977  approximately  $67  million)  is  being  detected  regularly  and,  in  most  cases, 
recovered.  However,  the  results  of  our  specific  tests  also  indicated  that  during 
1977  a  significant  additional  amount  of  benefit  overpayments  (lying  within  a 
possible  range  of  $99  million  to  $179  million)  escaped  detection  by  the 
Commission,  that  a  further  significant  amount  of  claims  were  subject  to 
deviations  from  laid-down  procedures,  and  that  a  large  but  unquantifiable 
category  of  claims  was  subject  to  conditions  which  could  invite  abuse.  The 
increase  in  benefit  overpayments  which  escaped  detection  by  the  Commission 
(estimated  at  $95  million  in  1976  and  $142  million  in  1977)  has  resulted  from  a 
number  of  factors  including  increased  benefit  payments  and  improved  use  of 
available  detection  procedures  in  the  conduct  of  the  examination. 


14.114  Exhibit  14.3  summarizes  the  sample  results. 


14.115  It  should  be  noted  that  a  certain  degree  of  imprecision  is  associated 

with  the  results  of  any  statistical  sample,  because  we  have  not  audited  the  entire 
population  of  approximately  2.5  million  claimants.  Our  best  estimate  of  the 
amount  of  overpayments  in  the  population  projected  from  our  sample  results  is 
$142  million.  The  imprecision  of  this  "most  likely  value"  is  indicated  by  the  size 
of  the  probable  and  possible  ranges  noted  in  Exhibit  14.3.  The  degree  of 
imprecision  indicated  in  these  ranges  is  a  reflection  of  the  limited  sample  size 
which  was  felt  to  be  appropriate  under  the  circumstances  and  at  least  sufficient 
to  distinguish  between  trivial  and  non-trivial  incidences  of  overpayments. 


14.116  Results  of  sample  verification.   For  purposes  of  the  testing  procedures, 

an  overpayment  was  defined  as  any  benefit  paid  which,  under  existing  legislation, 
the  claimant  should  not  have  received  and  which  would  have  been  legally 
recoverable  had  it  been  discovered  and  dealt  with  immediately. 
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Exhibit  14.3 


SUMMARY  OF  SAMPLE  RESULTS 


1977  Benefit  Payments 


(a) 

Identifiable 

overpayments 

253 

(b) 

Potential 

overpayments 

9 

(c) 

Follow-up 

inadequacies 

257 

(d) 

Compliance 

deviations 

453 

Estimate  of 
value  of  benefit 
Instances  overpayments 

sample  of  in  such  claims 

1033  (in  millions) 

Most 

likely       Probable      Possible 

value  range  range 

$  $  $ 


253  125        114-138         93-161 

17  10-25  5-39 


1976  Benefit  Payments 

Estimate  of 
value  of  benefit 
Instances  overpayments 

sample  of  in  such  claims 

1027  (in  millions) 


(e)    Abuse  possibilities 


-not  quantifiable 180 

-not  quantifiable 320 

not  quantifiable 


Most 

likely  Probable  Possible 

value  range       range 

$  $               $ 


106  70        55-76       40-93 

16  25        18-32        11-44 

-not  quantifiable 

-not  quantifiable 


Notes: 


The  "most  likely  value"  represents  the  best  estimate  as  projected  from  our  sample  results.  This 
estimate  is  subject  to  imprecision,  however,  as  indicated  by  the  breadth  of  the  probable  and 
possible  ranges  discussed  below  and  the  particular  "most  likely  value"  itself  should  not  therefore 
be  given  undue  weight.  The  degree  of  imprecision  indicated  by  these  ranges  is  a  reflection  of  the 
relatively  limited  sample  size  (1,033)  but,  in  our  opinion,  was  the  best  that  was  economically 
feasible  in  view  of  the  audit  time  per  sample  item  and  is,  we  believe,  at  least  sufficient  to 
distinguish  between  trivial  and  material  incidences  of  overpayments. 

"Probable  range"  refers  to  upper  and  lower  bounds  on  statistical  estimates  at  an  80%  confidence 
level. 

"Possible  range"  refers  to  upper  and  lower  bounds  on  statistical  estimates  at  a  99%  confidence 
level. 
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14.117  We  classified  as  "identifiable  overpayments"  any  claim  which  the 
available  evidence  proved  conclusively  to  contain  an  overpayment.  Within  the 
sample  of  1,033  claims,  253  claims  were  classified  as  identifiable  overpayments. 
Projecting  the  effect  of  these  253  sample  overpayments  to  total  annual  payments 
of  approximately  $3,900  million  indicated  that  total  overpayments  lay  within  a 
possible  range  of  $93  million  to  $161  million  (line  (a)  in  Exhibit  14.3). 

14.118  "Potential  overpayments"  (any  claim  which  the  available  evidence 
demonstrated  persuasively,  although  not  conclusively,  to  contain  an  overpayment) 
lay  within  a  possible  range  of  $5  million  to  $39  million  (line  (b)  in  Exhibit  14.3). 


14.119  The  Commission's  policies  require  certain  procedures  to  be  followed  in 

monitoring  the  claimant's  continuing  eligibility  to  receive  benefits.  The 
Commission  relies,  to  a  certain  extent,  on  Canada  Manpower  Centres  to  assist  in 
this  monitoring  effort.  In  the  sample  of  1,033  claims,  257  were  subject  to 
monitoring  efforts  which  were  felt  to  be  inadequate.  The  projecting  effect  of 
these  257  cases  is  that,  within  the  $3,900  million  population,  claims  whose  gross 
value  was  approximately  $950  million  ($500  million  in  1976),  were  probably  subject 
to  similarly  deficient  follow-up  of  the  claimant's  continuing  eligibility  (line  (c)  in 
Exhibit  14.3).  Some  portion  of  this  amount  could  therefore  represent  an 
overpayment. 


14.120  A  "compliance  deviation"  was  defined  as  any  case  where,  although  it 
was  felt  a  related  overpayment  did  not  occur,  a  prescribed  procedure  was  not 
adhered  to.  Within  the  sample  of  1,033  claims,  453  not  included  in  results  already 
reported  were  subject  to  compliance  deviations  although  they  did  not  (as  far  as 
can  be  determined)  contain  an  overpayment.  The  projecting  effect  of  these  453 
claims  is  that,  within  the  $3,900  million,  $1,500  million  ($1,000  million  in  1976) 
were  probably  subject  to  similar  deviations  (line  (d)  in  Exhibit  14.3). 

14.121  A  number  of  cases  were  identified  which,  while  perhaps  not  technically 
overpayments,  suggest  the  possibility  of  abuse.  The  term  "abuse"  is  used  to 
connote  discrepancy  with  the  apparent  intent  of  the  Act  and  in  particular  its 
insurance  objective  and  its  eligibility  requirements  of  active  job  search.  That  is, 
although  these  cases  may  not  strictly  be  in  violation  of  the  provisions  of  the 
Unemployment  Insurance  Act  prevailing  at  the  time,  one  can  seriously  question 
whether  they  correspond  to  the  Act's  intent. 

14.122  From  the  requirements  of  the  Act,  it  would  seem  reasonable  to  infer 
that  the  intent  of  the  law  is:  to  insure  a  contributor  against  loss  of  earnings 
during  temporary  unemployment  while  he  is  actively  seeking  and,  within  limits, 
until  he  obtains  other  suitable  employment.  However,  the  review  conducted  by 
the  Office  revealed  several  situations  in  which  this  was  not  the  case. 
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14.123  For  example,  there  are  claimants  who  would  not  otherwise  be  entitled 

to  receive  benefits  except  for  their  participation  in  federal  and  provincial  job 
creation  programs,  since  they  have  not  been  in  the  past  and  may  not  seriously 
intend  to  be  in  the  future,  permanently  attached  to  the  labour  force  (or  regularly 
contributing  unemployment  insurance  premiums).  In  such  cases  the  minimum 
employment  required  to  qualify  for  benefits  is  sufficiently  short  to  cause  the 
program  to  function  more  as  a  welfare  plan  than  an  insurance  plan.  Although 
these  programs  do  not  violate  the  Act,  the  federal  programs  are  somewhat 
inconsistent  with  its  insurance  objective,  and  the  effect  of  the  provincial  and 
municipal  programs  is  to  transfer  some  portion  of  welfare  costs  from  provincial 
administration  to  the  federal  Unemployment  Insurance  program. 


14.124  The  Act  does  not  prohibit  "sham  transactions"  -  entered  into  solely  for 

qualifying  someone  to  receive  benefits  who  would  not  otherwise  qualify,  or  of 
maximizing  the  amount  of  those  benefits  rather  than  for  any  bona  fide  business 
purpose.  Such  transactions  may  therefore  take  place  with  no  penalty  being 
imposed. 


14.125  The    effect    of    this    potential    for    abuse    is    not    to    create    legal 

overpayments  which  could  be  recovered,  but  rather  to  permit  disbursement  of 
benefits  in  circumstances  to  which  the  Act  may  not  have  been  intended  to  apply. 
Because  these  abuses  are  related  to  ambiguities,  omissions,  faulty  interpretations 
or  unintended  applications  of  the  law,  any  value  assigned  to  their  possible 
magnitude  would  be  highly  arbitrary.  Thus,  it  would  not  be  meaningful  to  attempt 
to  estimate  even  the  gross  dollar  value  of  claims  possibly  subject  to  such  abuse. 


14.126  A  further  31  claims  were  found  to  contain  underpayments.    Projecting 

the  effect  of  these  amounted  to  $10  million  ($7  million  in  1976),  lying  within  a 
probable  range  of  $6  million  to  $18  million  and  within  a  possible  range  of  $3  million 
to  $34  million.  Because  this  study  was  concerned  primarily  with  the  existence  of 
overpayments,  underpayments  have  not  been  included  in  the  discussion  and 
analysis. 


14.127  System  weaknesses.  It  would  be  unrealistic  to  expect  any  practicable 
control  system  to  prevent  or  detect  all  actual  or  potential  overpayments  of 
benefits.  The  cost  of  additional  prevention  or  detection  procedures  beyond  a 
certain  level  could  well  exceed  the  value  of  the  reduction  in  overpayments 
achieved.  Therefore,  in  such  situations  a  cost-effective  control  system  must 
necessarily  stop  short  of  100%  control. 

14.128  Nonetheless,  as  evidenced  by  the  results  of  the  study,  there  is  a  need 
for  further  preventive  controls  to  be  incorporated  into  the  system  to  detect  or 
prevent  certain  overpayment  conditions  indicated  by  our  tests.  We  found  the 
Commission  to  be  interested  in  improving  its  controls  where  possible.  The 
Commission  has  addressed  these  weaknesses;  however,  as  noted  later  in  this 
Report,  no  major  changes  have  been  implemented. 
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14.129  As  noted  in  our  1977  Report,  control  deficiencies  were  identified  in 
the  areas  of  the  validation  of  initial  and  continuing  claims  data  (paragraph  6.47) 
and  the  control  of  documents  and  input  data  (paragraph  6.48).  The  review 
conducted  by  the  Audit  Office  indicated  that  these  weaknesses  still  exist  in  the 
Benefit  and  Overpayment  System.  As  a  result  of  these  weaknesses,  overpayments, 
erroneous  payments,  or  benefits  obtained  through  fraud  continue  to  be  a 
possibility.  Our  tests  indicated  that  approximately  $55  million  of  overpayments 
resulted  in  large  part  from  the  existence  of  these  deficiencies  in  control. 

14.130  Our  study  also  noted  inconsistencies  between  local  offices  in  inter- 
pretation of  policy.  For  example,  policies  relating  to  eligibility  and  monitoring  of 
claimants  as  stated  by  the  Commission  and  outlined  in  various  administrative 
documents  allow  for  wide  variations  in  the  interpretation  of  the  Unemployment 
Insurance  Act.  Changes  in  laid-down  procedures  are  being  established  at  a  local 
office  level  rather  than  at  a  regional  level.  As  a  result,  claimants  in  similar 
circumstances  may  not  be  consistently  treated  within  a  region  or  between  regions. 


14.131  As  well,  the  statistical  sample  indicated  that  an  amount  (approxi- 
mately $10  million)  of  overpayments  can  be  attributed  to  employers  incorrectly 
preparing  the  appropriate  document  (Record  of  Employment)  on  which  the 
Commission  bases  the  benefit  payment. 

14.132  Based  on  the  results  of  our  examination  we  concluded  that: 

to  properly  evaluate  the  progress  and  effectiveness  of  any 
changes  to  the  system  of  internal  control,  the  Commission  should 
perform  similar  tests  in  future  years; 

changes  to  laid-down  procedures  should  be  reviewed  at  a  regional 
level  to  reduce  inconsistencies  in  the  interpretation  of  policy; 
and 

efforts  should  be  made  to  reduce  the  incidence  of  clerical  errors 
made  by  employers  in  the  preparation  of  the  Record  of 
Employment  forms. 

Follow-up  on  the  1977  Computer  and  Information  Systems  Evaluation  Study 

14.133  As  set  out  previously,  the  Computer  and  Information  Systems 
Evaluation  (CAISE)  study  raised  two  major  concerns  about  the  BNOP  system.  We 
set  out  below  the  progress  which  has  been  made  by  the  Commission  in  addressing 
each  of  these  areas. 


14.134  Validation  of  initial  and  continuing  claims  data.         The      Record       of 

Employment  (ROE)  document  (issued  by  employers  to  employees  on  termination) 
and  the  associated  Record  of  Employment  sub-system  of  the  BNOP  system  are 
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central  to  the  validation  of  both  the  initial  and  continued  eligibility  of  individual 
claims  for  unemployment  insurance  benefits.  The  initial  eligibility  of  the 
claimant  is  based  largely  on  the  ROE  document  which  the  claimant  presents  when 
applying  for  benefits.  In  addition,  the  ROE  sub-system  uses  information  from  the 
document  to  check  the  continuing  eligibility  of  claimants  by  identifying 
overlapping  periods  of  employment  and  benefit  pay  periods.  Such  incidents  of 
overlap  are  followed  up  and  investigated  by  Benefit  Control  officers  in  the  "Post- 
audit"  program. 


14.135  Last  year's  study  identified  a  number  of  weaknesses  in  the  current 

ROE  system.   Accordingly,  it  recommended  (paragraph  6.47)  that: 

...  the  control  procedures  covering  the  operation  of  the  present  Record 
of  Employment  system  be  strengthened  and  that  additional  procedures 
be  developed  to  control  input  and  processing  of  Record  of  Employment 
documents. 


14.136  In  response  to  this  recommendation,  the  Commission  has  undertaken  a 

number    of    studies    and    pilot    projects    with    a    view    to   implementing   revised 
procedures  for  processing  these  documents.   In  particular: 

the  document  has  been  redesigned  to  facilitate  the  capture  of 
relevant  information  both  from  local  offices  and  directly  from 
employers; 

the  new  system  has  been  designed  to  control  the  distribution  of 
the  documents  and  to  ensure  that  they  are  received  from  the 
same  employer  to  whom  they  were  issued; 

a  new  system  has  been  designed  to  ensure  that  Record  of 
Employment  information  is  captured  for  all  claims  processed; 
and 


the  Record  of  Employment  system  has  been  redesigned  to  include 
a  comparison  of  information  reported  by  employees  with  that 
reported  by  employers  in  connection  with  terminations  and  to 
report  all  discrepancies. 


14.137  The  above  system  changes  are  now  undergoing  pilot  tests  in  one  region. 

Once  evaluated,  these  systems  will  be  implemented  on  a  national  basis.     It  is 
expected  that  this  will  occur  in  early  1979. 


14.138  The  above  system  changes,  if  implemented,  will  significantly  enhance 

control  over  the  processing  of   Record  of  Employment  information  and  hence, 
control  over  the  initial  eligibility  of  claims. 


300 


Canada  Employment  and  Immigration  Commission 


14.139  Last  year's  study  also  observed  that  the  exclusive  use  of  information 

on  the  Record  of  Employment,  as  a  means  of  verifying  the  continued  eligibility  of 
claimants,  does  not  always  lead  to  timely  reporting  of  potential  overpayments. 
The  present  Record  of  Employment  system  is  designed  to  compare  the  data  on  a 
subsequent  ROE  (i.e.,  an  ROE  issued  upon  termination  following  a  benefit  pay 
period)  to  data  on  file  related  to  a  previous  benefit  pay  period.  Thus,  several 
months  may  elapse  before  a  potential  overpayment  is  identified  and  the  chances 
for  recovery  of  the  overpayment  amount  reduced.  The  study  in  part  recommended 
(paragraph  6.47)  that: 

In  the  long  term,  the  Commission  should  expedite  its  studies  to 
evaluate  the  feasibility  of  using  additional  sources  of  information  for 
the  verification  of  claims  eligibility. 


14.140  In  response  to  this  recommendation  the  Commission  has  developed  a 

new  system  (called  Information  on  Hirings  System)  which  would  require  employers 
to  supply  the  Commission  with  information  on  the  hiring  of  new  employees.  Using 
this  information,  the  Commission  would  be  able  to  identify  claimants  who  are 
employed  and  claiming  benefits  at  the  same  time.  The  Commission  is  now  testing 
the  new  system  on  a  pilot  basis  in  six  centres.  Once  these  pilot  tests  have  been 
completed  and  evaluated,  it  is  expected  that  the  system  will  be  implemented  on  a 
national  basis  in  1979. 


14.141  In    our    opinion,    the    proposed    Information    on    Hirings    System,    if 

implemented  on  a  national  basis,  would  constitute  a  significant  improvement  on 
the  validation  of  the  continuing  eligibility  of  claimants.  The  major  benefit  of  the 
system  would  be  its  effect  as  a  deterrent  to  benefit  overpayments  as  opposed  to 
the  identification  of  actual  overpayments. 


14.142  Control  of  documents  and  input  data.  The  second  major  concern  made 
by  the  study  relates  to  document  control  procedures.  Under  the  present  system, 
insurance  agents  within  district  offices  are  responsible  for  making  a  wide  range  of 
"decisions"  about  insurance  claims.  Such  decisions  include  the  initial  decision  to 
establish  a  benefit  pay  period  as  well  as  a  variety  of  subsequent  decisions  which 
revise  or  renew  initial  claims.  The  agents  record  decisions  on  prescribed  input 
documents  which  are  then  forwarded  to  the  regional  pay  centre  for  processing  and 
updating  of  the  main  Benefit  Pay  system  master  files. 


14.143  The  concern  expressed  in  the  CAISE  study  relates  to  the  lack  of  an 

effective  document  control  system  to  prevent  the  entry  of  unauthorized  decision 
documents  and  the  inadvertent  loss  of  authorized  documents  before  processing  by 
the  regional  pay  centre.  As  a  consequence  of  these  weaknesses,  the  study 
concluded  that  it  was  possible  for  UIC  employees,  both  at  district  offices  and 
regional  pay  centres,  to  initiate  unauthorized  decisions  and  thereby  effect 
fraudulent  payments  of  benefits.  In  addition,  the  weaknesses  could  result  in  the 
loss  of  valid  and  authorized  documents  such  as  disqualification  and  disentitlement 
decision  documents.   The  study  accordingly  recommended  (paragraph  6.48)  that: 
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The  new  document  control  system  currently  being  developed  by  the 
Commission  should  include  procedures  to  enable  the  district  office  to 
ensure  that  all  and  only  those  transactions  which  have  been  authorized 
and  approved  by  insurance  agents  are  processed  by  the  regional  pay 
centres. 


14.1^  In  response  to  this  recommendation,  the  Commission  has  developed  a 

new  national  document  control  system  (called  Decision  Monitoring  System). 
Although  we  have  not  yet  had  an  opportunity  to  review  the  final  design 
specifications  for  this  system,  we  understand  it  will  make  it  possible  for  district 
offices  to  control  effectively  the  processing  of  agent  decisions  by  the  regional  pay 
centres.  The  new  system  is  scheduled  for  pilot  implementation  in  late  1978,  with 
national  implementation  by  early  1979. 


1^.1^5  During  our  1977-78  audit  review  and  tests,  we  found  further  evidence 

of  errors  resulting  from  the  lack  of  adequate  document  control  procedures.     In 
particular,  we  found: 

evidence  of  poor  control  over  claims  registers  within  most  of  the 
district  offices  we  visited; 

several  district  offices  that  did  not  make  proper  use  of  the 
present  document  control  system  exception  reports  (e.g.,  of 
unregistered  claims); 

the  current  document  control  system  was  not  applied  to  "revised" 
decisions  (which  represent  approximately  55%  of  all  decisions); 

corrections  of  errors  might  bypass  the  regular  document  control 
system  since  they  were  frequently  communicated  to  the  regional 
pay  centre  by  district  offices  by  telephone;  and 

evidence  of  overpayments  due  to  the  inadvertent  loss  of 
authorized  agent  decisions. 


Development  of  On-line  Benefit  Pay  System 

1^.146  In   1975,  with  Treasury  Board  approval,  the  Commission  initiated  a 

project  to  study  the  feasibility  of  developing  a  new  on-line  benefit  payment 
system.  During  the  last  three  years,  a  pilot  system  which  uses  on-line  terminals 
for  asking  about  the  status  of  individual  claims  and  for  the  input  of  agent  decision 
data  has  been  developed  and  implemented  in  three  local  offices.  This  new  system 
will  have  a  major  impact  on  the  controls  which  are  exercised  over  benefit 
payments.  For  example,  access  to  an  on-line  terminal  within  a  local  office  could 
provide  the  ability  to  initiate  or  change  a  claim  for  benefits.  The  new  system  is 
being  evaluated  for  national  implementation  over  the  next  two  to  three  years. 
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11k  1*7  The  new  on-line  system,  if  properly  designed  and  implemented,  could 

have  a  very  positive  effect  on  the  basic  control  over  benefit  payments.  For 
example,  an  on-line  system  would  not  require  local  offices  to  submit  documents  to 
regional  pay  centres  and  thus  cumbersome  document  control  and  error  correction 
procedures  would  be  avoided.  However,  previous  to  April  1978,  we  found  no 
evidence  that  the  new  system  had  been  reviewed  by  the  Finance  Division  or  any 
other  internal  group  to  ensure  that  appropriate  internal  controls,  audit  and 
management  trails  had  been  incorporated  into  its  design.  The  possibility  exists, 
therefore,  that  the  new  system  will  be  implemented  without  adequate  financial 
controls. 


1*.1*8  A  review  of  the  adequacy  of  the  financial  controls  being  incorporated 
into  the  new  on-line  system  should  be  performed  by  the  Commission  before  its 
further  implementation  in  other  regions  or  district  offices. 


Examination  of  the  Financial  Accounts 

1*.1*9  The  general  accounting  systems  in  the  Benefit  Programs  group,  other 

than  in  the  Benefit  and  Overpayment  System,  control  approximately  $235  million 
of  administrative  costs  and  other  accounting  data.  Our  review  of  these  systems 
indicated  that  they  are  generally  functioning  adequately.  We  did,  however,  note 
that  control  procedures  are  not  adequate  to  ensure  that  the  overpayments 
identified  by  the  Commission  are  properly  recorded  or  controlled  after  their 
identification.  As  a  result,  the  possibility  exists  that  overpayments  could  be 
identified  by  the  Benefit  and  Overpayment  System  and  then  lost  due  to 
deficiencies  in  the  accounting  system. 


14.150  The  Commission  is  aware  of  this  problem  and  has  recently  begun  to 

implement    revisions   to    the    existing    system.         The    Office    will    review    the 
effectiveness  of  these  revisions  once  they  have  been  implemented. 


Labour  Market  Policy  and  Immigration  and  Demographic  Policy  Groups 


Background 

1*.151  A    systems-based    audit    approach    was    employed    to    examine    the 

accounts  of  the  Labour  Market  Policy  and  the  Immigration  and  Demographic 
Policy  groups  of  the  Commission.  This  examination  included  a  review  of  the 
financial  control  systems  and  a  testing  of  transactions  in  all  major  programs  and 
activities  in  all  regions.   The  major  areas  subjected  to  review  were: 
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1977-78 
(in  millions) 

Purchase  of  training  and  training  improvement  $  305 
Canada  Manpower  Training  Program  allowances  and 

trainee  travel  191 

Canada  Works  237 

Young  Canada  Works  26 

14.152  The  audit  procedures  performed  were  not  designed  to  detect  all 
systems  deficiencies  and  errors  but  rather  to  assess  the  adequacy  of  the  systems 
in  place  and  to  satisfy  ourselves  that  no  material  deficiencies  or  errors  had 
occurred,  which  would  affect  the  Auditor  General's  opinion  on  the  Financial 
Statements  of  Canada.  The  audit  procedures  were  also  designed  to  determine 
whether  moneys  due  to  Canada  were  received,  fully  accounted  for,  and  expended 
for  the  purposes  for  which  they  were  appropriated  by  Parliament,  and  whether 
expenditures  had  been  made  as  authorized. 

14.153  In  1977,  this  Office  conducted  a  special  study  on  Grants  and 
Contributions  in  the  former  Department  of  Manpower  and  Immigration.  This 
comprehensive  study  made  numerous  observations.  Any  findings  from  the  current 
year's  review  which  were  previously  reported  as  a  result  of  the  1976-77  Grants  and 
Contributions  study  are  not  repeated  here.  A  follow  up  of  this  study  will  be 
performed  in  the  coming  year. 

14.154  Our  major  findings  arising  out  of  our  current  study  are  set  out  in  the 
paragraphs  that  follow. 

Purchase  of  Training 

14.155  Payments  to  provinces.  For  the  1977-78  fiscal  year,  payments  to  the 
provinces  for  training  purchases  were  budgeted  at  approximately  $300  million. 
This  amount  represents  almost  2k%  of  all  expenditures  for  the  Labour  Market 
Policy  and  the  Immigration  and  Demographic  Policy  groups  which  were  budgeted 
at  approximately  $1,300  million. 

14.156  The  Commission  makes  interim  payments  to  the  provinces  for  courses 
it  purchases.  We  noted  that  in  certain  provinces  interim  payments  were  neither  in 
line  with  nor  dealt  with  in  federal-provincial  agreements.  In  one  province  monthly 
payments  for  purchased  courses  are  based  on  1/12  of  the  total  estimated  cost  for 
the  year.  The  federal -provincial  agreement  specifies  that  interim  payments  will 
be  based  on  an  amount  consistent  with  the  volume  of  training  for  the  month.  In 
another  province  the  same  practice  is  employed;  however,  in  this  case,  no 
provision  exists  in  the  agreement  which  specifies  the  basis  for  interim  payments. 
By  not  specifying  the  basis  for  interim  payments  in  the  federal-provincial 
agreements  the  Commission  in  effect  relegates  the  decision  to  the  Regions.    This 
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may  lead  to  dissimilar  payment  practices  across  the  country.   It  may  also  give  rise 
to  the  problems  outlined  in  the  next  paragraph. 

14.157  There  is  no  assurance  that  payments  made  are  in  line  with  services 

received.  Given  the  magnitude  of  the  amounts  involved,  the  timing  of  payments 
will  significantly  affect  both  the  Commission's  cash  management  and  the  related 
interest  costs  to  the  Federal  Government.  Also,  control  is  diminished  by  these 
procedures  since  the  monthly  payments  become  routine  instead  of  having  to  be 
supported  by  evidence  of  the  training  provided. 


14.158  Federal- provincial  agreements  should  clearly  specify  the  basis  for 
interim  payments  and  this  basis  should  be  observed  by  all  Regions  in  making  such 
payments. 


14.159  Training  courses  rates.   On  a  yearly  basis,  the  Federal  Government  and 

the  provinces  negotiate  the  amount  of  training  and  the  applicable  costs.  The  cost 
is  funded  by  the  Federal  Government.  As  outlined  in  paragraph  14.36,  we  noted 
deficiencies  in  the  negotiation  process. 


14.160  Cost  certification.  Education  is  a  provincial  matter.  Accordingly  the 
provinces  supply  the  training  courses  which  are  funded  by  the  Federal  Govern- 
ment. The  provinces  supply  the  Commission  with  an  annual  statement  of  costs  for 
courses  purchased.  The  Commission  does  not  subject  these  costs  to  an  audit  but 
provision  is  made  in  the  federal-provincial  agreement  for  their  certification  by 
the  province.  This  is  the  only  assurance  the  Commission  has  as  to  the  fairness  of 
the  reported  provincial  costs. 


14.161  We  noted  significant  delays  in  receiving  this  certification.   At  the  time 

of  our  review,  certain  regions  had  not  yet  received  cost  certification  from  the 
provinces  for  costs  related  to  the  1975-76  fiscal  year.  This  situation  makes  it 
difficult  for  the  Commission  to  discharge  its  responsibilities  satisfactorily.  It 
should  also  be  noted  that  the  certifications  which  are  received  are  not  necessarily 
from  an  independent  third  party,  e.g.,  the  provincial  Auditor  General.  The 
Commission  has  recognized  this  problem  and  is  negotiating  with  the  provinces  to 
rectify  the  situation. 


14.162  The  federal-provincial  agreements  should  continue  to  make  provision 
for  the  timely  certification  of  costs.  The  Commission  should  pursue  with  the 
provinces  the  possibility  of  amending  the  federal-provincial  agreements  so  as  to 
provide  for  alternate  procedures  should  the  certifications  not  be  forthcoming. 
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Training  Improvement  Program 

14.163  This  Program   is   intended  to  promote  improvements  to  the  Canada 

Manpower  Training  Program.  For  the  year  ended  March  31,  1978,  budgeted 
expenditures  amounted  to  approximately  $4  million.  To  achieve  the  program 
objective,  the  Commission  funds  individual  studies.  These  studies  are  supposed  to 
culminate  in  a  report  from  which  program  improvements  may  be  initiated. 


14.164  We  found  no  evidence  indicating  that  all  project  reports  received  by 

the  Regions  had  been  reviewed.  We  also  found  no  evidence  indicating  that  all 
recommendations  outlined  by  the  various  studies  had  been  followed  up.  The 
Commission  is  not  ensuring  that  the  funds  it  expends  on  these  individual  project 
studies  are  effectively  used. 


14.165  A  standard  procedure  for  reviewing  all  Training  Improvement  reports 
should  be  established  and  a  follow-up  program  devised,  where  appropriate,  to 
ensure  that  the  maximum  benefit  is  derived  from  the  reports. 


Canada  Works  Program 

14.166  This  job  creation  program  funds  approximately  6,000  projects  and  had 

a  budget  of  approximately  $245  million  for  the  1977-78  fiscal  year.  One  of  the 
criteria  for  project  funding  by  the  Commission  is  that  the  project  activities  be  in 
addition  to  the  normal  activities  of  the  project  sponsor. 


14.167  We  noted  that  some  municipalities  acted  as  sponsors  for  several 
projects.   A  few  of  the  project  descriptions  were  as  follows: 

inventory  taking  in  a  vocational  school; 

cemetery  upkeep; 

demolition  of  municipal  buildings;  and 

painting  municipal  buildings. 

14.168  Although  we  have  not  reviewed  these  projects  in  detail,  it  would 
appear  that  certain  of  them  might  be  considered  normal  for  a  municipality  and  not 
the  types  contemplated  by  the  program  objectives. 


14.169  The  Commission  should  review  the  way  in  which  Canada  Works 
program  funds  are  being  used,  develop  clearer  guidelines  and  ensure  that  program 
criteria  are  observed. 
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Other  Operating  Expenditures 

14.170  Advertising  contracts  -  National  Headquarters.  During  our  review,  we 
noted  that  for  the  past  several  years  the  Commission  has  requested  and  received 
approval  from  the  Treasury  Board,  for  authority  to  enter  into  advertising  services 
contracts  without  inviting  tenders.  Such  contracts  amounted  to  $1.2  million  in 
1977  and  $3.2  million  for  the  first  five  months  of  1978.  Approximately  80%  of 
these  contracts  were  directed  to  the  same  advertising  agency. 

14.171  Section  8  of  the  Government  Contracts  Regulations  specifies  that 
"the  contracting  authority  shall  invite  tenders"  but  provides  for  four  exceptions. 
In  our  opinion,  the  explanations  given  to  support  the  requests  not  to  invite  tenders 
have  not  met  the  criteria  for  specified  exceptions. 


14.172  Although  the  Treasury  Board  approved  these  submissions,  we  believe 
that  the  Commission  should  follow  the  Government  Contracts  Regulations  and 
invite  competitive  tenders  for  advertising  contracts. 


Improperly  Drafted  Agreements 

14.173  Labour  Market  Policy  group  programs  provide  for  the  payment  of 
contributions  which  may  result  in  overpayments  by  the  Commission.  Our  review 
disclosed  that  during  1977-78,  the  Commission  erased  from  its  accounts  over- 
payments of  $838,000  which  had  been  accumulated  from  1971  to  1975  inclusive. 

14.174  Agreements  under  one  of  these  programs  contained  a  litigious  clause 
which  was  corrected  in  1975.  In  1976  a  legal  opinion  was  requested  by  the 
Commission  and  in  December  1977,  the  Department  of  Justice  concluded  that 
since  the  agreements: 

"...  contained  settlement  provisions  on  termination  of  the  agreement 
that  deemed  all  monies  received  to  have  been  made  in  full  and 
complete  settlement  of  the  agreement,  there  could  not  be  a  debt 
created  at  that  point." 


14.175  The  lack  of  an  adequate  and  proper  contract  clause  resulted  in  losses 

to  the  Crown. 


14.176         Standard   agreements  for  all   contribution  programs  should  contain 
clauses  to  ensure  that  collection  of  overpayments  can  be  pursued. 
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Summary  of  Recommendations  and  Commission's  Comments 


Recom  mendations 


Commission's  Comments 


Studies  of  Procedures  in  Cost  Effectiveness 

Canada  Manpower  Training 
Program 

14.35  The  Commission  should  con- 
tinue its  efforts  to  rationalize 
the  allocation  of  funds  to  pro- 
vinces and  should  explore  means 
of  redressing  more  rapidly  the 
regional  imbalance  between 
training  purchases  and  training 
needs,  in  line  with  the  stated 
goals  of  the  program. 

14.37  The  Commission  should  streng- 
then its  negotiation  of  course 
prices  and  provincial  overhead. 
To  facilitate  this,  action  should 
be  taken  to  ensure  better  pric- 
ing information.  Financial  ex- 
pertise should  be  strengthened 
where  necessary  to  offer  a 
better  negotiating  capability. 

14.43  The  Commission  should  make 
every  effort  to  improve  the 
technical  quality  of  its  evalua- 
tions, adding  lines  of  investiga- 
tion that  could  assist  in  explain- 
ing the  measured  impact  of 
training,  and  in  providing  better 
interpretations  and  qualifica- 
tions of  reported  results.  The 
Commission  should  also  initiate 
evaluations  of  the  impact  of 
training  allowances,  the  candi- 
date selection  process  and  the 
course  purchasing  procedures. 


Agreed.  The  Commission  will  continue 
to  rationalize  the  allocation  of  funds 
as  rapidly  as  possible  consistent  with 
the  availability  of  funds  and  govern- 
ment policies. 


Agreed.  To  improve  the  regions'  per- 
ception of  their  roles  a  three  level 
plan  of  action  is  being  implemented. 
As  part  of  this  plan  regional  officers, 
both  program  and  financial  will  be 
counselled  in  negotiating  techniques  as 
appropriate  to  CMTP  by  an  NHQ  team 
composed  of  both  financial  and  train- 
ing branch  officers. 

Agreed.  The  Commission  is  in  the 
process  of  undertaking  a  survey  for  the 
Canada  Manpower  Industrial  Training 
Program. 
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Recommendations 


Commission's  Comments 


Local  Initiatives  Program 

\k.k7  Before  undertaking  an  effec- 
tiveness evaluation,  the  Com- 
mission should  explore  the  ex- 
tent to  which  program  goals  can 
be  expressed  in  measurable 
terms.  The  Commission  should 
then  determine  the  reasonable- 
ness of  attempting  to  measure 
the  effectiveness  of  the  pro- 
gram. 

1*.50  The  Commission  should  ensure 
that  appropriate  terms  of  refer- 
ence are  developed  for  evalua- 
tion studies.  In  addition,  it 
should  improve  the  planning  and 
conduct  of  the  studies  by  satis- 
fying itself  as  to  the  adequacy 
of  the  research  design  and  by 
monitoring  more  closely  the 
technical  aspects  of  the  studies. 


Agreed.  The  Commission  now  makes  a 
sharp  distinction  between  exploratory 
studies  and  those  seeking  direct  mea- 
sures of  program  effectiveness. 


Agreed. 


1^.52  The  Commission  should  criti- 
cally examine  evaluation  re- 
ports to  identify  the  strengths, 
weaknesses  and  limitations  of 
their  methodology  and  data. 
The  examination  would  confirm 
or  qualify  the  conclusions  of  the 
evaluation  reports  and  form  an 
integral  part  of  them. 

ik»5k  The  Commission  should  develop 
information  to  ensure  that  in 
determining  the  most  effective 
allocation  of  departmental  re- 
sources it  gives  due  regard  to 
the  impact  of  changes  in  pro- 
ject funding,  levels  of  service, 
and  size  and  types  of  projects. 


Agreed.  All  future  major  evaluation 
reports  will  include,  as  an  integral 
part,  a  section  dealing  with  the 
strengths,  weaknesses  and  limitations 
of  their  methodology  and  data. 


Agreed.  A  study  has  begun  to  develop 
a  resource  forecasting  model  for  the 
major  job  creation  programs.  Admin- 
istrative resources  demands  and 
allocations  will  be  based  on  such  find- 
ings. 
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Recommendations 


Commission's  Comments 


Departmental  Performance 
Measurement  Systems 

1^.65  One  common  approach  to  devel- 
oping standards,  based  on  work 
measurement  principles,  should 
be  used  throughout  the  Benefit 
Programs  group,  co-ordinated 
by  National  Headquarters. 


1^.69  The  Commission  should  ensure 
that  measured  work  standards 
used  by  Central  Index  are  up- 
dated when  changes  in  operat- 
ing procedures  occur. 


H.73  The  Commission  should  under- 
take a  study  of  the  Labour 
Market  Policy  group  to: 

-  seek  and,  if  feasible,  de- 
velop standards,  based  on 
work  measurement  princi- 
ples, that  can  be  used  for 
efficiency  improvement  at 
the  local  office  level; 

-  reduce  and  simplify  the 
number  of  output  volumes 
reported;  and 

improve  data  reliability. 

1^.78  The  Commission  should  review 
the  Immigration  and  Demo- 
graphic Policy  group's  perform- 
ance measurement  system  to 
determine: 


Because  of  the  high  potential  for 
change  in  local  office  configuration 
during  integration  and  the  attendant 
effect  on  claims  handling  procedures 
this  measurement  of  activity  has  been 
given  less  emphasis  than  quality  of 
decision-making  and  "level  of  service" 
indicators.  Once  reasonable  office 
configuration  stability  has  been 
achieved,  emphasis  will  again  be 
placed  on  developing  a  common  ap- 
proach to  efficiency  measurement. 

In  view  of  the  impending  relocation  to 
Bathurst  with  its  relevant  impact  on 
procedures,  physical  relocation,  etc.,  a 
decision  was  made  not  to  re-study  the 
work  in  Central  Index.  Once  stability 
has  been  attained  at  Bathurst,  the 
standards  will  be  updated. 

The  Commission  is  presently  studying 
the  feasibility  of  developing  work 
measurement  standards  in  this  area 
but  it  must  be  pointed  out  that  these 
functions  are  less  susceptible  to  work 
measurement  than  those  in  Immigra- 
tion or  Benefit  Programs. 


Agreed.  The  Commission's  intention  is 
to  improve  the  present  design  in  line 
with  a  number  of  the  recommendations 
made  and  our  own  further  development 
plans. 
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Recommendations 


Commission's  Comments 


the  activities  for  which 
standards,  validated  by  work 
measurement  techniques, 
are  feasible; 

-  the  extent  to  which  a  more 
uniform  set  of  standards  can 
be  developed  for  use  in  all 
Regions;  and 

the  extent  to  which  the  sys- 
tem can  be  made  to  indicate 
actual  levels  of  efficiency  in 
order  to  determine  potential 
for  efficiency  improvement. 

14.79  The  Immigration  and  Demo- 
graphic Policy  group's  perform- 
ance measurement  system 
should  differentiate  between 
minimum  manning  locations  and 
those  where  staffing  levels  can 
be  directly  related  to  workload. 
Time  used  should  be  reported 
against  meaningful  activities 
which  correspond  to  major  out- 
put volumes.  High  priority 
should  be  given  to  the  develop- 
ment of  meaningful  unit  costs 
as  overall  indicators  of  per- 
formance to  be  combined  with 
the  use  of  measured  work  stan- 
dards, where  applicable. 


The  same  standards  are  now  used  for 
all  ten  regions. 


Agreed.  Work  is  continuing  on  the 
development  of  unit  costs  as  overall 
indicators  of  performance  measure- 
ment. 


Internal  Audit 


14.89  The  internal  audit  function 
should  have  a  mandate  which 
sets  out  in  a  clear  and  concise 
manner,  the  purpose,  authority 
and  responsibility  of  the  audit 
function.  This  mandate  should 
be  approved  by  the  Chairman/ 
Vice-Chairman  and  be  widely 
distributed  to  demonstrate  vis- 
ible support  of  the  audit  func- 
tion by  the  senior  executives  in 
the  Commission. 


Agreed.  The  mandate  for  the  internal 
audit  function  was  approved  by  the 
Chairman  on  July  27,  1978  and  distri- 
buted throughout  the  Commission  in 
August. 
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Recommendations 


Commission's  Comments 


14.90  The  Director  of  Internal  Audit 
should  report  directly  to  the 
Chairman  /Vice-Chairman. 

14.91  An  Audit  Committee  should  be 
established  to  co-ordinate  all 
the  audit  and  evaluation  activi- 
ties, provide  guidance  to  the 
audit  group  and  determine  that 
appropriate  action  is  taken  on 
audit  findings. 

14.95  The  Commission  should  insti- 
tute a  formal  planning  process 
to  ensure  the  proper  selection 
of  areas  to  be  audited. 

14.%  The  contribution  program  audit 
process  should  be  re-examined 
with  the  objective  of  clearly 
distinguishing  between  auditing 
and  those  financial  control 
functions  that  should  be  the 
responsibility  of  program  per- 
sonnel. 

14.97  The  Commission  should  initiate 
guidelines  on  the  types  of  audits 
to  be  performed,  with  a  view  to 
placing  more  emphasis  on  func- 
tional and  integrated  audits. 

14.103  A  level  of  materiality  should  be 
determined  for  each  audit 
assignment  and  the  work  per- 
formed should  be  related  to  this 
level. 


Agreed.   It  is  so  stated  in  the  mandate. 


Agreed.  The  Audit  Committee  is  now 
established.  Its  responsibilities  include 
reviewing,  evaluating  and  making  rec- 
ommendations on  policy,  plans,  reports 
and  assessing  the  extent  to  which  audit 
findings  were  considered  and  effective 
action  taken. 

Agreed.  Further  development  and 
refinement  of  the  existing  procedures 
for  1979-80  are  contemplated  to  meet 
requirements. 

Agreed.  A  re-examination  of  the 
contribution  audit  process  will  be 
carried  out  to  ascertain  respective 
responsibilities. 


Agreed.  New  guidelines  will  be  issued 
in  the  next  few  months  as  part  of  a 
total  review  underway  to  examine  the 
relationship  between  audits  and  oper- 
ational reviews/effectiveness  reviews. 

Agreed.  Greater  emphasis  on  the 
application  of  the  concept  of 
materiality  will  be  applied  in  selecting 
audit  projects  and  assigning  resources 
to  them. 


14.104  Summary  reports  should  be  pre- 
pared as  required  to  consolidate 
the  findings  of  audits  and  to 
advise  management  of  serious 
problems  to  which  attention 
should  be  devoted.  These  sum- 
maries should  analyse  and  eval- 
uate the  data  which  have  been 
collected  and  they  should  high- 
light and  emphasize  the  most 
significant  matters. 


Agreed.  The  Internal  Audit  Bureau 
will  continue  to  improve  and  expand 
the  process  for  producing  summary 
reports  and  to  draw  attention  of 
management  to  serious  problems. 
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Recommendations 


Commission's  Comments 


1&.105A  follow-up  policy  should  be 
established  for  every  audit  re- 
port to  ensure  that  appropriate 
action  has  been  taken.  This 
should  include  both  contribution 
program  audit  reports  and  sum- 
mary audit  reports. 

Benefit  Programs  Group 

Examination  of  the  Benefit  and 
Overpayment  System 

1^.132  Based  on  the  results  of  our 
examination  we  concluded  that: 


Agreed.      A  revised  follow-up  proce- 
dure will  be  implemented. 


to  properly  evaluate  the 
progress  and  effectiveness 
of  any  changes  to  the  sys- 
tem of  internal  control,  the 
Commission  should  perform 
similar  tests  in  future  years; 


Agreed.  Planning  is  now  complete  for 
a  similar  test  of  the  Benefit  Pay 
System  of  internal  control  in  1979. 
This  test  will  be  based  on  1978  claims 
and  will  be  carried  out  so  as  to  provide 
comparability  to  the  Auditor  General's 
tests  on  1976  and  1977  claims. 


These  tests  will  be  repeated  period- 
ically in  order  to  assess  progress  in 
internal  control  effectiveness. 


changes  to  laid-down  proce- 
dures should  be  reviewed  at 
a  regional  level  to  reduce 
inconsistencies  in  the  inter- 
pretation of  policy;  and 


Agreed.  The  internal  audit  plan  for 
1978-79  includes  an  audit  to  determine 
whether  CEIC  policies,  procedures, 
directives  and  other  work  instruments 
related  to  claims  adjudication  and  in- 
vestigation and  control  are  adequate, 
take  into  account  legislative  require- 
ments, and  are  being  applied  in  Com- 
mission regional  and  field  offices. 
Early  results  of  this  audit  have  indi- 
cated the  need  for  a  complete  re-write 
of  investigation  and  control  proce- 
dures. This  will  be  completed  late  in 
1978. 
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Recom  mendations 


Commission's  Comments 


efforts  should  be  made  to 
reduce  the  incidence  of 
clerical  errors  made  by 
employers  in  the  preparation 
of  the  Record  of  Employ- 
ment forms. 


Agreed.  A  quality  control/quality  as- 
surance program  specifically  to  reduce 
ROE  employer  errors  is  now  being 
developed.  This  program  will  be  im- 
plemented in  1979.  Also,  revisions  to 
the  ROE  and  instructional  material  for 
employers  will  be  implemented  in 
1979. 


Development  of  On-line  Benefit  Pay 
System 

14.148  A  review  of  the  adequacy  of  the 
financial  controls  being  incor- 
porated into  the  new  on-line 
system  should  be  performed  by 
the  Commission  before  its  fur- 
ther implementation  in  other 
regions  or  district  offices. 


Agreed.  Such  a  review  has  already 
been  started.  The  On-line  Benefit  Pay 
System  will  not  be  extended  before  the 
findings  of  that  review  are  evaluated. 


Labour  Market  Policy  and  Immigration 
and  Demographic  Policy  Groups 

Purchase  of  Training 

14.158  Federal-provincial  agreements 
should  clearly  specify  the  basis 
for  interim  payments  and  this 
basis  should  be  observed  by  all 
Regions  in  making  such  pay- 
ments. 


Agreed. 


14.162  The  federal-provincial  agree- 
ments should  continue  to  make 
provision  for  the  timely  certifi- 
cation of  costs.  The  Commis- 
sion should  pursue  with  the  pro- 
vinces the  possibility  of  amend- 
ing the  federal-provincial 
agreements  so  as  to  provide  for 
alternate  procedures  should  the 
certifications  not  be  forthcom- 
ing. 


Agreed.  The  Commission  agrees  with 
the  recommendation  that  the  agree- 
ments should  continue  to  make  pro- 
vision for  timely  certification  of  costs  and 
has  included  such  a  requirement  in  the 
agreements  just  negotiated.  The 
Commission  however  considers  it 
unnecessary  to  amend  the  agreements 
to  provide  for  alternate  procedures  in 
the  event  that  certifications  are  not 
forthcoming  and  will  deal  with  indi- 
vidual circumstances  if  and  when  they 
arise  through  other  means. 
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Recommendations 


Commission's  Comments 


Training  Improvement  Program 

14.165  A  standard  procedure  for  re- 
viewing all  Training  Improve- 
ment reports  should  be  estab- 
lished and  a  follow-up  program 
devised,  where  appropriate,  to 
ensure  that  the  maximum  bene- 
fit is  derived  from  the  reports. 


This     program     has     been     cancelled 
effective  in  1979-80. 


Canada  Works  Program 

14.169  The  Commission  should  review 
the  way  in  which  Canada  Works 
program  funds  are  being  used, 
develop  clearer  guidelines  and 
ensure  that  program  criteria 
are  observed. 


The  situation  is  constantly  under  re- 
view and  guidelines  are  re-written 
each  program  year  to  ensure  clarity 
and  firmness. 


Other  Operating  Expenditures 

14.172  Although  the  Treasury  Board 
approved  these  submissions,  we 
believe  that  the  Commission 
should  follow  the  Government 
Contracts  Regulations  and  in- 
vite competitive  tenders  for 
advertising  contracts. 


The  Commission  will  abide  by  Treasury 
Board  requirements. 


Improperly  Drafted  Agreements 

14.176  Standard  agreements  for  all 
contribution  programs  should 
contain  clauses  to  ensure  that 
collection  of  overpayments  can 
be  pursued. 


Agreed.  Arrangements  are  now  being 
carried  out  to  formalize  the  practice 
recommended  for  all  contribution  pro- 
grams. 
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15 
DEPARTMENT  OF  COMMUNICATIONS 

SUMMARY  OF  FINDINGS,  OBSERVATIONS  AND  RECOMMENDATIONS 

Introduction 


Departmental  Overview 

15.1  The  Department  of  Communications  was  established    in    1969    by  the 

Department  of  Communications  Act,  R.S.,  c.  C-24. 


15.2  The  Department's  objective  is  to  foster  the  orderly  development  and 
operation  of  communications  for  Canada  in  the  domestic  and  international 
spheres.  Its  responsibilities  within  Canada  consist  of  the  extension  of  existing 
telecommunications  systems  and  services;  the  development  and  introduction  of 
new  communications  systems,  facilities  and  resources;  the  management  of  the 
radio  frequency  spectrum  to  permit  the  development  and  growth  of  radio 
communications;  and  the  development  of  telecommunications  services  for  the 
Government  of  Canada. 

15.3  Internationally,  the  Department's  responsibilities  involve  protecting 
and  supporting  Canadian  interests  in  international  telecommunications  systems, 
services  and  undertakings. 

15.4  The  Department  is  organized  into  four  main  sectors,  Policy,  Space 
Program,  Research,  and  Services,  each  headed  by  an  Assistant  Deputy  Minister. 
Its  field  operations  are  carried  out  through  five  regional  and  kk  district  offices. 
Exhibit  15.1  illustrates  the  departmental  structure  including  the  functions  for 
which  each  Assistant  Deputy  Minister  is  responsible. 

15.5  The  Department  operates  within  a  highly  technical  and  evolving  field. 
It  includes  the  Government  Telecommunications  Agency  Revolving  Fund,  which  is 
responsible  for  planning,  establishing  and  managing  telecommunication  facilities 
and  services  to  meet  the  needs  of  federal  departments  and  agencies  in  the  most 
cost-effective  manner. 
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Exhibit  15.1 


DEPARTMENT  OF  COMMUNICATIONS 

ORGANIZATION  CHART 
APRIL  1978 


MINISTER 

OF 

COMMUNICATIONS 


DEPUTY  MINISTER 

OF 
COMMUNICATIONS 


SPECIAL 
POLICY  ADVISOR 


Senior  Assistant 

Deputy  Minister 

POLICY 


Assistant 

Deputy  Minister 

SPACE  PROGRAM 


Assistant 

Deputy  Minister 

RESEARCH 


Assistant 

Deputy  Minister 

SERVICES 


•  International  and  national 

telecommunications 

•  Social  policy  and  programs 

•  Federal-Provincial  relations 

•  Space  programs 

•  Space  technology 

•  Interdepartmental  committee 

on  space 

•  Radio  and  radar  research 

•  Research  policy  and  planning 

•  Technology  and  systems 

research  and  development 

•  Telecommunication 

regulatory  service 

•  Personnel  and  administration 

•  Financial  services  and 

program  review 

•  Program  evaluation  group 


EXECUTIVE 
ASSISTANT 


•  Telecommunications 

economics 

•  Legal  services 


Government  Telecommunications 
Agency  (revolving  fund) 

Security  and  communications 
support  services 

Information  services 
Regional  offices  (Note) 


Note:     Regional  offices  report  to  the  Senior  Assistant  Deputy 
Minister  for  policy  matters  and  to  the  Assistant  Deputy 
Minister  (Services)  for  operations. 
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15.6  At  March  31,  1978,  the  Minister  held  voting  rights  of  49.99%  of  the 
issued  and  outstanding  shares  of  Telesat  Canada,  which  are  reflected  in  the 
financial  statements  of  Canada  at  their  cost  of  $30  million.  In  addition,  Teleglobe 
Canada  was  indebted  to  the  Department  for  $23.6  million  for  advances  made  for 
capital  expenditures. 

15.7  In  fiscal  year  1977-78,  the  Department's  budgeted  gross  expenditures 
were  $86.7  million  and  its  authorized  man-years  were  approximately  1,900.  The 
following  is  a  summary  of  the  Department's  financial  operations  for  the  1977-78 
fiscal  year. 


Summary  of  Financial  Operations 

(in  millions  of  dollars) 

Department: 

Operations  $    69.1 

Capital  6.7 

Grants,  contributions  and 
other  transfer  payments  2.6 

Total  gross  expenditures  78.4 

Less:   Receipts  and  revenues 

(including  those  credited  to  the  Vote)  15.7 

$    62.7 

Government  Telecommunications  Agency 
Revolving  Fund: 

Operations  $    36.0 

Engineering  support  3.0 

Administration  1.3 


$    i+Q.3 


Summary  of  Audit  Office  Activities 


15.8  As  described  in  the  main  body  of  our  Report,  the  Office  of  the 

Auditor  General  has  developed  a  comprehensive  audit  approach  which  provides  for 
an  examination  of  all  major  programs  and  responsibility  centres  within  the 
Department  on  a  cyclical   basis. 


319 


Department  of  Communications 


15.9  The  current  year's  examination  included  the  following: 

a  review  of  the  organization  and  role  of  the  financial  function 
within  the  Department; 

Studies  of  Procedures  in  Cost  Effectiveness  (SPICE)  related  to 
the: 

Radio  Frequency  Spectrum  Program 

Government  Telecommunications  Agency 

a  review  of  the  internal  audit  function; 

a  study  of  contracting;  and 


'j 


a  review  of  the  financial  control  systems  and  tests  of  transac- 
tions in  most  of  the  major  areas  of  the  Department  and  of  the 
Government  Telecommunications  Agency. 


15.10  Following  completion  of  each  segment  of  the  examination,  a  report 

outlining  our  findings  and  recommendations  was  issued  to  the  Department.  This 
Chapter  includes  a  summary  of  the  most  significant  of  these  findings,  but  does  not 
include  all  items  reported  on  in  the  individual  reports. 


15.11  In    general,    we    found    that    the    Department    has    demonstrated    an 

awareness  of  the  importance  and  need  for  strong  financial  management  and 
control,  as  evidenced  by  the  proposed  plan  of  organization  for  the  financial 
function,  discussed  in  the  next  section  of  this  Chapter,  and  the  fact  that  the 
Department  has  implemented  practically  all  the  recommendations  made  in 
previous  years'  Reports. 


15.12  Although  we   did  not  find  major  weaknesses  or  deficiencies  in  this 

year's  examination  of  the  financial  operations,  we  believe  there  is  room  for 
considerable  improvement  in  certain  aspects  of  the  Department's  operations.  The 
most  important  of  these  are  discussed  in  the  remainder  of  this  Chapter. 


15.13  We    wish    to    express    our    appreciation    for    the    co-operation    and 

assistance  extended  to  us  by  the  Department's  personnel  during  our  examination. 
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Organization  and  Role  of  the  Financial  Function 


Background 

15.1^  Because  of  its  importance  in  providing  a  proper  framework  for  an 

effective  financial  management  and  control  system,  the  Audit  Office  has  been 
devoting  considerable  attention  to  assessing  the  soundness  of  a  department's 
financial  organizational  structure.  Accordingly,  our  examination  included  an 
assessment  of  the  organization  of  the  financial  function  proposed  within  the 
Department  in  the  1977-78  fiscal  year.  The  chart  illustrated  in  Exhibit  15.2 
summarizes  the  proposed  plan  of  organization. 


15.15  We  understand  that  the  proposed  plan  has  been  approved  in  principle  at 

the  Assistant  Deputy  Minister  level,  but  that  the  Deputy  Minister  has  requested 
that  it  be  evaluated  by  a  third  party.  Since  the  proposed  organizational 
arrangements  have  yet  to  be  approved  and  implemented,  an  evaluation  of  their 
effectiveness  at  this  time  would  be  premature  and  inappropriate.  Consequently, 
our  efforts  were  concentrated  on  determining  the  extent  to  which  the  plan  meets 
the  criteria  that  are  normally  used  in  this  type  of  assessment. 


15.16  Among  the  more  important  of  these  criteria  are  the  following: 

the  degree  of  involvement  of  senior  financial  personnel  in  the 
departmental  decision-making  process; 

the  appropriateness  of  the  role  senior  financial  personnel  play  in 
advising  and  assisting  senior  program  personnel  on  all  aspects  of 
the  financial  management  and  control  function,  including  the 
preparation  of  Program  Forecasts  and  Estimates; 

the  extent  to  which  senior  program  personnel  understand  their 
financial  management  responsibilities  and  the  adequacy  of  the 
methods  that  exist  for  familiarizing  new  personnel  with  their 
responsibilities  in  this  regard; 

the  acceptance  by  both  senior  financial  and  program  personnel  of 
the  senior  financial  officer's  mandate  for  ensuring  that  adequate 
financial  controls  exist  within  all  financial  systems,  including 
those  that  are  not  his  direct  responsibility; 

the  adequacy  of  staffing  arrangements  as  they  relate  to  financial 
positions,  including  the  selection,  training  and  evaluation  of 
financial  personnel;  and 

the  adequacy  of  the  functional  guidance  given  by  senior  financial 
officers  to  financial  personnel  outside  their  respective  jurisdic- 
tions and  the  mechanisms  that  exist  for  this  purpose. 
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Exhibit  15.2 


DEPARTMENT  OF  COMMUNICATIONS 

FINANCE  BRANCH 

PROPOSED  ORGANIZATION  CHART 

APRIL  1978 
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Scope  of  Review 

15.17  Our  study  consisted  of  reviewing  the  organizational  arrangements  in 

the  draft  memorandum  on  "Organizational  Structure  of  Financial  Management", 
the  draft  brochure  entitled  "Organization  Manual  -  Finance  Branch"  dated 
February  1978  and  the  job  descriptions  of  certain  key  financial  positions.  We  also 
interviewed  a  number  of  people  at  Headquarters  and  in  one  regional  office. 


General  Assessment 

15.18  In  general,  the  proposed  plan  indicates  the  Department  recognizes  the 

importance  of  financial  management  and  control  and  the  way  in  which  the 
financial  function  should  be  organized  and  carried  out.  It  is  our  opinion  however, 
that  two  basic  areas  within  the  proposed  organizational  arrangements  require 
further  attention.   These  are  outlined  below. 


Observations  and  Recommendations 

15.19  Responsibilities  for  financial  management  and  control.    The    Assistant 

Deputy  Minister  (Services)  (ADM(S))  has  been  designated  as  the  senior  financial 
officer.  The  financial  function  is  one  of  seven  for  which  the  Assistant  Deputy 
Minister  (Services)  is  responsible,  in  addition  to  the  Department's  field  operations. 
Because  of  the  extensive  and  diverse  nature  of  these  responsibilities,  the  danger 
exists  that  adequate  time  and  attention  may  not  be  devoted  to  finance  despite  the 
designation  of  the  Director  General,  Finance  as  the  senior  full-time  financial 
officer.  Moreover,  the  combination  of  finance  with  other  non-financial 
responsibilities  may  lead  managers  of  the  organization  to  perceive  the  role  of 
finance  as  one  of  service  only,  and  they  may  not  give  adequate  attention  to 
communicated  concerns  over  control  weaknesses.  However,  the  senior  financial 
officer  should  continue  reporting  directly  to  the  deputy  head  and  be  a  member  of 
the  senior  management  committee.  The  Department  has  taken  action  in  this 
regard. 


15.20  The  financial  function  should  be  the  main  responsibility  and  concern  of 

the  Senior  Financial  Officer. 


15.21  Functional  responsibilities       The  description  of  the  Senior  Financial 

Officer's  role  indicates  that  the  Assistant  Deputy  Minister  (Services)  is  expected 
to  give  functional  direction  to  responsibility  centre  managers  on  all  financial 
matters,  including  organization  and  staffing  of  the  financial  function,  both  at 
Headquarters  and  in  the  regions.  Such  responsibilities  entail  the  direct 
involvement  of  the  individual  carrying  out  this  role  in  the  detailed  financial 
administration  of  the  Department.  Owing  to  the  present  workload  of  the  Senior 
Financial  Officer  (ADM(S)),  such  responsibilities  have  been  delegated  to  the 
Director  General,  Finance. 
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15.22  The    Department    recently    established    financial    officer    or    adviser 

positions  within  programs  and  regional  offices  but  only  some  have  been  staffed. 
Job  descriptions  do  not  clearly  define  the  functional  relationships  of  these 
positions  with  headquarters  financial  personnel.  Although  in  some  cases  these 
functional  relationships  have  been  developed  in  an  informal  manner,  there  is  a 
need  to  have  them  documented  and  communicated  throughout  the  Department. 


15.23  Functional  responsibilities  and  relationships  should  be  clearly  defined, 

documented  and  communicated  within  the  Department. 


15.24  The  implementation  of  the  above  recommendations  in  conjunction  with 

the  proposed  plan  of  organization  would  result  in  a  financial  organization  that  can 
function  effectively. 


Studies  of  Procedures  in  Cost  Effectiveness 


Introduction 

15.25  These  studies  are  two  of  a  series  from  the  Auditor  General's  Study  of 

Procedures  in  Cost  Effectiveness  (SPICE),  a  project  designed  to  explore  and 
develop  the  concept  of  value-for-money  audits.  The  sections  which  follow 
contain  the  principal  findings  and  recommendations  of  special  studies  of  the  Radio 
Frequency  Spectrum  Program  and  the  Government  Telecommunications  Agency. 


15.26  Throughout  the  audits  of  these  programs,  emphasis  was  placed  on  the 

systems  and  procedures  the  Department  used  to  achieve  economy,  efficiency  and 
effectiveness  in  its  operations.  The  focus  was  on  how  managers  controlled  the 
operation  of  the  programs  and  evaluated  their  effectiveness. 


Radio  Frequency  Spectrum  Program 


Background 


15.27  The  Radio  Frequency  Spectrum  Program  is  intended  to  improve  and 

extend  the  use  of  the  radio  frequency  spectrum  to  permit  the  development  and 
growth  of  radio  communication.  Plans  for  1977-78  called  for  1,056  man-years  and 
expenditures  of  approximately  $24  million. 
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Scope  of  Review 

15.28  Our  review  of  the  Program  consisted  of  examining  major  management 
functions  at  Headquarters  and  activities  involving  the  authorization  of  spectrum 
users  and  the  enforcement  of  regulations,  carried  out  at  kk  district  offices  across 
five  regions. 

General  Assessment 

15.29  Management  controls  were  ineffectual  in  providing  assurance  that  the 
Program  was  achieving  its  objectives  or  was  being  carried  out  in  an  economic  and 
efficient  manner. 


15.30  Regional  autonomy  had  been  carried  beyond  reasonable  bounds.  Some 
regions  had  paid  meagre  attention  to  important  concerns  communicated  by 
Headquarters  and  some  technical  systems  and  procedures  were  ignored.  Levels  of 
service  to  the  public  were  inconsistent  across  the  country  in  terms  of  quality  and 
timeliness  and  had  not  been  satisfactorily  cost-justified. 

15.31  Within  Headquarters,  the  development  of  radio  regulations  was 
inadequately  co-ordinated  and  controlled.  Procedures  had  not  been  established 
regarding  cost  recovery  for  services  provided  to  the  public.  A  major  computer- 
based  development  program,  estimated  to  cost  $10  million,  had  been  undertaken 
but  lacked  commensurate  management  controls.  The  presentation  of  performance 
measurement  data  in  the  Program  Forecasts  was  confusing  and  subject  to 
misinterpretation. 


15.32  A  number  of  the  shortcomings  reported  on  were  being  addressed  by 

management  before  our  audit.     During  the  audit,  senior  management  responded 
promptly  to  our  initial  findings. 


Observations  and  Recommendations 

15.33  Program  planning  system.   The   Department  has  been  developing  and 

improving  its  planning  system  during  the  last  few  years.  There  are  still,  however, 
a  number  of  major  opportunities  for  improvement. 

15.3^  We  examined  the  planning  systems  in  two  regions  and  found  there  were 

no  standard  definitions  and  production  times  for  Program  tasks.  For  instance,  the 
production  time  allowed  to  complete  similarly  described  inspections  differed 
between  these  regions  by  as  much  as  300%.  In  addition,  there  were  no  national 
guidelines  for  the  service  levels  provided  to  the  public  and,  as  a  result,  they 
differed  among  the  regions.  The  Department  had  recognized  both  of  these 
problem  areas  at  the  time  of  our  audit  and  corrective  action  was  being  initiated. 
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15.35  The  Department   has  not  considered  fully  the  costs  and  benefits  of 

alternative  methods  of  enforcement  to  those  now  being  followed  in  the  regions. 
For  example,  in  Canada  430  man-years  were  allocated  in  1976-77  for  regional 
enforcement  and  monitoring  activities.  In  the  United  States,  486  man-years  were 
allocated  for  similar  but  not  identical  Spectrum  management  field  operations.  An 
examination  of  United  States'  practices  might  alert  the  Department  to  oppor- 
tunities for  enhancing  the  economy  of  the  enforcement  function. 


15.36  The  Department  should  continue  to  develop  standard  definitions  and, 

where  appropriate,  production  times  for  Spectrum  tasks.  It  should  refine  the 
guidelines  for  service  levels  provided  to  the  public  and  evaluate  the  costs  and 
benefits  of  alternative  methods  of  enforcement. 


15.37  Performance  measurement  system.   The  Department  has  used  its  per- 

formance measurement  system  to  support  Program  Forecasts  since  the  1975-76 
Forecast. 


15.38  Our   examination  of  the  supporting  data  raised  questions  about  the 

validity  of  these  data.  For  example,  some  outputs  were  forecast  but  corresponding 
actuals  were  not  reported;  those  outputs  which  were  both  forecast  and  reported 
often  displayed  major  variances.  Because  the  Department  could  not  respond  fully 
to  our  questions  we  were  unable  to  satisfy  ourselves  about  the  validity  of  the 
performance  data  presented.  Since  the  time  of  the  audit,  the  Department  has 
been  taking  steps  to  correct  the  situation. 


15.39  The  Department  should  take  appropriate  steps  to  ensure  that  meaning- 

ful and  accurate  performance  measurement  data  are  used  for  Program  Forecasts 
and  control  purposes. 


15.40  Program  evaluation.   The  Program's  stated  objective  is  to  improve  and 

extend  use  of  the  radio  frequency  spectrum,  to  permit  the  development  and 
growth  of  radio  communications.  The  Department  interprets  this  objective  to 
mean  increasing  the  opportunities  for  use  of  the  spectrum  and  effectiveness  could 
be  measured  in  these  terms.  Present  performance  indicators,  such  as  the  number 
of  applications  processed,  the  number  of  inspections  carried  out  and  other 
statistical  data,  are  measures  of  operational  effectiveness  which  could  serve  as 
useful  proxies  for  program  effectiveness.  More  direct  measures  of  program 
effectiveness  might  be  difficult  to  develop. 


15.41  The  Department  should  continue  to  develop  and  refine  its  regional 

reporting  system  to  ensure  the  provision  of  timely,  relevant  and  accurate  data  to 
measure  operational  effectiveness.  These  measures  should  be  used  as  proxies  to 
indicate  program  effectiveness. 
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15.^2  Regulations  development.   Regulations    governing    use    of    the    radio 

frequency  spectrum  are  essential  for  the  Program  to  achieve  its  objective.  These 
regulations  form  the  basis  for  more  detailed  standards,  procedures  and  practices 
which  guide  radio  inspectors  as  they  carry  out  their  authorization,  enforcement 
and  monitoring  activities.  Therefore,  regulations  are  a  cornerstone  of  the 
Spectrum  Program. 


15.^3  The  Department's  procedures  for  planning  and  controlling  regulation 

development,  however,  were  inadequate.  At  the  time  of  our  review,  nearly  half  of 
the  regulations  under  development  had  no  scheduled  completion  dates;  of  the 
remainder,  many  were  several  months  behind  schedule;  regulations  that  did  not 
reflect  program  priorities  were  under  development;  and  unnecessary  delays  had 
occurred  due  to  poor  co-ordination  procedures. 


15.W  The  Department  should  designate  a  senior  official  to  authorize  and 

monitor  regulation  development  in  accordance  with  program  priorities  and  should 
establish  a  project  management  system  to  control  this  activity. 


15A5  Technical  and  operating  systems.   As  a  result  of  growing  spectrum  use, 

it  has  become  increasingly  important  that  regions  use  standard  technical  systems 
and  effective  operating  procedures.  In  some  aspects  of  technical  systems  and 
operating  procedures,  Headquarters  has  not  provided  adequate  direction  to  the 
regions.  In  other  areas,  the  regions  have  failed  to  adopt  routines  developed  by 
Headquarters.  As  a  result,  the  introduction  of  certain  technical  systems  has  been 
slow,  development  effort  has  been  duplicated  and  non-standard  routines  are  used 
in  the  regions. 


15.^6  The  Department  should: 

assign  to  a  specific  Headquarters  group  the  responsibility  for 
approving  and  co-ordinating  the  continuing  development  of 
technical  systems; 

establish  and  maintain  more  effective  operating  procedures;  and 

ensure  that  all  regions  adopt  standard  technical  systems  and 
operating  procedures. 

15.47  Control  of  special  projects.   In   1974,  the  Department  established  the 

Information  System  Steering  Committee  to  advise  the  Deputy  Minister  on 
information  systems,  including  computer-based  development  projects.  The 
Committee  authorizes  and  monitors  their  development  on  his  behalf.  Despite  this, 
a  major  computer-based  project  was  marked  by  a  lack  of  planning  and  control 
from  its  outset  in  1974.  This  project,  called  the  Spectrum  Management  System, 
was  approved  by  the  Treasury  Board  in  1975  with  an  estimated  cost  of  about  $10 
million  and  completion  scheduled  for  1980. 
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15.48  In  early  1976,  management  made  significant  improvements  in  defining, 

organizing  and  planning  the  project.  Our  audit  in  early  1977,  however,  disclosed 
additional  planning  and  control  deficiencies.  For  example,  a  key  module  of  the 
project  requires  that  all  regions  collect  technical  and  operating  data  on  existing 
stations.  Widely  differing  data  collection  approaches  were  being  used  in  the 
regions  without  Headquarters  evaluation  of  the  costs  and  benefits  of  the 
approaches  or  assessment  of  the  validity  and  comparability  of  the  collected  data. 
When  this  deficiency  and  others  were  pointed  out  to  management,  a  major  review 
of  the  project  was  begun. 


15.49  The    Department    should    establish    standard    procedures,    based    on 

Treasury  Board  guidelines,  for  planning  a  project  and  monitoring  its  progress. 
Project  plans  should  include  regular  review  by  the  Information  System  Steering 
Committee. 


15.50  Cost  recovery  practices.  The    Radio    Frequency    Spectrum    Program 

charges  the  public  for  certain  of  its  services.  These  services  are  primarily  of  a 
licensing  nature,  but  also  include  activities  such  as  the  supervision  of  certain 
types  of  radio  operator  examinations,  the  conduct  of  ship  radio  inspections  and  the 
laboratory  testing  of  radio  equipment. 


15.51  Until  1971,  the  Department  fully  recovered  the  Spectrum  Program's 
costs.  Since  that  time,  the  Program  has  operated  with  significant  annual  deficits. 
To  improve  this  situation,  a  fee  increase  of  30%  was  applied  to  all  licence 
categories  in  April  1975;  however,  the  deficit  still  amounted  to  $2.7  million  for 
1976-77.  Since  1976,  fees  for  services  provided  by  the  Program  have  been  under 
review.  A  February  1977  departmental  draft  report  on  the  revision  of  licence  fee 
schedules  pointed  out  that  substantial  deficits  would  continue  unless  fees  were 
extensively  revised.  During  our  audit  there  was  no  indication  when  a  revised  fee 
schedule  would  go  into  effect. 

15.52  The  Department  should  update  its  fee  structures  periodically,  with  a 
view  to  recovering  full  service  costs. 

Government  Telecommunications  Agency 
Background 

15.53  The  Agency  provides  voice,  data  and  facsimile  transmission  services  to 
users  through  the  bulk  leasing  of  facilities  at  reduced  costs.  It  operates  on  a 
revolving  fund  basis  and  recovers  the  full  cost  of  its  services  through  charges  to 
user  departments  and  agencies. 
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Scope  of  Review 

15.54  Our  review  consisted  of  examining  the  operation  of  the  intercity  voice 

network,  which  is  a  major  activity  of  the  Agency,  operating  at  an  annual  cost  of 
approximately  $24  million.  The  examination  focused  on  the  concept  of  grade  of 
service  as  it  relates  to  the  provision  of  intercity  telephone  circuits.  Grade  of 
service  is  a  technical  term  used  by  the  telecommunications  industry.  It  measures 
the  probability  that  a  call  offered  to  an  intercity  circuit  group  at  the  busiest  hour 
will  be  denied  service.  The  study  also  developed  a  program  model  to  examine  the 
extent  to  which  the  Agency's  program  is  structured  to  permit  evaluation  of 
effectiveness. 


General  Assessment 

15.55  Controls    affecting    the    management    of    the    government    intercity 

telephone  service  need  to  be  improved.  Better  network  management  could  be 
achieved  if  a  clear  rationale  were  used  to  develop  grade  of  service  guidelines  for 
circuit  utilization  and  if  the  provision  of  circuits  were  closely  monitored  against 
these  guidelines.  Improved  traffic  information  is  needed  to  assist  in  setting  the 
guidelines  and  in  determining  the  number  of  circuits  to  be  provided.  In  addition, 
formal  policies  and  procedures  with  respect  to  the  provision  of  individual  circuits 
are  inadequate  and  there  is  insufficient  documentation  of  decisions  taken.  The 
monthly  traffic  report  intended  to  measure  and  evaluate  network  performance  is 
not  achieving  its  purpose. 


15.56  Two  other  areas  where  value-for-money  issues  have  been  identified  are 

the  reduction  of  commercial  long  distance  use  in  the  federal  public  service  and 
the  joint  procurement  of  telephone  circuits  with  other  major  government  users. 


15.57  There  is   a  constraint  on  the  ability  of  the  Agency  to  plan  and  co- 

ordinate telecommunications  services  in  the  government  adequately  in  accordance 
with  the  Department  of  Communications  Act.  This  has  been  imposed  by  the 
Treasury  Board  approved  program  objective,  which  restricts  the  Agency  to 
responding  only  to  requested  user  needs;  that  is,  "to  plan,  establish,  and  manage 
telecommunication  facilities  and  services  that  will  satisfy  the  requested  needs  of 
federal  departments  and  agencies  on  an  economic  basis."  It  is  likely  that  there 
are  additional  benefits  which  would  accrue  to  the  Government  if  the  approved 
program  objective  of  the  Agency  were  enlarged  to  permit  it  to  exercise  the 
mandate  set  out  in  the  Act. 


Observations  and  Recommendations 

15.5S  Grade  of  service.  Effective    management    of    the    Agency's    network 

requires  that  grade  of  service  guidelines  be  set  and  used  in  a  more  meaningful 
manner.  No  documentation  could  be  found  to  explain  the  rationale  for  the 
selection  of  grade  of  service  guidelines  for  network  utilization  nor  have  they  been 
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approved  by  the  Treasury  Board  as  required.  No  attempt  is  made  to  monitor  the 
performance  of  the  network  against  these  guide iines.  The  same  grade  of  service 
guidelines  are  also  used  in  determining  the  number  of  circuits  to  provide  to 
individual  circuit  groups,  and  are  inadequate  for  this  purpose,  particularly  in  the 
case  of  smaller  groups. 


15.59  The  Agency  should: 

re-examine  the  grade  of  service  guidelines  for  the  intercity 
network.  These  guidelines  should  then  be  submitted  for  approval  to 
the  Treasury  Board  Secretariat  in  accordance  with  the  Directive 
set  out  in  the  Guide  on  Telecommunications  Administration;  and 

determine  grade  of  service  guidelines  for  individual  circuit 
groups  and  monitor  actual  performance  according  to  established 
permissible  variances,  taking  into  account  traffic  variations  and 
the  characteristics  of  each  circuit  group. 


15.60  Traffic  information.  Improved  traffic  information  is  needed  to  assist 

in  setting  grade  of  service  objectives.  Information  on  actual  traffic  carried  on  the 
network  is  also  required  to  monitor  performance  and  to  provide  the  circuits 
required  to  meet  established  objectives.  The  limited  traffic  information  data  base 
currently  used  by  the  Agency  is  not  adequate  for  these  purposes. 


15.61  In   addition,   formal    policies,    procedures   and   records  regarding  the 

provision   of   circuits   to   individual   circuit   groups   are   inadequate  and  there  is 
insufficient  documentation  of  decisions  taken. 


15.62  The  monthly  traffic  report,  intended  to  measure  and  evaluate  network 

performance,  is  not  achieving  its  purpose  owing  to  deficiencies  in  grade  of  service 
and  traffic  information  it  contains.  For  example,  it  does  not  indicate  permissible 
variances  in  grade  of  service  and  the  traffic  volumes  reported  lack  reliability. 
Moreover,  the  report  does  not  incorporate  circuit  cost  information  and  is  not 
available  until  up  to  10  weeks  after  the  end  of  the  month  under  review. 


15.63  The  Agency  should: 

determine  the  feasibility  of  obtaining  more  timely  and  compre- 
hensive traffic  data  information  on  a  cost-effective  basis; 

establish  formal  policies,  procedures  and  records  to  govern  the 
provision  of  circuits  to  individual  circuit  groups;  and 
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improve  the  timing  and  effectiveness  of  monthly  traffic  reports. 
The  reports  and  the  computer  program  for  producing  them  should 
be  modified  to  indicate  the  costs  associated  with  variations  from 
established  grade  of  service  objectives  or  with  changes  in  these 
objectives. 


15.6^  Commercial  long  distance  traffic.  Commercial   long  distance  traffic, 

which  could  be  carried  on  the  Agency's  network  but  is  not,  is  called  parallel 
traffic.  The  Agency  estimates  that  total  annual  government  expenditures  on  this 
traffic  are  approximately  $2  million. 


15.65  At  present,  the  Agency  has  only  limited  knowledge  of  commercial  long 

distance  use  by  individual  Federal  Government  departments  and  agencies. 
Greater  information  on  the  extent  of  this  use  would  contribute  to  more  effective 
management  of  the  intercity  network.  Departments  and  agencies  could  then  be 
informed  by  the  Agency  of  the  extent  of  their  parallel  traffic. 


15.66  The  Agency,  with  the  collaboration  of  the  Treasury  Board,  user 
departments  and  agencies  and  the  telephone  companies,  should  obtain  additional 
information  on  commercial  long  distance  use.  It  could  then  assist  departments 
and  agencies  in  determining  the  extent  of  their  parallel  commercial  long  distance 
calls  and  the  savings  to  be  achieved  through  the  use  of  its  facilities. 

15.67  Common  Telpak  procurement.  Special  rate  arrangements  known  as 
Telpaks  offer  significant  savings  through  the  bulk  leasing  of  long  distance  circuits. 
A  number  of  departments  and  agencies  lease  circuits  independently  of  the  Agency 
under  separate  Telpak  arrangements.  The  Agency  has  stated  that  significant 
savings  would  be  available  to  the  Federal  Government  through  common  Telpak 
procurement  for  all  major  users. 


15.68  The  Guide  on  Telecommunications  Administration,  which  was  prepared 
by  the  Treasury  Board  Secretariat,  assigns  a  central  role  to  the  Agency  in  co- 
ordinating procurement  of  telecommunications  for  the  Federal  Government. 

15.69  The  Agency,  with  the  collaboration  of  other  major  users,  the 
Department  of  Supply  and  Services  and  the  Treasury  Board  Secretariat,  should 
determine  the  savings  to  be  realized  through  common  Telpak  procurement.  Steps 
should  be  taken  to  ensure  that  the  savings  are  realized  to  the  maximum  extent 
practicable. 
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15.70  Program  evaluation.  The  Agency  may  respond  only  to  requested  user 

needs  under  the  program  objective  the  Treasury  Board  approved  —  "to  plan, 
establish,  and  manage  telecommunication  facilities  and  services  that  will  satisfy 
the  requested  needs  of  federal  departments  and  agencies  on  an  economic  basis." 
This  restriction  permits  the  Agency  to  respond  only  to  "requested  needs",  posing  a 
major  constraint  on  its  ability  to  carry  out  the  planning  and  co-ordinating  role 
anticipated  for  it  under  the  Department  of  Communications  Act.  It  is  likely  that 
additional  benefits  would  accrue  to  the  Government  if  the  approved  program 
objective  of  the  Agency  were  enlarged  to  permit  it  to  exercise  the  mandate  set 
out  in  the  Act.  Until  such  time  as  the  program  objective  reflects  the  Agency's 
mandate,  there  will  be  uncertainty  about  the  particular  performance  indicators  to 
be  used  to  reflect  program  effectiveness. 


15.71  The   Department   should  accelerate  negotiations  with  the  Treasury 

Board  with  a  view  to  expanding  the  Agency's  program  objective  to  reflect  the 
mandate  set  out  in  the  Department  of  Communications  Act.  These  negotiations 
should  be  supported  by  estimates  of  the  benefits  lost  to  the  Government  because 
of  the  present  mandate  restrictions. 


Review  of  Internal  Audit  Function 


Background 

15.72  The    internal    audit    function    is    the    responsibility    of    the    Program 

Evaluation  Group.  A  composite  audit  approach,  which  includes  both  operational 
and  financial  audits,  was  adopted  in  the  1976-77  fiscal  year  and  the  Department 
was  one  of  the  first  departments  of  government  to  do  so.  This  approach  was 
incorporated  into  the  Program  Evaluation  Group's  overall  audit  plan,  which 
spanned  a  period  of  five  years  and  which  provided  for  audits  of  the  financial 
administration  system  at  least  once  every  three  years. 


15.73  Because  of  a  lack  of  internal  resources,  the  Department  contracted  for 

the  services  of  the  Audit  Services  Bureau  of  the  Department  of  Supply  and 
Services  to  assist  the  Program  Evaluation  Group  in  carrying  out  its  audit  function. 
The  cost  of  the  internal  audit  function  for  the  1977-78  fiscal  year  was  estimated 
at  $450,000,  of  which  $310,000  was  for  the  services  of  the  Audit  Services  Bureau. 


Scope  of  Review 

15.74  The  main  objectives  of  our  review  of  this  function  were  to  determine 

whether  the  Department  was  receiving  good  value  from  its  internal  audit 
activities  and  whether  such  activities  could  affect  the  nature,  timing  and  extent 
of  auditing  to  be  carried  out  by  this  Office. 
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15.75  Our  examination  included  interviews  with  senior  managers  and  staff 
directly  involved  with  the  internal  audit  function,  a  review  of  the  audit  mandate, 
and  an  examination  of  the  reports  and  supporting  working  papers  related  to  the 
audits  of  the: 

Telecommunications  Regulatory  Service  -  Operations  Branch 

Government  Telecommunications  Agency 

General  Assessment 

15.76  The  result  of  our  examination  led  us  to  conclude  that: 

although  we  believe  that  sound  recommendations  have  been  made 
in  certain  cases  by  the  Program  Evaluation  Group,  in  other  cases 
we  were  not  able  to  find  sufficient  evidence  in  the  working 
papers  to  satisfy  ourselves  that  all  important  control  weaknesses 
had  been  identified  and  that  the  conclusions  reached  by  the 
Group  in  its  audit  reports  were  valid;  and 

because  the  Program  Evaluation  Group  is  still  in  its  develop- 
mental stage  and  its  efforts  to  date  have  been  concentrated 
primarily  on  operational  rather  than  financial  audits,  the  work 
performed  by  this  Group  cannot  materially  influence  the  nature, 
timing  and  extent  of  the  audit  carried  out  by  this  Office. 

Observations  and  Recommendations 

15.77  Audit  committee.  Although  no  formal  audit  committee  exists,  the 
Senior  Management  Committee,  comprising  the  Deputy  Minister  and  the  four 
Assistant  Deputy  Ministers,  review  and  discuss  audit  reports,  including  the 
responses  to  them.  The  Director  —  Program  Evaluation  Group  is  invited  to  attend 
meetings  called  for  reviewing  audit  reports  and  other  audit  matters.  Minutes  of 
Senior  Management  Committee  meetings  are  not  kept.  We  were  informed  that 
decisions  thought  to  be  of  interest  to  the  Program  Evaluation  Group  were 
forwarded  to  its  Director.  However,  since  there  are  no  written  minutes  there  is 
no  assurance  that  the  Committee  forwards  all  decisions  that  could  interest  or 
assist  him. 


15.78  An  official  audit  committee  with  specific  terms  of  reference  should  be 

established  to  ensure  continuity  of  the  audit  function,  provide  guidance  to  the 
audit  group  and,  ensure  that  appropriate  action  is  taken  on  audit  findings.  The 
Director  —  Program  Evaluation  Group  should  attend  all  meetings  of  the  audit 
committee  and  minutes  of  the  committee's  meetings  should  be  kept  to  provide  a 
record  of  the  items  discussed  and  decisions  made. 
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15.79  Mandate.  The  Program  Evaluation  Group's  mandate  does  not  place 
sufficient  emphasis  on  evaluating  the  financial  controls  required  to  ensure  the 
Department's  assets  are  adequately  safeguarded;  nor  does  it  refer  to  unrestricted 
access  to  files,  documents,  information,  etc.,  and  unrestricted  scope  and  coverage 
for  audits.  Moreover,  this  document  is  not  circulated  throughout  the  Department 
to  provide  for  a  clear  understanding  of  the  role  of  the  internal  audit  function  and 
its  importance. 

15.80  The  mandate  of  the  Program  Evaluation  Group  should  be  clarified  and 
widely  distributed,  to  demonstrate  visible  support  of  the  audit  function  by  the 
senior  executives  of  the  Department. 

15.&1  Audit  group.       The  Director  —  Program  Evaluation  Group  reports  to 

the  Assistant  Deputy  Minister  (Services)  who  is  responsible  for  a  number  of  the 
functions  that  are  subject  to  audit.  This  reporting  relationship  does  not  provide 
the  internal  audit  function  with  the  independence  it  requires.  We  understand  that 
a  direct  reporting  relationship  to  the  Deputy  Minister  has  now  been  established. 


15.82  The  Program  Evaluation  Group  should  be  organizationally  independent 
of  all  operations  which  they  audit  and  report  directly  to  the  Deputy  Minister. 

15.83  Direction.  Although  its  mandate  clearly  states  that  it  is  responsible 
for  the  internal  audit  function,  the  Program  Evaluation  Group  has  delegated 
responsibility  for  the  professional  performance  and  quality  of  the  composite  audit 
to  the  Audit  Services  Bureau.  Moreover,  audit  programs  and  working  papers 
remain  the  property  of  the  Audit  Services  Bureau  and  audit  reports  are  issued 
under  their  letterhead.  We  were  informed  however,  that  the  Director  —  Program 
Evaluation  Group  is  responsible  for  the  final  review  of  any  report  to  be  issued. 


15.8^  The  Program  Evaluation  Group  should  be  responsible  for  the  scope  and 

quality  of  all  auditing  work  carried  out  for  the  Department,  including  that  done 
under  contract  by  the  Audit  Services  Bureau. 


15.85  Audit  coverage.     There  is  no  assurance  that  the  Program  Evaluation 

Group  will  be  able  to  cover  all  responsibility  centres  within  the  three-to-five  year 
time  frame  originally  planned,  including  financial  audits  as  recommended  by  the 
Treasury  Board.  This  is  due  both  to  a  lack  of  resources  and  the  fact  that 
completion  of  audit  assignments  and  debriefing  process  take  more  time  than 
anticipated.  The  scope  of  the  audit  approach  used,  which  consists  of  an  all- 
inclusive  review  of  a  sector  or  responsibility  centre  and  which  reduces  the  depth 
to  which  audits  are  carried  out,  further  aggravates  this  situation. 
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15.86  Areas  for  audit  should  be  selected  on  the  basis  of  identified  priorities 

within  the  overall  plan.  Audit  scopes  should  then  be  determined  considering, 
among  other  things,  identified  concerns,  potential  benefits,  management  priorities 
and  resources  available.  In  particular,  care  should  be  taken  to  ensure  that 
sufficient  attention  is  paid  to  financial  audits. 


15.87  Working  papers.   Our  examination  of  selected  audit   files  revealed  a 

lack  of  proper  documentation,  making  it  impossible  to  determine  whether  all 
important  control  weaknesses  had  been  identified.  The  manner  in  which  these 
files  were  organized,  and  information  documented  and  assembled,  did  not  provide 
the  evidence  required  to  substantiate  the  conclusions  reached  as  to  the  adequacy 
or  inadequacy  of  controls. 


15.88  Working  papers  should  provide   evidence   that   audit   objectives  are 

complied    with,    approved    audit    methods    and    procedures    are    followed,    and 
applicable  audit  standards  are  adhered  to. 


15.89  Follow-up     While  follow-up  reports  produced  to  date  appear  adequate, 

we  believe  the  employee  now  responsible  for  following  up  on  audit  findings  lacks 
the  qualifications  or  experience  required  to  carry  out  the  duties  as  described  in 
the  position  description.  The  need  for  strong  follow-up  procedures  is  evident  since 
they  are  an  integral  part  of  the  audit  function. 


15.90  Follow-up  audit  procedures  should  be  performed  by  audit  personnel 

with  the  knowledge,  discipline  and  skills  necessary  to  carry  out  this  responsibility. 


Study  of  Contracting 


Background 

15.91  A  special  study  of  the  practices  followed  across  government  on  the 

entry  into  and  administration  of  contracts  was  initiated  in  1976.  Treasury  Board 
policies  and  guidelines  and  a  departmental  directive  issued  in  March  1976, 
regulate  contract  administration  in  the  Department.  The  latter  designated  a 
Contract  Review  Board  as  the  departmental  authority  for  approving  contracts 
originating  within  the  Department.  The  Deputy  Minister  and  Assistant  Deputy 
Ministers  and  the  Directors  General  of  Personnel  and  Administration  and  of 
Finance  make  up  the  Contract  Review  Board. 
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Scope  of  Study 

15.92  A    study    of    contracting   procedures    and    administration    within  the 

Department  was  conducted  during  the  1976-77  and  1977-78  fiscal  years.  Forty- 
four  contracts  totalling  $2.8  million  were  examined  to  evaluate  the  effectiveness 
and  adequacy  of  contracting  procedures  and  controls. 


General  Assessment 

15.93  In  general,  our  study  did  not  reveal  major  weaknesses  in  laid-down 

procedures  and  controls.  The  deficiencies  noted  were  the  result  of  non-adherence 
to  these  procedures  and  controls  as  well  as  a  lack  of  direction  in  the  departmental 
directive  on  contract  administration.  The  deficiencies  have  been  communicated 
to  the  Department  and  steps  were  taken  to  resolve  the  weaknesses. 


Observations  and  Recommendations 

15.94  Financial  signing  authority.  Before  entering  into  a  contract,  commit- 
ment certification  pursuant  to  Section  25  of  the  Financial  Administration  Act  and 
authority  to  initiate  an  expenditure  are  required  from  authorized  officers.  We 
noted  that  for  computer  services  this  type  of  authority  was  being  exercised  by 
departmental  officers  who  were  not  all  authorized  to  do  so. 

15.95  Financial  signing  authority,  as  it  relates  to  requisitions  for  computer 
services,  should  be  exercised  only  by  officers  with  appropriate  delegated  authority 
and  it  should  be  the  responsibility  of  the  Accounting  Services  section  to  ensure 
that  this  is  the  case. 


15.%  Administration  of  contract  requests.  A  departmental  directive  sets  out 

the  procedures  for  processing  contract  requests,  including  Contract  Review  Board 
approval  and  completion  of  departmental  checklists. 


15.97  Departmental  requirements  for  electronic  data  processing  services  are 
being  referred  to  Computer  Services,  but  are  not  being  presented  to  the  Contract 
Review  Board  for  approval  and  departmental  checklists  are  not  being  completed. 
Furthermore,  the  departmental  directive  does  not  provide  direction  relative  to 
processing  amendments  to  contracts. 

15.98  Contract  proposals  for  electronic  data  processing  services  should  be 
referred  to  the  Contract  Review  Board  for  approval  and  the  checklists  called  for 
by  departmental  policy  should  be  completed. 
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15.99  The  departmental  directive  should  provide  direction  for  the  processing 

of  amendments  to  contracts. 


15.100  Sole  source  selection.  The   Treasury   Board   Policy  and  Guidelines  on 

Contracting  in  the  Government  of  Canada  provide  for  allocating  responsibility 
between  client  departments  and  common  service  agencies  when  calling  for 
tenders.  They  specify  that  "the  overall  contracting  phase"  is  the  primary 
responsibility  of  a  common  service  agency.  The  Policy  and  Guidelines  state  the 
circumstances  and  conditions  under  which  departments  may  request  entry  into 
sole  source  procurement.  In  a  few  instances,  departmental  requests  did  not  duly 
record  justification  or  properly  justify  sole  source  procurement  in  accordance  with 
the  Treasury  Board  Policy  and  Guidelines. 


15.101  All   sole   source   procurement   contract  requests  should  be  properly 

justified  and  such  justifications  recorded. 


Examination  of  Financial  Operations 


Scope  of  Audit  Activities 

15.102  The  Office  employed  a  systems-based  audit  approach  to  examine 

the  financial  operations  of  the  Department  and  of  the  Government  Telecommuni- 
cations Agency.  This  examination  included  a  review  of  the  financial  control 
systems  and  tests  of  transactions  in  most  of  the  major  areas  of  the  Department 
and  of  the  Agency.   In  particular,  the  examination  covered: 

the  receipt  and  deposit  of  public  money,  materiel  management, 
and  grants  and  contributions; 

the  receipts  and  revenue  credited  to  the  vote  and  the  control 
over  expenditures,  fixed  assets  and  inventories  of  the  Communi- 
cations Research  Centre; 

revenues  for  a  number  of  district  offices  as  well  as  the 
information  provided  for  inclusion  in  the  Accounts  of  the 
Government  of  Canada  by  all  regional  offices;  and 

financial  controls  within  the  Government  Telecommunications 
Agency,  including  sufficient  audit  tests  to  enable  the  Auditor 
General  to  express  an  opinion  on  the  financial  statements  of  the 
Agency. 
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15.103  The  audit  procedures  performed  were  designed  to  assess  the  adequacy 

of  the  systems  in  place  and  to  satisfy  ourselves  that  there  were  no  material 
irregularities  or  errors  or  both,  which  could  affect  the  Auditor  General's  opinion 
on  the  financial  statements  of  Canada  as  well  as  on  those  of  the  Agency.  The 
audit  procedures  were  also  designed  to  determine  whether  moneys  due  to  Canada 
were  received  and  fully  accounted  for,  moneys  expended  were  for  the  purposes  for 
which  they  were  appropriated  by  Parliament  and  expenditures  had  been  made  as 
authorized.   Our  major  findings  are  set  out  in  the  paragraphs  that  follow. 


Observations  and  Recommendations  -  Department 

15.104  Fixed  assets  and  inventories.  We  found  that  control  over  the  Research 
Centre's  fixed  assets  and  inventories  was  seriously  inadequate.  For  example, 
subsidiary  records  kept  by  certain  responsibility  centres  were  out  of  date  and,  in 
some  cases,  practically  non-existent.  Fixed  assets  were  not  properly  identified 
and  certain  items  sent  for  repair,  approximately  two  years  ago,  had  not  been 
returned  or  recorded  as  having  been  returned.  Moreover,  in  certain  cases, 
physical  counts  have  not  been  taken  for  over  three  years  and  are  not  always 
carried  out  when  there  is  a  change  in  inventory  custodian. 

15.105  Proper  controls  over  fixed  assets  and  inventories,  as  recommended  by 
the  Treasury  Board's  Guide  on  Financial  Administration,  should  be  established  to 
ensure  that  the  Communications  Research  Centre's  assets  are  adequately 
safeguarded. 

15.106  Research  services.  In  certain  cases,  the  Centre  performs  research 
services  for  the  private  sector.  An  internal  directive  requires  that  requests  for 
such  services  be  approved  by  the  Assistant  Deputy  Minister,  Research.  Further- 
more, in  accordance  with  section  13  of  the  Financial  Administration  Act,  the 
rates  to  be  charged  for  such  services  are  the  responsibility  of  the  Governor  in 
Council.  Our  examination  revealed  that  requests  for  such  services  are  not 
approved  and  that  Governor  in  Council  authorization  has  not  been  obtained  for  the 
rates  charged. 


15.107  The  Centre's  directive  on  private  sector  requests  for  research  services 
should  be  strictly  adhered  to  and  approval  of  the  rates  to  be  charged  for  such 
services  should  be  obtained  from  the  Governor  in  Council. 

15.108  Segregation  of  duties.  The  W  district  offices  collect  annual  revenue 
of  approximately  $10  million,  consisting  mainly  of  licence  fees.  During  our 
examination,  we  noted  that  in  certain  cases  the  same  individual  is  responsible  for 
the  custody,  processing  and  issuance  of  licences  as  well  as  control  over  cash 
receipts.  We  recognize  that  the  majority  of  these  offices  are  small  and 
consequently,  a  proper  segregation  of  duties  is  difficult  to  establish.  We  believe 
that  it  is  important,  however,  that  more  effective  control  be  established  over  cash 
receipts. 
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15.109  In  order  to  strengthen  control  over  the  Department's  revenues,  the 
cash  receiving  function  should  be  segregated  from  other  related  functions. 
Alternatively,  in  cases  where  such  segregation  is  not  practical,  the  district 
manager  should  perform  and  document  periodic  spot  checks  of  the  operations. 


15.110  Payroll.  Attendance  reports  are  completed  on  an  exception  basis  only; 
that  is,  if  an  employee  is  not  absent  during  a  month,  a  report  is  not  made  to  the 
Personnel  section.  Thus,  there  is  no  way  to  ensure  that  all  employee  absences 
have  been  properly  accounted  for. 

15.111  Attendance  reports  should  be  prepared  monthly  for  every  employee. 

Observations  and  Recommendations  -  Government  Telecommunications  Agency 

15.112  As  was  the  case  in  prior  years,  our  current  examination  has  revealed  a 
number  of  weaknesses  in  the  Agency's  financial  systems,  controls  and  procedures. 
In  our  opinion,  many  resulted  from  a  lack  of  sufficient  and  proper  attention 
devoted  to  financial  aspects.   The  more  significant  of  these  are  discussed  below. 


15.113  Accounts  receivable  system.   Since  the  Agency  operates  on  a  full  cost- 

recovery  basis,  it  invoices  client  departments  and  agencies  monthly  for  services 
rendered.  Until  3une  1977,  the  preparation  of  over  3,000  invoices  monthly  was 
done  manually.  Since  then,  the  invoicing  function  has  been  computerized.  The 
subsidiary  ledger  for  these  accounts  receivable,  however,  is  still  a  voluminous 
ledger  to  which  entries  are  recorded  with  a  bookkeeping  machine.  This  results  in 
delays  in  the  posting  of  information  and  inefficient  and  uneconomical  preparation 
of  periodic  management  reports. 


15.11^  To  ensure  the  maintenance  of  an  accurate,  efficient  and  economical 

accounts  receivable  system,  the  Agency  should  take  the  steps  required  to  establish 
a  fully  computerized  accounts  receivable  subsidiary  ledger. 


15.115  Systems  documentation.   The    documentation    of   systems   and   proce- 

dures within  an  organization  enables  management  to  hold  personnel  accountable 
for  following  prescribed  procedures,  facilitates  the  indoctrination  of  new  staff, 
ensures  uniformity  where  procedures  are  used  in  a  number  of  offices,  etc. 


15.116  We  noted  that  the  Agency  has  no  systems  documentation  standards  and 

that  documentation  related  to  the  invoicing  and  collection  system  is  incomplete 
and  outdated  and  does  not  include  details  of  manual  procedures  performed  in 
related  user  management  areas  of  responsibility.  We  understand  that  a  plan  was 
approved  in  May  1978  whereby  the  first  draft  of  items  peculiar  to  the  Agency 
would  be  incorporated  in  a  completely  revised  departmental  financial  administra- 
tion manual  in  1978-79. 
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15.117  We  support  the  plan  to  document  systems  and  procedures  peculiar  to 
the  Agency.  Once  such  documentation  has  been  established,  it  should  be 
maintained  on  a  current  basis. 


15. IIS  Financial  function.    In  our  1976  management  letter  we  recommended 

that  a  financial  division  be  established  within  the  Agency  with  line  responsibility 
to  the  General  Manager  of  the  Agency  and  functional  responsibility  to  the 
Director  General,  Finance,  of  the  Department.  As  at  March  31,  1978,  an 
organizational  plan  had  been  approved;  however,  the  Finance  Division  was  not  yet 
operational. 


Follow-up  on  Previous  Years'  Recommendations 

15.119  Introduction.  As  part  of  its  regular  audit  activities,  the  Office  follows 
up  on  any  remedial  action  taken  by  government  departments  on  observations  and 
recommendations  in  previous  annual  Reports. 

15.120  The  Office  was  pleased  to  note  that  the  Department  and  Agency  had 
implemented  corrective  measures  with  respect  to  all  but  one  of  the  observations 
previously  reported  to  Parliament.  The  observation  on  which  corrective  action 
has  not  yet  been  taken  as  at  March  31,  1978,  is  discussed  below. 


15.121  Termination  benefits  and  vacation  pay.   As    at    March    31,    1978,    the 

Agency  had  not  recorded  in  its  accounts,  liabilities  for  employee  termination 
benefits  and  accumulated  vacation  pay  amounting  to  $321,000  and  $106,000 
respectively. 


Summary  of  Recommendations  and  Department's  Comments 


Recommendations  Department's  Comments 

Organization  and  Role  of  the  Financial 
Function 

15.20  The  financial  function  should  be  The  Department  is  in  the  process  of 
the  main  responsibility  and  con-  defining  the  roles  and  responsibilities 
cern  of  the  Senior  Financial  of  the  Senior  Financial  Officer  in 
Officer.  consultation    with    the   Office   of   the 

Comptroller  General  and  the  Treasury 
Board  Secretariat. 
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Recommendations 


Department's  Comments 


Functional  responsibilities  and 
relationships  should  be  clearly 
defined,  documented  and  com- 
municated within  the  Depart- 
ment. 


The  functional  responsibilities  and  re- 
lationships have  been  defined  and  doc- 
umented and  reviewed  by  the  Office  of 
the  Auditor  General  in  the  draft 
memorandum,  "Organizational  Struc- 
ture of  Financial  Management".  This 
document  is  being  considered  prior  to 
approval  and  issue. 


Studies  of  Procedures  in  Cost  Effectiveness 

Radio  Frequency  Spectrum 
Program 

15.36  The  Department  should  contin- 
ue to  develop  standard  defini- 
tions and,  where  appropriate, 
production  times  for  Spectrum 
tasks.  It  should  refine  the 
guidelines  for  service  levels 
provided  to  the  public  and  eval- 
uate the  costs  and  benefits  of 
alternative  methods  of  enforce- 
ment. 


15.39  The  Department  should  take 
appropriate  steps  to  ensure  that 
meaningful  and  accurate  per- 
formance measurement  data 
are  used  for  Program  Forecasts 
and  control  purposes. 

15.41  The  Department  should  contin- 
ue to  develop  and  refine  its 
regional  reporting  system  to  en- 
sure the  provision  of  timely, 
relevant  and  accurate  data  to 
measure  operational  effective- 
ness. These  measures  should  be 
used  as  proxies  to  indicate  pro- 
gram effectiveness. 

15.44  The  Department  should  desig- 
nate a  senior  official  to  auth- 
orize and  monitor  regulation 
development  in  accordance  with 
program  priorities  and  should 
establish  a  project  management 
system  to  control  this  activity. 


This  is  being  done  on  an  ongoing  basis. 


The      procedures      to      ensure 
integrity  are  being  upgraded. 


data 


A  Management  Information  System  is 
being  implemented  that  will  provide 
this  data. 


Director,  Regulation  Development  in 
the  Telecommunication  Regulatory 
Service  has  been  appointed  and  has 
been  given  this  mandate. 
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Recommendations 


Department's  Comments 


15.46    The  Department  should: 

-  assign  to  a  specific  Head- 
quarters group  the  responsi- 
bility for  approving  and  co- 
ordinating the  continuing 
development  of  technical 
systems; 

establish  and  maintain  more 
effective  operating  proce- 
dures; and 

-  ensure  that  all  regions  adopt 
standard  technical  systems 
and  operating  procedures. 

15.49  The  Department  should  estab- 
lish standard  procedures,  based 
on  Treasury  Board  guidelines, 
for  planning  a  project  and  moni- 
toring its  progress.  Project 
plans  should  include  regular  re- 
view by  the  Information  System 
Steering  Committee. 

15.52  The  Department  should  update 
its  fee  structures  periodically, 
with  a  view  to  recovering  full 
service  costs. 


The  Telecommunication  Regulatory 
Service  has  been  assigned  this  respon- 
sibility. 


This  is  being  done. 


This  has  been  done  on  an  ongoing  basis. 


The    area  has  been  further  strength- 
ened since  the  time  of  the  audit. 


This  has  been  done.  A  cost  recover- 
able fee  schedule  has  been  approved 
and  is  being  implemented  for  fiscal 
year  1979-80. 


Government  Telecommunications 
Agency 

15.59    The  Agency  should: 

re-examine  the  grade  of  ser- 
vice guidelines  for  the  inter- 
city network.  These  guide- 
lines should  then  be  submit- 
ted for  approval  to  the 
Treasury  Board  Secretariat 
in  accordance  with  the  Di- 
rective set  out  in  the  Guide 
on  Telecommunications  Ad- 
ministration; and 


Concur.  In  this  re-examination  the 
Agency  will  also  review  other  associ- 
ated guidelines  affecting  total  quality 
of  service. 
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Recommendations 


Department's  Comments 


-  determine  grade  of  service 
guidelines  for  individual  cir- 
cuit groups  and  monitor 
actual  performance  accord- 
ing to  established  permis- 
sible variances,  taking  into 
account  traffic  variations 
and  the  characteristics  of 
each  circuit  group. 

15.63    The  Agency  should: 

-  determine  the  feasibility  of 
obtaining  more  timely  and 
comprehensive  traffic  data 
information  on  a  cost-effec- 
tive basis: 


-  establish  formal  policies, 
procedures  and  records  to 
govern  the  provision  of  cir- 
cuits to  individual  circuit 
groups;  and 

-  improve  the  timing  and 
effectiveness  of  monthly 
traffic  reports.  The  reports 
and  the  computer  program 
for  producing  them  should 
be  modified  to  indicate  the 
costs  associated  with  varia- 
tions from  established  grade 
of  service  objectives  or  with 
changes  in  these  objectives. 

15.66  The  Agency,  with  the  collabora- 
tion of  the  Treasury  Board,  user 
departments  and  agencies  and 
the  telephone  companies,  should 
obtain  additional  information  on 
commercial  long  distance  use. 
It  could  then  assist  departments 
and  agencies  in  determining  the 
extent  of  their  parallel  com- 
mercial long  distance  calls  and 
the  savings  to  be  achieved 
through  the  use  of  its  facilities. 


Concur. 


Concur.  A  study  is  under  way  in  the 
Agency  to  determine  the  feasibility 
and  cost/benefits  of  improving  traffic 
reports  both  by  TCTS  and  from  data 
produced  by  traffic  analysing  equip- 
ment used  by  the  Agency. 

Resources  are  being  assigned  to 
undertake  the  documentation  of  pol- 
icies, procedures,  and  records  used  in 
processing  circuit  groups. 


Concur. 


Concur.  The  Department  is  prepared 
to  collaborate  with  the  Treasury  Board 
and  undertake  the  steps  necessary  to 
realize  this  objective. 
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Recommendations 


Department's  Comments 


15.69  The  Agency,  with  the  collabora- 
tion of  other  major  users,  the 
Department  of  Supply  and  Ser- 
vices and  the  Treasury  Board 
Secretariat,  should  determine 
the  savings  to  be  realized 
through  common  Telpak  pro- 
curement. Steps  should  be 
taken  to  ensure  that  the  savings 
are  realized  to  the  maximum 
extent  practicable. 

15.71  The  Department  should  acceler- 
ate negotiations  with  the  Trea- 
sury Board  with  a  view  to 
expanding  the  Agency's  program 
objective  to  reflect  the  man- 
date set  out  in  the  Department 
of  Communications  Act.  These 
negotiations  should  be  sup- 
ported by  estimates  of  the  ben- 
efits lost  to  the  Government 
because  of  the  present  mandate 
restrictions. 

Review  of  Internal  Audit  Function 

15.78  An  official  audit  committee 
with  specific  terms  of  refer- 
ence should  be  established  to 
ensure  continuity  of  the  audit 
function,  provide  guidance  to 
the  audit  group  and,  ensure  that 
appropriate  action  is  taken  on 
audit  findings.  The  Director  — 
Program  Evaluation  Group 
should  attend  all  meetings  of 
the  audit  committee  and 
minutes  of  the  committee's 
meetings  should  be  kept  to  pro- 
vide a  record  of  the  items 
discussed  and  decisions  made. 

15.80  The  mandate  of  the  Program 
Evaluation  Group  should  be 
clarified  and  widely  distributed, 
to  demonstrate  visible  support 
of  the  audit  function  by  the 
senior  executives  of  the 
Department. 


Concur.  GTA  has  made  an  estimate  of 
the  savings  to  be  realized  by  improved 
co-ordination  of  Telpak  procurement 
and  has  initiated  action  with  the  Tele- 
communications Advisory  Committee 
that  resulted  in  establishing  an  inter- 
departmental working  group  to  deter- 
mine the  steps  that  can  be  taken. 


Concur.  Based  on  updated  estimates 
of  benefits  to  the  government  that 
would  be  realized  by  an  expanded 
mandate  for  GTA,  the  Department  has 
undertaken  to  continue  further 
negotiations  with  the  Treasury  Board 
to  this  end. 


Agreed.   Recommendation  adopted. 


Agreed  and  implemented. 
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Recommendations 


Department's  Comments 


13.82  The  Program  Evaluation  Group 
should  be  organizationally  inde- 
pendent of  all  operations  which 
they  audit  and  report  directly 
to  the  Deputy  Minister. 

15.8*  The  Program  Evaluation  Group 
should  be  responsible  for  the 
scope  and  quality  of  all  auditing 
work  carried  out  for  the  De- 
partment, including  that  done 
under  contract  by  the  Audit 
Services  Bureau. 


15.86  Areas  for  audit  should  be  selec- 
ted on  the  basis  of  identified 
priorities  within  the  overall 
plan.  Audit  scopes  should  then 
be  determined  considering, 
among  other  things,  identified 
concerns,  potential  benefits, 
management  priorities  and  re- 
sources available.  In  particular, 
care  should  be  taken  to  ensure 
that  sufficient  attention  is  paid 
to  financial  audits. 


Agreed  and  implemented. 


Agreed.  Program  Evaluation  Group 
carries  full  responsibility  for  scope, 
performance  and  quality.  The  con- 
tract with  the  Audit  Services  Bureau 
clearly  indicates  that  the  Program 
Evaluation  Group  has  total  authority 
and  responsibility  and  carries  full  ac- 
countability for  all  audit  functions  in 
the  Department. 

Agreed.   Recommendation  adopted. 


15.88  Working  papers  should  provide 
evidence  that  audit  objectives 
are  complied  with,  approved 
audit  methods  and  procedures 
are  followed,  and  applicable 
audit  standards  are  adhered  to. 


Agreed.  Existing  procedures  have 
been  re-enforced.  Comptroller  General 
audit  standards  will  be  fully  adhered 
to. 


15.90  Follow-up  audit  procedures 
should  be  performed  by  audit 
personnel  with  the  knowledge, 
discipline  and  skills  necessary 
to  carry  out  this  responsibility. 


Agreed.      Senior   auditors  are  always 
responsible  for  follow-up  audit  reports. 
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Study  of  Contracting 

15.95  Financial  signing  authority,  as 
it  relates  to  requisitions  for 
computer  services,  should  be 
exercised  only  by  officers  with 
appropriate  delegated  authority 
and  it  should  be  the  responsi- 
bility of  the  Accounting  Ser- 
vices section  to  ensure  that  this 
is  the  case. 

15.98  Contract  proposals  for  elec- 
tronic data  processing  services 
should  be  referred  to  the  Con- 
tract Review  Board  for  appro- 
val and  the  checklists  called  for 
by  departmental  policy  should 
be  completed. 

15.99  The  departmental  directive 
should  provide  direction  for  the 
processing  of  amendments  to 
contracts. 

15.101  All  sole  source  procurement 
contract  requests  should  be  pro- 
perly justified  and  such  justifi- 
cations recorded. 

Examination  of  Financial  Operations 

15.105  Proper  controls  over  fixed 
assets  and  inventories,  as 
recommended  by  the  Treasury 
Board's  Guide  on  Financial  Ad- 
ministration, should  be  esta- 
blished to  ensure  that  the  Com- 
munications Research  Centre's 
assets  are  adequately  safe- 
guarded. 

15.107  The  Centre's  directive  on  pri- 
vate sector  requests  for  re- 
search services  should  be 
strictly  adhered  to  and  approval 
of  the  rates  to  be  charged  for 
such  services  should  be  obtained 
from  the  Governor  in  Council. 


The  Accounting  Services  Division  is 
responsible  to  ensure  that  all  requisi- 
tions and  contracts  issued  by  the  De- 
partment have  been  signed  by  an 
officer  with  the  appropriate  delegated 
financial  signing  authority. 


The  departmental  policy  on  contract 
administration  is  being  revised  and  will 
include  a  section  on  electronic  data 
processing  services  that  will  consider 
the  audit  observations. 


The  revised  directive  will  outline  the 
procedure  for  processing  amendments 
to  contracts. 

The  Materiel  Management  section 
ensures  that  sole  source  procurement 
requests  are  properly  justified  and 
recorded. 


A  control  system  for  fixed  assets  and 
inventories  has  been  under  develop- 
ment for  the  past  year.  Data  on  fixed 
assets  and  inventories  are  currently 
being  input  into  a  computer-based 
inventory  control  system  to  provide 
more  effective  control  of  assets. 


Requirements  for  approval  of  work 
requests,  including  delegation  of 
authority,  are  currently  under  review. 
Formal  procedures  will  be  clarified 
and  adhered  to.  Approval  by  the 
Governor  in  Council  of  rate  structures 
will  be  sought,  as  necessary,  to  ensure 
compliance  with  statutory  require- 
ments. 
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Department's  Comments 


15.109  In  order  to  strengthen  control 
over  the  Department's  reven- 
ues, the  cash  receiving  function 
should  be  segregated  from  other 
related  functions.  Alterna- 
tively, in  cases  where  such  seg- 
regation is  not  practical,  the 
district  manager  should  perform 
and  document  periodic  spot 
checks  of  the  operations. 

15.111  Attendance  reports  should  be 
prepared  monthly  for  every  em- 
ployee. 


15.11*  To  ensure  the  maintenance  of 
an  accurate,  efficient  and  econ- 
omical accounts  receivable  sys- 
tem, the  Agency  should  take 
the  steps  required  to  establish  a 
fully  computerized  accounts  re- 
ceivable subsidiary  ledger. 

15.117  We  support  the  plan  to 
document  systems  and  proce- 
dures peculiar  to  the  Agency. 
Once  such  documentation  has 
been  established,  it  should  be 
maintained  on  a  current  basis. 


The  Department  is  presently  studying 
the  licence  revenues  and  receivables 
function.  Consideration  will  have  to 
be  given  to  other  means  of  internal 
control  where  segregation  of  duties  is 
not  practical  in  the  majority  of 
district  offices. 


The  Attendance  reporting  system  has 
been  under  scrutiny  for  a  year  now, 
and  the  new  policies  to  be  promulgated 
by  the  Deputy  Head  will  improve 
managerial  control  in  this  respect. 
(The  Department  of  Communications 
is,  as  are  other  departments  in  the 
Public  Service,  dependent  on  the  new 
Attendance,  Leave  and  Overtime  Sub- 
system (ALOSS)  being  designed  by  the 
Treasury  Board  Secretariat  to  replace 
existing  procedures.) 

Effective  October  1,  1978,  action  will 
be  initiated  to  phase  out  the  present 
obsolete  system  and  equipment  in 
favour  of  a  fully  computerized  ac- 
counts receivable  subsidiary  ledger  to 
be  fully  operational  for  fiscal  year 
1979-80. 

Action  has  been  initiated  to  document 
the  financial  systems  and  procedures, 
peculiar  to  the  Agency,  in  a  section  of 
the  Departmental  Financial  Adminis- 
tration Manual.  Target  date  for  com- 
pletion of  the  manual  is  April  30,  1979. 
Some  delay  may  be  encountered  in  the 
Agency  portion,  however,  pending  fin- 
alization  of  the  Treasury  Board  revised 
policy  on  revolving  funds. 
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16 
DEPARTMENT  OF  INDUSTRY,  TRADE  AND  COMMERCE 

SUMMARY  OF  FINDINGS,  OBSERVATIONS  AND  RECOMMENDATIONS 

Introduction 

The  Department 

16.1  The  Department  of  Industry,  Trade  and  Commerce,  created  in  1969  by 

an  amalgamation  of  the  Department  of  Industry  and  the  Department  of  Trade  and 
Commerce,  operates  under  the  Department  of  Industry,  Trade  and  Commerce 
Act,  R.S.,  c.  1-11.  Its  main  objective  is  to  further  the  growth,  productivity, 
employment  opportunities  and  prosperity  of  the  Canadian  economy  through  the 
efficient  development  of  Canada's  manufacturing  and  processing  industries  and 
the  expansion  of  trade  and  tourism.  The  Department  administers  the  Trade- 
Industrial  Program  and  Tourism  Program  and  participates  with  the  Departments  of 
Agriculture  and  Transport  in  operating  the  Grains  and  Oilseeds  Program.  As 
shown  in  Exhibit  16.1,  the  Department  is  organized  into  its  main  program  branches 
all  of  which,  except  for  Tourism,  form  part  of  the  Trade-Industrial  Program. 


16.2  The  major  Program  of  the  Department,  the  Trade-Industrial  Program, 

operates  through  an  organizational  network  consisting  of  a  Headquarters  in 
Ottawa,  11  regional  offices  and  89  posts  in  64  countries.  The  Industrial  segment 
of  the  Program  seeks  to  achieve  efficient  and  sustained  growth  of  production  and 
trade  of  Canadian  goods  and  services  and  to  assist  Canadian  industries  in  adjusting 
to  changes  in  the  domestic  and  external  economic  environment.  The  International 
Trade  Development  part  of  the  Program  deals  primarily  with  identifying  ways  of 
fostering  an  expansion  of  trade  and  increasing  total  markets  for  Canadian  goods 
and  services.  The  Program  makes  available  a  wide  variety  of  incentive  programs 
to  Canadian  companies,  involving  equity  investment,  loans,  insurance  and  grants 
and  contributions,  to  cover  innovation,  productivity,  financing,  marketing  and 
management. 


16.3  The  Tourism   Program  is  implemented  by  the  Canadian  Government 

Office  of  Tourism,  which  comprises  a  Headquarters  in  Ottawa,  six  regional  offices 
in  Canada  and  23  offices  in  eight  countries,  of  which  14  are  in  the  United  States. 
The  objective  of  the  Program  is  to  sustain  the  orderly  growth  of  tourism  in 
Canada  through  the  Marketing  and  Policy  Planning  and  Industry  Relations 
activities. 
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Exhibit  16.1 
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16.4  The  Grains  and  Oilseeds  Program  aims  at  sustained  market  growth  and 

an  orderly  market  for  grains  and  oilseeds.  The  Minister  of  Industry,  Trade  and 
Commerce  and  the  Minister  responsible  for  the  Grains  Group,  share  the 
responsibility  for  this  program. 


16.5  The   major    programs,   the   man-years  authorized  and   the  estimated 

expenditures  included  in  the  1977-78  Estimates  are  as  follows: 

Estimates 


Man-Years 

Program 

Authorized 

Total 

Trade-Industrial 

2,323 

$278,549 

Tourism 

322 

24,556 

Grains  and  Oilseeds 

49 

87,984 

2,694 


(in  thousands  of  dollars) 

Operations    Contributions     Other 

$    95,383         $163,937       $19,229 
23,760  761  35 

1,932  86,052 


$391,089         $121,075         $250,750       $19,264 


16.6  The    Department    also    has    approximately    $2,000    million    in    assets 

consisting  primarily  of  investments  in  Crown  corporations,  wholly-owned  corpora- 
tions and  industrial  assistance  loans  to  Canadian  firms. 


Summary  of  Audit  Office  Activities 

16.7  Our  ongoing  examination  of  the  Department  has  been  structured  to 

review  the  financial  management  and  control  system  from  a  number  of 
perspectives.  Certain  segments  including  grants  and  contribution  programs,  have 
been  selected  for  periodic  rotational  audit  and  our  current  examination  concen- 
trated on  a  selected  number  of  these.   This  year's  examination  included: 

department-wide  reviews  of  certain  of  the  essential  elements  of 
the  system  of  financial  management  and  control,  such  as  the 
organization  of  the  financial  function,  budget  preparation  and 
budgetary  control; 

an  examination  of  the  Machinery  Branch,  as  part  of  our  Study  of 
Procedures  in  Cost  Effectiveness,  in  which  the  emphasis  was  on 
the  systems  and  procedures  used  by  the  Branch  to  achieve 
economy,  efficiency  and  effectiveness  in  its  operations; 

an  evaluation  of  internal  audit  activities; 

an  examination  and  evaluation  of  the  practices,  controls  and 
procedures  for  electronic  data  processing  of  financial  informa- 
tion; 
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an  examination  of  selected  grants  and  contribution  programs; 

department-wide  reviews  of  the  controls  over  various  types  of 
expenditures  supplemented  by  a  review  of  the  control  over  these 
expenditures  in  selected  responsibility  centres  (branches);  and 

follow  up  of  recommendations  made  by  this  Office  in  previous 
years. 


16.8  In  planning  and  carrying  out  these  examinations,  we  integrated  with 
our  normal  annual  audit  the  procedures  and  approaches  developed  in  a  number  of 
special  audits  and  studies  we  completed  over  the  last  few  years. 

16.9  Our  1977-78  audit  resulted  in  13  interim  reports  to  the  Department 
containing  approximately  140  individual  recommendations.  The  following  sections 
of  this  Chapter  summarize  the  more  significant  issues  reported  to  the  Department 
during  the  year. 


Recent  Initiatives  by  the  Department 


16.10  Over  the  last  year,  the  Department  has  made  improvements  in  its 

financial  controls  and  the  organization  of  its  financial  function,  which  are 
discussed  in  more  detail  in  the  following  paragraphs.  Appointment  of  a  Director 
General,  Finance  and  Administration,  the  issuance  of  a  comprehensive  mandate 
for  internal  audit  and  the  commission  of  an  independent  study  of  the  financial 
function  testify  both  to  recent  improvement  and  to  an  intention  to  improve 
further  in  the  future.  In  addition,  a  number  of  the  observations  and  recommenda- 
tions included  in  the  detailed  interim  reports  issued  to  the  Department  during 
1977-78  have  now  either  been  addressed  or  are  under  serious  consideration. 


16.11  Although   the   demonstrated   intent   to  improve  does  not  lessen  the 

significance  of  problems  identified  in  this  Chapter,  it  does  provide  reason  for 
optimism  when  considering  their  resolution. 


Organization  and  Role  of  the  Financial  Function 


Introduction 


16.12  The    responsibility    for    operating    the    Department    rests    with    the 

Minister,  the  Deputy  Minister  and  the  Management  Committee.  The  Management 
Committee  consists  of  the  Deputy  Minister,  seven  Assistant  Deputy  Ministers  and 
the  Director  General,  Finance  and  Administration. 
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16.13  The  Financial  Services  Branch,  which  has  principal  responsibility  for 

the  financial  systems,  employs  70  people,  reporting  through  the  Branch  Director 
to  the  Director  General,  Finance  and  Administration.  It  maintains  accounting 
records  for  the  Department  and  its  officers  have  payment  authority  under  Section 
26  of  the  Financial  Administration  Act.  Financial  control  and  accounting,  with  a 
few  minor  exceptions,  is  centralized  in  Ottawa. 


16.1^  The  degree  of  financial  authority  in  other  branches  varies.   In  general, 

the  Branch  Directors  have  signing  authority  under  Section  25  of  the  Financial 
Administration  Act  to  commit  funds.  Project  officers,  under  the  supervision  of 
the  Branch  Directors,  initiate  departmental  processing  of  requests  and  claims  for 
assistance  programs,  and  give  approval  under  Section  27  of  the  Financial 
Administration  Act  to  indicate  that  work  has  been  performed.  Financial  personnel 
are  supported  by  the  Professional  and  Administrative  Services  Branch  which 
assigns  administrative  officers  to  each  branch  to  assist  in  accumulating  and 
transmitting  financial  data  to  the  Financial  Services  Branch. 


16.15  The  Department  has  engaged  the  Bureau  of  Management  Consulting  to 

conduct  a  study  of  its  financial  function  —  a  clear  indication  of  its  intention  to 
improve  the  system  of  financial  management  and  control. 


General  Assessment 

16.16  Although   the  financial  administration  and  control  system  functions 

adequately,  there  is  a  need  for  stronger  central  financial  planning  and  direction. 
There  is  also  a  need  to  ensure  that  the  non-financial  responsibilities  of  the 
Department's  senior  financial  officer  are  kept  at  a  level  where  he  is  able  to 
devote  the  time  and  effort  required  to  provide  the  financial  direction,  advice  and 
leadership  that  are  essential. 


Role  of  Senior  Financial  Officer 

16.17  Responsibilities.   The  Director  General,   Finance  and  Administration, 

who  is  the  designated  senior  financial  officer,  is  responsible  to  the  Deputy  Head 
for  the  following  five  branches  of  the  Department:  Financial  Services; 
Professional  and  Administrative  Services;  Legal  Services;  Office  of  Departmental 
Review  (Internal  Audit);  and  Office  of  Information  and  Public  Relations.  We 
recognize  that  the  recent  relocation  and  reorganization  of  the  Department  has 
required  the  Director  General  to  devote  an  unusual  amount  of  time  to  non- 
financial  matters.  However,  we  are  concerned  that  the  continuing  demands  of  his 
non-financial  responsibilities  may  detract  from  his  ability  to  act  as  the  senior 
financial  adviser  to  the  Deputy  Minister  and  his  senior  staff  and  to  carry  out  the 
other  responsibilities  normally  associated  with  the  role  of  the  senior  financial 
officer. 
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16.18  A   review   should   be    made   of   the  responsibilities  assigned  to   the 

Director  General,  Finance  and  Administration,  to  ensure  that  non-financial  duties 
do  not  unduly  hamper  his  ability  to  carry  out  his  responsibilities  as  the 
Department's  senior  financial  officer. 


16.19  Financial  responsibility  at  branch  level.   The  responsibilities  of  person- 

nel who  do  not  have  full-time  financial  positions,  for  financial  administration  and 
control  at  the  branch  or  program  level,  have  not  been  clearly  formulated  and 
documented.  In  particular,  formal  instruction  and  guidance  is  required  on 
maintaining  branch  accounting  and  commitment  records  and  on  the  use  and 
follow-up  of  centrally  produced  financial  reports,  as  well  as  an  awareness  of 
prescribed  departmental  financial  practices  and  procedures. 


16.20  The  senior  financial  officer  should  develop  and  issue  instructions  on 

aspects  of  financial  administration  and  control  carried  out  by  employees  who  do 
not  have  full-time  financial  responsibilities. 


16.21  Operational  Performance  Measurement  System.   The    Treasury    Board 

has  directed  that  by  1980  all  departments  are  to  develop  and  incorporate  into 
their  management  reports,  to  the  greatest  possible  extent,  performance  measure- 
ment data  for  programs,  activities,  jobs,  etc..  To  this  end,  the  Department  has 
begun  a  program  to  identify  measurable  program  outputs  and  to  provide 
appropriate  units  of  measure  in  each  work  program.  Responsibility  for 
implementing  the  program,  previously  co-ordinated  by  the  Internal  Audit  Branch, 
has  not  been  reassigned. 


16.22  The    senior   financial    officer   should   assign   specific   individuals   to 

continue  to  develop  and  implement  the  Operational  Performance  Measurement 
System. 


Machinery  Branch  -  Management  Controls 


Introduction 


16.23  This  section  reports  on  one  of  a  series  of  studies  carried  out  under  the 

Auditor  General's  Study  of  Procedures  in  Cost  Effectiveness  (SPICE),  a  project 
designed  to  explore  and  develop  the  concept  of  value-for-money  auditing.  It 
focused  on  how  managers  control  operations  at  the  Branch  level  and  evaluate  their 
effectiveness.   It  reports  on  findings  as  of  July  1977. 


16.2*  The  major  concern  of  the  Department  is  the  Trade-Industrial  Program. 

Policy   branches   develop   its   department-wide   policies,    while  other   functional 
branches  provide  important  common  support  activities  and  design  and  monitor 
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major  department-wide  delivery  programs.  These  department-wide  programs  can 
be  characterized  as  either  Financial  Assistance,  Duty  Remission  or  Export 
Promotion  programs. 


16.25  Seven  branches,  each  responsible  for  furthering  the  objectives  of  the 
Program  within  a  particular  sector  of  Canadian  industry,  carry  out  the  actual 
delivery  of  assistance  to  firms.  Each  branch  formulates  and  implements  sector- 
related  strategies,  processes  applications  under  department-wide  programs  and 
provides  advice  and  information  services  to  sector  firms  and  related  agencies. 

16.26  The  Machinery  Branch,  which  is  one  of  the  seven  branches  referred  to 
above,  employs  83  people  and  has  an  annual  operating  budget  of  about  $2  million. 
During  the  year  ended  March  31,  1977,  it  administered  grants  and  contributions  of 
about  $10  million  and  recommended  duty  remissions  of  about  $200  million. 


Scope  of  the  Audit 

16.27  The   purpose   of    this    audit    was   to   review   within   a   representative 

industrial  sector  branch: 

the  evaluation  procedures  used  to  measure  and  report  program 
effectiveness;  and 

the  adequacy  of  management  controls  over  operations. 


16.28  The   Department   suggested   and   the  Office  selected   the   Machinery 

Branch   after   examining  other   alternatives.      We  examined   the  following  with 
respect  to  procedures  and  roles  concerning  program  effectiveness: 

five  sub-sectoral  divisions,  each  responsible  for  a  sub-sector  of 
the  industry  sector  assigned  to  the  Machinery  Branch; 

the  Policy  Analysis  Group  of  the  Branch;  and 

Branch  management. 

We  also  examined  the  operational  procedures  followed  by: 

the  Program  Division  which  processes  machinery  sector  applica- 
tions under  five  department-wide  financial  assistance  programs 
(Programs  since  incorporated  into  the  Enterprise  Development 
Program);  and 

the  Machinery  and  Equipment  Advisory  Board  Secretariat  which 
administers  the  Branch's  main  duty  remission  activities. 
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General  Assessment 

16.29  There  is  a  need  for  the  Machinery  Branch  to  improve  its  procedures  for 

measuring  and  reporting  the  effectiveness  of  assistance  provided  to  the  machinery 
sector  of  Canadian  industry.  Sectoral  objectives  and  corresponding  Branch 
strategies  have  not  been  adequately  defined  nor  their  implementation  sufficiently 
monitored. 


16.30  The  Department  has  evaluated  quantitatively  the  sectoral  effects  of 

only  some  of  its  many  department-wide  programs  for  financial  assistance  and  duty 
remission.  As  a  result,  the  Branch  lacks  objective  data  needed  to  assess  relative 
contributions  of  these  programs  and  to  develop  strategy  accordingly.  Further,  the 
Branch  has  not  clearly  identified  the  planned  effects  and  adequately  monitored 
the  actual  effects  of  its  sectoral  advice  and  service  activities. 


16.31  The  Branch  also  needs  to  investigate  the  consequences  of  incomplete 

and  inaccurate  information  in  its  data  bank  on  Canadian  machinery  manufacturing 
capabilities,  to  determine  appropriate  standards  of  completeness  and  accuracy  and 
to  take  necessary  steps  to  meet  them.  Furthermore,  it  does  not  adequately 
measure  and  report  the  number  and  causes  of  inquiries,  complaints  and  application 
re-submissions  with  respect  to  duty  remissions  under  the  Machinery  Program. 


Effectiveness 

16.32  Our  audit  disclosed  that  Sector  objectives  and  corresponding  Branch 

strategies  are  not  clearly  stated.   The  Branch  has  not  specified  these  objectives  in 
operational  terms  such  as: 

the  nature  and  degree  of  the  change  which  should  be  occurring  in 
specified  characteristics  of  the  Sector; 

the  kinds  and  numbers  of  firms  that  should  be  encouraged  to  use 
assistance; 

the  characteristics  of  assisted  firms  that  should  be  changed  and 
the  extent  of  planned  changes;  and 

the  forms  and  amounts  of  assistance  that  should  be  provided  to 
the  various  kinds  and  numbers  of  firms. 


16.33  Most    department-wide   programs   for    delivery   of   assistance  to   the 

Machinery  Sector  through  the  Machinery  Branch  have  not  been  evaluated  for  their 
effectiveness.  As  a  result,  the  Branch  is  provided  with  limited  data  to  help  plan 
and  evaluate  Sector  objectives  and  strategies.  The  Department  needs  to  give 
increased  emphasis  to  its  efforts  to  evaluate  the  effectiveness  of  these  major 
programs. 
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16.34  The  Branch  also  should  monitor  the  immediate  effects  of  its  sectoral 

advice  and  service  activities.  Operational  effectiveness  indicators  would  provide 
improved  insight  into  the  extent  to  which  it  is  accomplishing  its  objectives.  It 
could  maintain  records  to: 

monitor  actual  results  against  quantified  objectives; 

determine  the  proportion  of  trade  post  inquiries  passed  on  to 
firms  that  have  been  acted  on  and  associated  with  export  sales; 

determine  to  what  extent  advice  to  firms  concerning  rationaliza- 
tion, specialization,  technological  changes,  unique  developments, 
etc.,  are  associated  with  corresponding  action  and  beneficial 
results;  and 

analyse  the  extent  to  which  sundry  development  project  advice 
to  firms,  buyers,  U.S.  parent  companies  and  provincial  and 
federal  government  departments  achieves  anticipated  results. 


16.35  The  Department  should  aim  at  making  quantitative  evaluations  of  all 

of  its  department-wide  programs.  The  Machinery  Branch  should  strive  to  extend 
the  application  and  use  of  activity  and  effect  monitoring  for  sectoral  strategies 
and  the  advisory  and  service  assistance  it  provides  to  the  Machinery  Sector. 


The  Machinery  and  Equipment  Advisory  Board  Secretariat 

16.36  The  data  bank  on  Canadian  machinery  manufacturing  capabilities  that 

the  Machinery  Branch  uses  to  assist  in  appraising  import  duty  remission 
applications  is  neither  complete  nor  accurate  in  all  respects.  No  information  is 
available  on  the  impact  that  missing  and  inaccurate  data  may  have  on  the  total 
costs  and  benefits  of  maintaining  and  using  the  data  bank.  Accuracy  and  currency 
of  data  bank  information  contributes  to  the  effective  operation  of  the  machinery 
program.   Wrong  information  may  lead  to: 

unjustified    remission    of    import    duties   on   items   available   in 
Canada; 

failure  to  provide  tariff  protection  to  eligible  Canadian  manu- 
facturers; 

unjustified  import  duty  when  an  item  is  no  longer  available  from 
Canadian  sources;  and 

increased  re-submissions  and  complaints  from  dissatisfied  appli- 
cants. 
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16.37  We  understand  from  our  discussion  that  "hard"  statistical  data  does  not 

exist  on  how  many  of  these  potential  situations  have  occurred.  It  is  not  possible 
to  assess  the  consequences  until  the  frequency  of  such  hypothetical  occurrences 
has  been  identified. 


16.38  The  Machinery  Branch  should  investigate  the  consequences  of  incom- 

plete and  inaccurate  information  in  its  data  bank  on  Canadian  machinery 
manufacturing  capabilities,  determine  appropriate  standards  of  completeness  and 
accuracy  and  take  necessary  steps  to  meet  these  standards. 


16.39  The  Machinery  Branch  does  not  adequately  measure  and  report  the 

number  and  causes  of  inquiries,  complaints  and  application  re-submissions. 


16.40  The  following  procedures  should  be  introduced  on  a  temporary  basis  to 

determine  their  economic  advantage: 

the  number  of  application  re-submissions  should  be  reported  and 
the  causes  analysed;  and 

the  number  of  complaints  and  inquiries  from  applicants  about 
their  applications  should  be  reported  and  categorized  as  to  their 
causes. 


Internal  Audit 


Introduction 

16.41  For  the  last  three  years,  internal  audit  in  the  Department  consisted  of 

a  financial  audit  carried  out  under  contract  by  the  Audit  Services  Bureau  of  the 
Department  of  Supply  and  Services.  The  contracted  services  from  the  Bureau 
were  terminated  on  March  31,  1978.  On  October  12,  1976,  a  directive  from  the 
then  Deputy  Head  of  the  Department  established  the  Office  of  Departmental 
Review.  For  a  variety  of  reasons  its  present  mandate  as  the  Department's 
internal  audit  group  was  not  approved  until  the  Department  Management 
Committee  met  on  October  3,  1977.  The  composite  audit  program  approved  at 
that  meeting  aimed  at  covering  all  aspects  of  internal  audit  including  financial, 
operational  and  personnel. 


16.42  From  late  1976  to  November  1977,  the  Office  of  Departmental  Review 

devoted  most  of  its  time  to  such  management  functions  as  participation  in  the 
operation  of  the  Department's  resource  allocation  process,  the  mid-term  review 
of  work  programs,  and  certain  special  studies  for  the  Deputy  Head. 
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16.43  The  staff  complement  at  March  31,  1978,  comprised  a  Director,  six 

operational  auditors,  three  financial  auditors  and  two  support  staff.  The  Director 
reports  both  to  the  Department's  Audit  Comrtiittee  and  to  the  Director  General, 
Finance  and  Administration. 


Scope 

16.44  In  paragraph  2.19  of  my  1977  annual    Report,  I  announced  that  my 

Office  had  initiated  a  review  to  determine  whether  the  whole  area  of  auditing 
within  the  Federal  Government  represents  good  value  for  money.  Our  review 
sought  to  ascertain  whether  the  Deputy  Minister  gets  the  kind  of  information  and 
advice  from  internal  audit  that  he  needs  to  assist  in  managing  the  Department  and 
whether  my  Office  can  place  sufficient  reliance  on  the  audit  work  of  the  internal 
auditors  to  affect  materially  the  nature,  timing  and  extent  of  our  audit  work.  To 
meet  these  objectives,  we  examined  material  concerning  internal  audit's  organiza- 
tional status,  use  of  resources,  planning  of  activities,  audit  practices  and  reporting 
and  audit  follow-up. 


General  Assessment 

16.45  Our   review   leads   us   to   conclude   that   senior    management   of   the 

Department  did  not  provide  the  support  and  direction  essential  to  a  successful 
internal  audit  program.  The  formation  of  the  Office  of  Departmental  Review  and 
the  departmental  Audit  Committee  are  both  progressive  steps  in  developing  an 
effective  internal  audit  activity.  Although  this  speaks  well  for  the  future,  it  is 
vital  that  senior  management  and  the  departmental  Audit  Committee  actively 
support  the  new  mandate  of  internal  audit  and  provide  the  necessary  direction  and 
leadership.  Also,  the  head  of  internal  audit  should  report  directly  to  the  Deputy 
Head  to  ensure  the  independence  and  objectivity  of  the  audit  function.  Finally, 
the  original  master  audit  plan  should  be  revised  to  reflect  functional,  department- 
wide  and  branch  audits  of  all  departmental  programs  and  activities. 


Reporting  Level 

16.46  The  Office  of  Departmental  Review  is  one  of  five  branches  which 

report  to  the  Director  General,  Finance  and  Administration,  who  approves  the 
Office's  annual  operating  budget  for  both  man  -years  and  non-salary  costs.  Two 
other  branches,  which  report  to  the  Director  General,  Finance  and  Administration, 
Financial  Services  and  Professional  and  Administrative  Services,  are  material 
elements  of  internal  audit's  potential  audit  universe  within  the  Department.  Their 
common  reporting  relationships  with  the  Office  of  Departmental  Review  may 
prejudice  the  independence  of  the  audit  function. 
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16.47  The  head  of  internal  audit  should  report  directly  to  the  Deputy  Head. 


Incompatible  Responsibilities 

16.48  Since  its  creation  in  late  1976,  the  Office  of  Departmental  Review  has 

been  responsible  for  certain  functions  not  compatible  with  its  primary  role.  These 
lessened  its  ability  to  provide  an  impartial  assessment  of  the  Department's 
operations.  In  1977,  these  additional  responsibilities,  relating  mainly  to  the 
resource  allocation  process,  work  program  challenge  and  review,  and  the  mid-term 
review,  were  transferred  to  more  appropriate  branches.  Although  internal  audit 
can  still  play  a  key  role  in  carrying  out  special  audit  investigations  of  sensitive 
areas  or  matters  of  immediate  concern  to  the  Deputy  Head  or  the  Audit 
Committee,  care  must  be  taken  not  to  prejudice  its  effectiveness  by  creating  a 
situation  which  might  lead  to  a  conflict  of  interest. 


Audit  Committee 

16.49  On    November    3,    1977,    the   departmental    Management   Committee 

approved  the  formation  of  a  departmental  Audit  Committee  consisting  of  the 
Deputy  Head  as  its  Chairman,  the  Director  General,  Finance  and  Administration 
and  one  of  the  ADM  -  Operations.  Since  the  date  of  its  formation  to  3une  30, 
1978,  the  Audit  Committee  had  not  formally  met. 


16.50  The  Department  has  taken  a  step  in  the  right  direction  in  establishing 

an  Audit  Committee  comprised  of  senior  officers.  It  should  be  a  matter  of 
concern,  however,  that  the  Committee  had  not  formally  met  some  eight  months 
after  its  formation  and  after  the  Office  of  Departmental  Review  began  its  1978- 
79  work  plan.  Effective  internal  audit  requires  significant  planning,  the  input  of 
senior  management,  and  the  review,  challenge,  approval  and  support  of  plans  by 
the  Audit  Committee.  For  reasons  outlined  later  in  this  section,  we  believe  the 
original  three-year  audit  plan  did  not  address  a  number  of  significant  aspects  of 
the  Department's  activities,  nor  did  it  address  certain  areas  that  concern  senior 
management. 


16.51  The  Audit  Committee  should  meet  as  soon  as  possible  to  establish 

written  terms  of  reference  for  itself  and  to  review,  challenge  and  approve  the 
1978-79  internal  audit  plan. 
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Coverage 

16.52  1978-79  Plan.   The  1978-79  internal  audit  plan  is  embodied  in  the  work 

program  for  the  Office  of  Departmental  Review.  A  listing  of  responsibility 
centres  scheduled  for  audit  over  the  next  three  years  and  the  estimated  number  of 
man-weeks  for  each  assignment  supports  the  plan's  composite  audit  segment. 


16.53  From  discussion  with  officials  in  the  Office  of  Departmental  Review, 

an  examination  of  the  detailed  three-year  plan  and  our  experience  in  auditing  the 
Department,  we  concluded  that  the  plan  falls  short  of  clearly  identifying  all 
potential  areas  for  audit  in  the  Department.  It  is  completely  structured  around  a 
review  of  activities  at  the  branch  level  and  does  not  recognize  the  possibility  of 
conducting  audits  from  differing  perspectives.  Consequently,  there  is  an  urgent 
need  for  the  internal  audit  group  to  analyse  and  define  carefully  the  audit  universe 
subject  to  its  mandate.  We  believe  the  original  plan  should  have  given  recognition 
to  the  following  possible  audits: 

department-wide  functional  audits  such  as  payroll,  travel,  con- 
tracting, etc.; 

department-wide  reviews  of  certain  essential  elements  of  the 
system  of  financial  management  and  control  such  as  budget 
preparation  and  control,  financial  reporting,  etc.; 

separate  and  distinct  audits  of  grants  and  contribution  programs, 
since  many  of  these  programs  impact  on  several  responsibility 
centres; 

those  vital  aspects  of  the  Department's  operations  and  elements 
of  the  system  of  financial  management  and  control  that  should 
be  reviewed  on  an  annual  basis  as  opposed  to  every  three  years; 
and 

the  grains  and  oilseeds  grants  and  contribution  programs,  which 
were  specifically  excluded  from  the  plan. 

16.5^  A  model  of  the  Department  and  related  agencies  should  be  prepared, 

showing  all  programs  and  activities  that  can  be  considered  as  potential  audit 
candidates,  as  a  basis  for  developing  an  internal  audit  plan.  The  model  should  be 
updated  at  least  annually. 

16.55  Assessment  of  potential  audit  areas.  The  timing  and  extent  of  audit  in 

the  original  plan  was  based  primarily  on  the  impact  of  the  Department's 
reorganization  in  1977.  Branches  subject  to  significant  change  under  reorganiza- 
tion were  scheduled  for  audit  in  the  latter  part  of  the  three  years,  while  those 
little  affected  by  reorganization  or  identified  in  the  mid-term  review  process  as 
areas  of  concern  were  selected  for  audit  in  the  first  year. 
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16.56  The  basis  for  selecting  and  timing  audits  in  the  present  plan  ignores 

many  conventional  selection  criteria  as  well  as  certain  areas  of  significant 
concern  to  senior  departmental  management.  The  examination  our  Office 
completed  in  the  current  year  also  identified  several  significant  areas  of  concern 
which  should  have  been  considered  in  assessing  potential  audit  areas. 


16.57  The  Office  of  Departmental  Review  should  develop  a  policy  which 

clearly  establishes  the  criteria  to  be  used  in  selecting  possible  audit  areas  and  the 
timing  and  the  extent  of  work  to  be  completed. 


Development  of  Annual  Work  Plan 

16.58  Individual  assignments  in  the  Branch's  present  work  program  are  not 

supported  by  written  memoranda  outlining  the  scope  of  coverage,  extent  of  tests 
and  estimated  audit  time  by  each  distinct  phase  of  each  assignment. 


16.59  The  audit  plan  should  be  supported  by  an  individual  memorandum  on 

each  assignment  detailing  the  areas  and  issues  to  be  addressed,  and  the  estimated 
audit  time  by  audit  function. 


Audit  Practice 

16.60  Since  the  Office  of  Departmental  Review  is  still  in  the  development 

stage,  it  is  not  surprising  that  little  exists  in  the  way  of  formal  methodology, 
procedures,  programs  or  other  matters  related  to  professional  practice.  As  the 
Branch  develops  and  refines  its  audit  approach  over  the  next  few  months,  these 
basic  ingredients  should  begin  to  crystalize  and  could  form  the  basis  for  the 
development  of  a  comprehensive  audit  manual. 


16.61  The    Audit    Branch   should  formalize   its   procedures,   programs  and 

practices  and  develop  a  comprehensive  internal  audit  manual. 


Budgetary  Control 


Description  of  Present  Budget  Preparation  System 

16.62  The  requirements  of  Treasury  Board  and  Parliament  govern  to  a  large 

extent  the  elements  and  timing  of  the  budgetary  cycle.  However,  within  those 
constraints,  which  consist  primarily  of  submitting  Program  Forecasts  each  March 
and  Estimates  each  October,  departments  design  their  own  internal  system  to 
generate  the  information  they  require  for  Treasury  Board  submissions  and  for 
internal  resource  allocation,  budgetary  control  and  performance  measurement. 
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16.63  The  Department  relies  heavily  on  its  work  program  system  as  the  basic 

framework  for  budgetary  control.  Responsibility  centre  managers,  with  some 
direction  from  senior  management  as  to  form  and  general  guidelines,  prepare  work 
programs  annually,  covering  each  of  the  following  two  years.  Plans  for  each 
responsibility  centre  are  established  within  the  total  resource  ceilings  imposed  by 
senior  management,  by  classifying  all  activities  into  "jobs"  for  which  priorities  are 
then  established.  A  "job"  is  defined  as  "a  commitment  of  a  responsibility  centre 
to  carry  out  a  task  within  a  specified  time  frame,  for  a  stated  cost  and  an 
identified  result".  The  work  programs  are  submitted  to  Assistant  Deputy 
Ministers  who  forward  them  to  the  Director  General,  Finance  and  Administration, 
after  approval. 


16.64  Work  programs  show  man-years  and  non-salary  costs  by  job,  but  do  not 

break  costs  down  into  standard  objects  of  expenditure.  After  the  centralized 
approval  of  work  programs,  managers  classify  total  approved  branch  expenditures 
by  standard  objects  for  the  coming  year.  This  information  is  then  submitted  to 
the  Financial  Services  Branch  to  be  recorded  in  the  financial  management 
reporting  system  as  that  responsibility  centre's  operating  budget  for  the  coming 
year. 


Scope 

16.65  The  procedures  governing  the  preparation  of  budgets  and  the  entire 

system  of  budgetary  control  are  key  elements  in  a  department's  system  of 
financial  management  and  control.  We  have  therefore  reviewed  the  systems  and 
procedures  involved  in  budget  preparation  and  budgetary  control  for  the  fiscal 
year  ended  March  31,  1978. 


General  Assessment 

16.66  Over  the  last  few  years,  the  Department  instituted  a  system  of  work 

programs  which  entails  preparing  budget  plans  on  a  program-oriented  basis  rather 
than  by  objects  of  expenditure.  The  system  is  basically  sound  and  is  capable  of 
providing  an  appropriate  framework,  both  for  planning  and  budgetary  control. 
However,  for  a  number  of  reasons  the  work  program  system  is  not  yet  meeting  all 
of  its  objectives. 


16.67  The  two  major  factors  contributing  to  the  system's  failure  to  meet  its 

objectives  are  a  lack  of: 

adequately  documented  procedures  to  be  followed  in  the  develop- 
ment, challenge,  review  and  follow-up  of  work  programs;  and 

acceptance  and  belief  in  the  system  by  many  of  those  responsible 
for  the  preparation  and  review  of  work  programs. 
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Planning 

16.68  Communication  of  priorities  and  guidelines.    As  part  of  the  planning 

that  precedes  each  year's  budget  preparation,  the  Deputy  Minister  informs  his 
Assistant  Deputy  Ministers  of  the  guidelines  on  departmental  priorities  based  on 
his  discussions  with  the  Minister  and  instructions  from  the  Treasury  Board  and 
Privy  Council  Office.  The  Assistant  Deputy  Ministers  translate  these  broad 
guidelines  into  more  specific  guidelines  to  managers  who  report  to  them. 
However,  these  guidelines  and  priorities  are  often  communicated  orally  instead  of 
in  writing.  Oral  communication  can  often  be  misinterpreted  and  this  risk  is 
compounded  each  time  the  same  information  is  passed  from  person  to  person. 


16.69  Executive  guidelines  or  priorities  should  be  communicated  in  writing, 

supplemented  by  discussions  at  each  stage  of  the  budgetary  process,  to  ensure 
consistent  interpretation. 


16.70  Long-term  plans.    Objectives  and  sub-objectives  the  Department  out- 

lined in  the  Estimates  are  essentially  medium  to  long-term  in  nature.  Depart- 
mental plans  and  forecasts,  however,  normally  relate  to  the  short-term  only.  We 
believe  the  Department  needs  to  develop  a  long-term  plan  which  would  be 
reviewed  and  updated  on  a  regular  basis  and  communicated  to  appropriate  levels 
of  management  within  the  Department,  to  allow  them  to  organize  their  own 
spheres  of  responsibility  in  line  with  the  departmental  long-term  plan. 


16.71  The   Department   should  develop  a   long-term  (e.g.,  five-year)  plan 

which  would  identify  intermediate  goals  and  points  of  decision  and  would  allow 
monitoring  of  progress  towards  longer  range  objectives. 


Preparation  of  Work  Programs 

16.72  Guidance  on  the  preparation  of  work  programs.    Despite   the  commit- 

ment of  the  Deputy  Minister,  many  managers  do  not  believe  in  the  merit  of  the 
work  program  system  in  the  current  environment,  and  attempt  to  remain  as 
general  as  possible  when  identifying  tasks  and  objectives.  This  attitude  receives  a 
form  of  official  sanction  when  programs  prepared  in  such  a  fashion  are  accepted, 
even  though  the  results  may  not  provide  a  reliable  basis  for  resource  allocation  or 
budgetary  control.  The  system  of  budgetary  control  will  function  effectively  only 
if  it  has  the  support  of  those  responsible  for  work  program  preparation.  A 
practical  means  of  resolving  these  problems  must  address  both  the  existing 
communication  gap  between  senior  management  and  managers  and  the  need  for 
continuous  education  and  training  in  the  entire  process. 


16.73  Senior  management  should  reinforce  the  Department's  commitment  to 

the  work  program  system  as  an  essential  ingredient  in  the  system  of  budgetary 
control  by  insisting  that  work  programs  be  prepared  in  a  manner  that  will  ensure 
compliance  with  the  system's  purpose. 
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16.7*  Challenge  and  review  of  work  programs.     To     date,     there     has     not 

generally  been  any  formal  or  effective  detailed  review  and  challenge  of  work 
programs  by  senior  managers  before  approval  by  an  Assistant  Deputy  Minister. 

16.75  Challenge   committees   should   be   established  under   each   Assistant 

Deputy  Minister  to  review  work  programs  in  detail,  and  financial  officers  assigned 
to  programs  should  be  members  of  these  committees. 


Control  over  Operations  and  Activities 

16.76  Time-phasing  of  operating  budgets.  Operating  budgets  are  normally 
prepared  on  an  annual  basis  only,  and  no  consideration  is  given  to  the  expected 
timing  of  the  expenditure  or  output.  An  implicit  assumption  is  that  all  expenses 
and  outputs  accrue  evenly  over  the  year.  In  fact,  many  types  of  expenditures  and 
outputs  do  not  accrue  evenly  throughout  the  year,  but  have  predictable  months  of 
concentration.  If  budgets  are  not  time-phased,  comparisons  during  the  year  of 
planned  and  actual  expenditures  and  outputs  may  be  misleading. 

16.77  Operating  budgets  should  be  prepared  by  month  or  quarter,  so  planned 
and  actual  results  can  be  compared  and  changes  in  anticipated  spending  patterns 
can  be  detected  immediately. 

16.78  Accountability  for  results.  Jobs  and  anticipated  results  proposed  in 
work  programs  are  approved  in  advance  by  managers  who  also  approve  changes  in 
these  programs.  Although  there  is  a  formal  mid-term  review  managers  are  not 
required  to  report  formally  once  a  year  on  the  results  or  to  explain  differences 
between  the  actual  and  anticipated  results. 


16.79  Responsibility  Centre  Managers  should  be  required  to  report  at  least 

annually  on  the  results  produced  by  each  of  the  jobs  included  in  their  work 
programs  and  to  explain  differences  between  actual  and  anticipated  results. 
Summarized  versions  of  these  reports  would  provide  a  useful  means  for  Assistant 
Deputy  Ministers  to  report  to  the  Deputy  Minister. 


16.80  Independent  program  review.    The  work  program  system  has  now  been 

in  operation  for  several  years.  Managers  are  required  to  go  to  great  lengths  to 
analyse  the  expected  activities  of  their  branches  into  jobs,  to  identify  the 
anticipated  results  of  the  jobs,  to  assess  the  costs  of  producing  the  results  of  those 
jobs,  and  finally  to  assign  priorities  to  the  jobs  in  the  context  of  the  instructions 
received  from  the  Assistant  Deputy  Minister  responsible  for  the  branch.  However, 
to  date  there  has  been  no  subsequent  independent  check  by  any  group  within  the 
Department  to  ensure  that  branches  are  expending  resources  on  the  jobs  outlined 
in  the  work  programs  or  that  departures  from  plans  are  authorized. 
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16.81  A  program  review  process  should  be  instituted  by  internal  audit  to 

ensure  that  branches  are  expending  resources  for  the  purposes  indicated  when 
budgets  were  approved. 


Financial  Reporting 


Introduction 


16.82  Departmental  financial  transactions  may  be  recorded  in  as  many  as 

three  separate  financial  systems.  In  addition  to  the  reports  provided  by  the 
Department  of  Supply  and  Services,  the  Department  maintains  its  own  Financial 
Management  Reporting  System  and  many  branches  within  the  Department 
maintain  supplementary  manual  accounting  records.  The  Financial  Services 
Branch  retains  the  Department  of  Supply  and  Services  reports  which  are  not 
distributed  elsewhere  in  the  Department.  Except  for  standard  salary  and  detailed 
commitment  data,  identical  expenditure  data  are  put  into  the  Department  of 
Supply  and  Services  system  and  into  the  internal  system.  The  two  systems  are 
reconciled  on  a  regular  basis.  Branch  records  may  include  simple  travel 
expenditure  logs  or,  in  some  cases,  detailed  information  on  expenditures  and 
commitments  which  often  duplicates  data  in  Financial  Services  Branch  records. 


Scope 

16.83  We  examined  the  systems  of  financial  reporting  as  an  integral  part  of 

our  audit  of  the  Department  for  the  1977-78  fiscal  year.  Our  review  was  designed 
to  assess  the  adequacy  of  these  systems  as  important  elements  of  the  management 
control  system  with  particular  attention  being  given  to  the  internal  Financial 
Management  Reporting  System.  We  also  reviewed  the  extent  of  duplication 
between  this  system,  the  central  Department  of  Supply  and  Services  reporting 
system  and  branch  accounting  systems.  We  reviewed  these  systems  by  analysing 
the  reports  produced  by  the  Financial  Management  Reporting  System  and  by 
interviews  with  departmental  personnel.  We  did  not  examine  external  reporting  in 
the  Public  Accounts  of  Canada. 


General  Assessment 

16.84  The  Department  has  developed  a  reasonably  timely  internal  financial 

reporting  system  that  reports  expenditures  and  some  commitments  on  a  monthly 
basis.  Its  effectiveness  could  be  improved  if  financial  information  were  accounted 
for  and  reported  on  the  same  basis  as  work  programs  are  prepared.  An  effective 
variance  analysis  system  is  required.  The  existence  of  a  number  of  unofficial 
branch  accounting  systems,  the  changes  required  in  the  central  accounting  system, 
and  our  interviews  with  various  users  of  financial  reports  lead  us  to  conclude  that 
there  should  be  a  comprehensive  review  of  the  financial  reporting  requirements  of 
responsibility  centre  managers. 
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Basis  of  Reporting 

16.85  Current   monthly  financial  reports  show  objects  of  expenditures  for 

each  responsibility  centre.  However,  operating  budgets  prepared  as  part  of  the 
work  program  system  are  prepared  for  "jobs",  of  which  there  may  be  several  in  a 
given  responsibility  centre.  Since  actual  expenses  are  not  reported  by  job,  it  is 
difficult  to  make  a  meaningful  comparison  between  budgeted  and  actual  data. 
This  inadequacy  reduces  the  accountability  of  managers  since  actual  results 
cannot  be  compared  to  the  budget  in  which  plans  were  stated  and  on  which 
approval  was  given.  Part  of  the  solution  may  be  to  redefine  jobs  in  the  budget 
preparation  phase,  so  levels  of  activity  are  identified  and  budgets  prepared  for 
which  actual  costs  can  be  identified  and  reported. 


16.86  To  ensure  that  work  programs  represent  an  effective  control  mechan- 

ism, actual  costs  should  be  captured  and  reported  on  the  same  basis  as  work 
programs  are  prepared. 


Reporting  Performance  Measures 

16.87  Performance  measurement  systems  are  being  developed  for  a  number 
of  the  Department's  activities.  However,  program  outputs  have  not  been 
incorporated  in  monthly  financial  reports.  By  comparing  actual  outputs  to  planned 
outputs,  when  comparing  actual  to  budgeted  expenditures,  the  Department  could 
determine  what  has  been  accomplished  for  the  dollars  spent,  and  to  what  extent 
results  differ  from  plans.  This,  in  turn,  could  indicate  the  magnitude  of  any 
problem  that  may  exist  and  what  corrective  action  is  required. 

16.88  Actual  program  outputs  should  be  reported  in  relation  to  planned 
outputs  to  assess  whether  objectives  are  being  met  and  to  facilitate  corrective 
action. 


Use  of  Financial  Reports 

16.89  Reporting  to  the  Management  Committee.        Periodically,      generally 

quarterly,  the  Director  General,  Finance  and  Administration,  submits  a  report 
called  the  "Departmental  Forecast"  to  the  Management  Committee.  Prepared 
within  the  Financial  Services  Branch,  this  report  contains  explanations  of 
projected  year-end  variances  based  on  spending  patterns  and  discussions  with 
managers  if  there  is  some  uncertainty  as  to  the  cause  of  a  variance.  Although 
individual  managers  are  responsible  for  their  budgets,  they  do  not  have  the 
primary  responsibility  for  explaining  variances.  Comparison  of  budgeted  and 
actual  expenditures  and  outputs,  and  comprehensive  variance  analysis  explaining 
the  causes  of  departure  from  plan,  are  essential  elements  of  financial  manage- 
ment and  control.  Only  through  such  procedures  can  problems  be  identified  on  a 
timely  basis  and  appropriate  corrective  action  taken  where  necessary. 
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16.90  A  variance  analysis  system  should  be  developed  requiring  managers  to 

explain  significant  variances  in  actual  costs  and  outputs  from  the  budget. 


16.91  Communication.  Users    of    reports    should    understand    the    types   of 

information  they  contain  and  any  limitations  (such  as  cutoff  dates)  that  reports 
might  have.  Our  interviews  with  line  managers  disclosed  that  in  many  cases  they 
do  not  understand  centrally  produced  reports  and  in  some  cases  do  not  use  them. 


16.92  Training  in  the  use  and  interpretation  of  financial  reports  should  be  a 

vital  element  in  the  orientation  of  new  managers  and  in  refresher  courses  for 
existing  managers. 


Commitment  Reporting 

16.93  A  recent  departmental  study  on  the  financial  reporting  system  stated 

that  the  commitment  data  now  reflected  in  monthly  reports  represent  only  ^0%  of 
the  possible  outstanding  commitments  at  any  month-end.  As  a  result  of  the 
unreliability  of  centrally  produced  commitment  data,  branches  also  maintain 
commitment  records,  and  these  manual  records  are  the  ones  branch  officials 
generally  rely  on  when  certifying  under  Section  25  of  the  Financial  Administration 
Act.  Furthermore,  Financial  Services  Branch  officials  frequently  telephone  the 
branch  for  information  from  these  records  before  certifying  under  Section  26  of 
the  Financial  Administration  Act. 


16.94  Changes  being  developed  in  the  computerized  system  include  major 

revisions  in  the  method  of  recording  and  reporting  commitment  data.  An 
effective  budgetary  control  system  would  reduce  the  necessity  for  a  comprehen- 
sive commitment  reporting  system.  In  the  interim,  it  may  be  feasible  for 
Financial  Services  Branch  to  discontinue  its  input  of  commitment  data,  since  its 
records  are  currently  not  relied  on. 


16.95  Action   to   improve   the  centralized  commitment  accounting  system 

should  be  continued.     Once  it  is  operational,  the  maintenance  of  commitment 
records  within  branches  should  be  strongly  discouraged  by  senior  management. 


Electronic  Data  Processing 


Introduction  and  Scope 

16.96  The  Department's  in-house  computer  hardware  consists  of  a  medium- 

size  mini-computer,  an  intelligent  data-entry  system  and  numerous  terminals  of 
both  the  remote  batch  and  interactive  types.  The  Department  does  not  have  a 
large  scale  computer  for  data  processing,  and  computer-based  data  are  processed 
largely  at  service  bureaus. 
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16.97  This  segment  of  our  audit  included  the  examination  of  the  Management 

Systems  Division,  its  current  practices  and  future  plans,  and  the  controls  and 
procedures  for  processing  financial  information  within  the  Financial  Services 
Branch.  In  addition,  we  reviewed  and  evaluated  the  two  main  financial 
applications,  the  Financial  Management  Reporting  System  and  the  Grants,  Loans 
and  Contributions  System. 


General  Assessment 

16.98  Our  examination  disclosed  a  number  of  areas  where  improvement  could 

be  made.     Senior  Electronic  Data  Processing  management  is  aware  of  many  of 
these  inadequacies  and  plans  corrective  action. 


Long-Term  Planning 

16.99  Effective  control  over  Electronic  Data  Processing  operations  requires 

close  direction  by  senior  management.  This  direction  can  most  appropriately  be 
provided  by  an  Electronic  Data  Processing  steering  committee  comprised  of 
executive  officers  of  the  Department.  At  present  the  Department  has  no  such 
committee  or  any  other  form  of  executive  direction  over  Electronic  Data 
Processing. 


16.100  The  Department  should  create  an  executive  Electronic  Data  Pro- 
cessing steering  committee  to  approve  annual  and  long-range  plans  and  to 
determine  and  establish  priorities  for  the  Department's  Computer  Processing 
activities. 


Security  Clearance 

16.101  A    Treasury    Board    directive    requires    security    clearance    for    any 

Electronic  Data  Processing  facility  involved  in  processing  classified  data.  We 
have  been  informed  that  a  security  clearance  report  has  not  been  completed  for 
the  service  bureaus  the  Department  uses. 


16.102  Senior  officials  of  the  Department  should  inform  Department  of  Supply 
and  Services  that  security  clearance  has  not  been  obtained  for  the  service  bureaus 
processing  its  data  and  that  one  should  be  completed  as  soon  as  possible  to  ensure 
the  confidentiality  of  information. 


Back-Up  Facilities 

16.103         No  formal  procedures  cover  off-premise  storage  of  computer  program 
libraries,  disc  or   tape  master   files,  critical  data  and  transaction  files,  or  for 
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systems  documentation.  The  service  bureaus  do  back  up  some  programs 
automatically  and  retain  some  of  the  tape  files,  while  other  tape  files  are 
currently  stored  at  the  Department. 


16.104  Procedures  for  off-premises  storage  should  be  formalized,  imple- 
mented and  enforced.  These  procedures  should  encompass  all  critical  machine- 
readable  files,  instructions,  standards  manuals  and  other  critical  documentation. 


16.105  During  our  review,  we  noted  that  there  is  no  computer  equipment  back 

up  plan  to  cover  the  possibility  that  existing  facilities  are  unable  to  function. 


16.106         The  Department  should  develop  a  computer  equipment  back  up  plan  to 
encompass  all  processing  facilities,  equipment,  files  and  documentation. 


Documentation  of  Systems  and  Programs 

16.107  The  Management  Systems  Division  reference  manual  is  incomplete  and 

out  of  date.  It  does  not  contain  procedures  for  production  control,  computer  room 
access,  job  scheduling  or  data  conversion.  The  standards  and  instruction  manuals, 
flowcharts  and  documentation  binders  we  reviewed  were  also  incomplete  and  out 
of  date.  Proper  documentation  of  systems,  clerical  routines,  programs  and 
procedures  is  essential  to  facilitate  changes  in  the  system,  user  and  system  group 
understanding  and   new  employee  training. 


16.108         Projects  to  update  existing  systems  documentation  and  procedures 
manuals  should  be  completed  and  compliance  should  be  enforced. 


Physical  Control  over  Programs  and  Documentation 

16.109  Documentation  for   the   Management   Services   Division  systems  and 

programs  is  scattered  throughout  the  Division,  controlled  by  the  individual  who 
developed  or  assumed  responsibility  for  it.  The  operations  group  controls  some  of 
the  computer  program  libraries  while  various  project  leaders  and  their  staffs 
control  others. 


16.110         All  programs,  systems  and  program  documentation  should  be  under  the 
control  of  a  librarian. 
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Segregation  of  Duties 

16.111  There  is  inadequate  segregation  of  duties  for  the  functions  of  Data 
Base  Administration,  Development  Programming,  Maintenance  Programming, 
Quality  Assurance,  Program  Librarian,  Operations  and  Data  Control,  particularly 
in  the  Financial  Systems  group  of  the  Management  Services  Division.  The  plan  of 
organization  in  the  Division  should  place  a  high  degree  of  importance  on  the 
segregation  of  duties  due  to  the  concentration  of  the  processing  function  in  one 
area.  The  arrangement  of  duties  must  provide  the  framework  within  which  the 
methods  and  procedures  will  operate  to  ensure  the  safeguarding  of  assets  and  the 
reliability  of  records. 

16.112  To  provide  more  effective  internal  control,  responsibility  for  certain 
closely  related  functions  in  the  Management  Systems  Division  should  be 
adequately  segregated,  particularly  in  the  area  of  Financial  Systems. 

User  Participation 

16.113  The  Department's  Administrative  Manual  contains  procedures  requiring 
the  involvement  of  user  groups  in  Electronic  Data  Processing  activities.  Our 
review  indicated  that  user  participation  in  Electronic  Data  Processing  activities  is 
inadequate  and  that  user  groups  are  not  formally  approving: 

changes  in  programs  and  systems; 

the  acceptance  of  a  system;  and 

the    continuation    of    a    project    at    each    major    phase    of    its 
development  process. 

In  addition  users  are  not  participating  in  testing  new  or  changed  systems  or  in 
performing  a  system  test  of  the  non-Electronic  Data  Processing  portion  of  a 
developed  or  changed  system. 

16.114  Procedures  in  the  Department's  Administrative  Manual  relating  to  user 
group  involvement  in  Electronic  Data  Processing  activities  should  be  complied 
with  and  enforced. 


Grants  and  Contributions 

Introduction  and  Scope 

16.115  Grants  and  contribution  payments  represent  over  60%  of  the  estimated 

total  expenditures  of  the  Department  for  1977-78.  In  this  segment  of  our 
examination  we  selected  the  following  four  major  programs,  which  account  for 
approximately  54%  of  the  estimated  grants  and  contributions: 
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Enterprise  Development  Program ; 
Two-Price  Wheat  Act,    1974-5-6,  c.  54  ; 
Grain  Hopper  Cars ;  and 
Shipbuilding  Industry  Assistance  Program. 


Enterprise  Development  Program 

16.116  The  Enterprise  Development  Program,  a  major  financial  activity  of  the 

Department,  came  into  existence  in  April  1977  and  consolidated  seven  of  the 
existing  assistance  programs.  The  basic  objective  is  to  improve  the  viability  and 
international  competitiveness  of  eligible  Canadian  manufacturing  and  processing 
firms.  It  provides  assistance,  within  the  indicated  ceilings,  to  Canadian  companies 
in  the  form  of: 

contributions  towards  the  costs  of  eligible  projects  where  the 
project  represents  a  significant  burden  on  the  resources  of  the 
firm  ($26  million  for  1977-78); 

guarantees  of  repayment  ("loan  insurance")  of  up  to  90%  of  loans 
made  by  lending  institutions  to  approved  firms  which  cannot 
obtain  debt  financing  on  reasonable  terms  and  conditions  on  their 
own  (not  to  exceed  $250  million);  and 

direct  loans  to  firms  in  the  Footwear  and  Tanning  Industry  ($6 
million  for  1977-78). 


16.117  The  Enterprise  Development   Branch  of  the  Department  administers 

the  program  on  behalf  of  the  Enterprise  Development  Board,  whose  members  are 
appointed  from  the  private  and  public  sectors.  Regional  Boards  have  also  been 
established  in  each  province,  with  authority  to  provide  assistance  of  up  to 
$200,000  per  company. 


16.118  General  assessment.  Our  examination  disclosed  a  number  of  serious 
problems  and  weaknesses  in  the  Program's  system  of  financial  management  and 
control.  Although  certain  problems  may  be  attributable  to  the  newness  of  the 
Program,  many  weaknesses  were  inherited  from  the  predecessor  programs.  In 
particular,  immediate  action  is  required  to  resolve  the  issues  and  problems 
associated  with  the  significant  refundable  contributions  outstanding  under  the 
Program  for  Advancement  of  Industrial  Technology  (PAIT)  I. 
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16.119  Financial  analysis  of  applications  to  regional  boards.  Financial  viabil- 
ity of  a  company  is  a  key  prerequisite  for  assistance,  particularly  a  request  for 
loan  insurance.  At  the  central  level,  the  Program  Analysis  Group  assesses  the 
financial  viability  of  an  applicant.  At  regional  offices,  regional  project  officers, 
who  are  not  necessarily  required  to  have  training  and  competence  in  financial 
analysis,  assess  the  applications. 


16.120  The  Department  has  recognized  the  problems  that  can  result  from 
financial  analysis  of  regional  submissions  by  untrained  analysts  and  has  obtained 
Treasury  Board  approval  for  an  additional  20  man-years  for  the  1978-79  fiscal  year. 
We  were  informed  that  about  half  of  these  man-years  will  be  utilized  for  financial 
analysts  in  the  regional  offices.  Until  these  positions  are  filled  and  the  additional 
staff  trained,  lower  standards  of  financial  analysis  increase  the  risk  of  loss. 

16.121  Until  suitable  trained  financial  analysts  are  on  site  at  each  regional 
office,  the  Program  Analysis  Group  should  monitor  the  financial  analyses  at  each 
regional  office. 


16.122  Control  over  PAIT  I  repayable  contributions.  PAIT,  one  of  the  seven 
programs  consolidated  into  the  Enterprise  Development  Program,  was  approved  by 
Cabinet  in  1965.  Under  the  initial  program  (PAIT  I)  which  terminated  in  1970,  the 
Department  funded  a  portion  of  a  company's  costs  on  approved  research  projects, 
with  the  provision  that  the  contribution  would  be  repaid  with  interest  should  the 
results  be  exploited  commercially.  After  completion,  the  Department  and  the 
company  asessed  the  technical  success  and  commercial  viability  of  the  project.  If 
deemed  successful  and  exploitable,  the  Department  negotiated  a  repayment 
agreement  with  the  company  covering  terms  and  interest  rates.  On  unsuccessful 
projects,  it  signed  a  termination  agreement  releasing  the  company  from 
repayment  liability. 

16.123  Under  the  PAIT  I  program,  200  projects  were  funded  for  $23.4  million. 
The  Department's  analysis  of  these  projects  indicated  that  68  have  terminated 
($4.4  million),  21  have  been  fully  repaid  ($1.0  million),  10  recipients  are  bankrupt 
($1.3  million),  43  have  signed  repayment  agreements  but  have  not  fully  repaid 
($10.2  million)  and  the  repayment  status  of  58  projects  is  not  resolved  ($6.5 
million).  Approximately  $5  million  of  unpaid  interest  is  outstanding  on  projects 
with  repayment  agreements. 

16.124  Administration  and  control  of  the  PAIT  I  program  have  not  been 
effective  in  ensuring  the  maximum  repayment  of  contributions  to  the  Department 
on  a  timely  basis.   This  is  evidenced  by  the  lack  of: 

negotiated  repayment  or  termination  agreements  with  58  reci- 
pients even  though  the  program  terminated  eight  years  ago; 
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independent   verification  of  sales  data  reported  by  companies 
with  repayment  agreements;  and 

systematic  monitoring  of  the  sales  of  companies  which  have  yet 
to  negotiate  repayment  agreements. 


16.125  Although  the  Department  has  not  acted  recently  to  resolve  individual 

case  problems,  it  has  started  to  examine  possible  alternatives  for  dealing  with 
outstanding  amounts  under  the  terminated  program.  One  alternative  under 
consideration  is  to  recommend  that  the  Government  cancel  all  or  part  of  the 
repayment  obligations  of  these  companies.  Twice  in  recent  years,  the  Treasury 
Board  rejected  plans  involving  forgiveness  of  potentially  refundable  amounts  under 
this  program.  The  Department,  however,  has  chosen  to  address  these  broader 
policy  questions  before  undertaking  further  negotiations  with  assisted  companies. 
Although  this  is  understandable,  the  Department's  problems  with  the  program's 
administration  and  the  impact  on  the  financial  structure  of  companies  facing 
repayment  are  such  that  positive  and  prompt  action  is  required  at  senior  levels. 
Resolution  of  these  problems  should  be  given  immediate  priority. 


16.126  Senior  officials  of  the  Department  should  ensure  that  potential 
recoveries  under  the  PAIT  I  program  are  analysed,  policy  issues  are  resolved,  and 
negotiations  with  all  assisted  companies  are  concluded  as  quickly  as  possible. 


16.127  Holdback  liability.   Companies  receiving  assistance  under  the  Enter- 

prise Development  Program  submit  progress  claims  as  they  spend  funds  on  their 
respective  projects.  Progress  claims  up  to  90%  of  the  agreed  assistance  are  paid 
routinely,   but  the  final  10%  is  not  paid  until: 

the  project  is  completed  or  terminated; 

a  final  claim  certified  by  the  company's  external  auditors  is 
received;  and 

the  Department  has  reviewed  the  procedures  of  the  external 
auditors  or  performed  any  additional  verification  considered 
necessary. 


16.128  Progress  claims  exceeding  90%  are  not  paid  but  are  recorded  in  a 

holdback  liability  account  until  the  three  conditions  noted  above  are  satisfied. 
The  financial  system  does  not  produce  regular  reports  on  the  holdback  account.  A 
report  in  January  1978  listed  all  projects  and  amounts  credited  to  the  holdback 
account  but  gave  no  indication  as  to  how  long  they  had  been  in  that  status.  In 
January  1978,  the  holdback  account  amounted  to  approximately  $3.5  million, 
representing  at  least  $35  million  of  disbursements.  Many  holdbacks  date  back 
several  years;  in  fact,  our  test  sample  showed  that  one,  amounting  to  $58,180,  has 
been  in  the  account  since  October  1973  and  another  amounting  to  $100,000  since 
October  1974. 
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16.129  A  regular  report,  prepared  on  an  aged  basis,  would  provide  a  useful 

starting  point  to  control  the  number  and  amount  of  projects  credited  to  the 
holdback  account.  Such  a  report  would  provide  a  basis  for  instituting  follow-up 
action  with  companies  to  determine  the  status  of  the  project,  particularly  one 
that  has  been  in  holdback  for  a  long  time. 


16.130         All  projects  in  the  holdback  liability  account  should  be  reviewed  and 
followed  up  and  appropriate  reports  prepared  for  senior  management. 


16.131  Audits  of  contributions.  Present  procedures  do  not  ensure  that  all 
PAIT  projects  will  be  subject  to  audit.  For  example,  if  a  company  does  not  submit 
a  final  claim  signed  by  an  external  auditor,  the  Department  does  not  carry  out  an 
audit.  If  the  Department  is  encountering  difficulty  in  obtaining  the  external 
auditor's  certification  of  costs,  it  would  seem  that  the  project  should  be  a  prime 
candidate  for  an  audit. 

16.132  Appropriate  criteria  should  be  developed  for  selecting  and  timing 
audits  of  contributions  under  this  program. 

16.133  Disclosure  to  Parliament  of  loan  insurance  activities.  We  did  not  assess 
in  detail  the  adequacy  of  the  financial  disclosure  in  the  Estimates  and  Public 
Accounts,  but  our  review  did  provide  a  prime  example  of  a  situation  where  these 
documents  could  have  presented  more  complete  information  to  Parliament. 


16.134  Although  the  loan  insurance  segment  of  the  Enterprise  Development 

Program  constitutes  a  major  financial  activity,  the  Estimates  and  the  Public 
Accounts  disclose  little  information  about  it.  The  Estimates  do  not  show  the 
amount  of  loan  insurance  to  be  approved  during  the  year,  anticipated  premium 
revenue,  losses  expected,  contingent  liabilities  or  number  of  contracts  written. 
The  outstanding  contingent  liability  for  loan  insurance  at  March  31  each  year  is 
shown  in  the  Contingent  Liabilities  Table  in  Volume  I  of  the  Public  Accounts  (page 
10-101  in  1976-77  showed  a  contingent  liability  of  $68,418,301).  Losses  are 
charged  to  the  Consolidated  Revenue  Fund  under  Section  22  of  the  Financial 
Administration  Act  and  premium  revenue  is  credited  to  "Miscellaneous  Revenue". 
Neither  revenues  nor  losses  are  identified  with  the  loan  insurance  program  in  the 
Public  Accounts.  Disclosure  of  authorized  ceilings,  premium  revenues  and  losses 
for  the  year  in  the  Estimates  and  Public  Accounts  would  provide  more  complete 
information  for  Parliament  to  assess  the  impact  of  the  Program.  Under  present 
procedures,  no  information  would  be  presented  in  the  Estimates  unless  the 
Department  was  requesting  a  change  in  the  Program. 


16.135  The  Department  should  discuss  with  the  Treasury  Board  Secretariat 
and  the  Office  of  the  Comptroller  General  improved  disclosure  of  the  financial 
operations  of  the  loan  insurance  program  in  the  Estimates  and  the  Public 
Accounts. 
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Grains  and  Oilseeds 


16.136  Introduction  and  scope.  Our  examination  comprised  a  review  of  the 
two  major  segments  of  the  Grains  and  Oilseeds  program  involving  payments  under 
the  Two-Price  Wheat  Act  and  payments  for  the  purchase  of  hopper  cars. 


16.137  Payments    under    the    Two -Price   Wheat    Act   represent   subsidies  to 

Canadian  consumers  and  to  producers.  The  Act  ensures  that  Canadian  consumers 
pay  no  more  than  $3.25  a  bushel  for  wheat  (or  $5.75  for  durum)  and  guarantees  a 
subsidy  to  Canadian  producers  of  the  difference  between  these  prices  and  the 
average  export  prices,  with  an  upper  limit  of  $1.75  a  bushel.  The  1977-78 
Estimates  and  Supplementary  Estimates  allocated  $19.1  million  to  this  program. 
Approximately  86%  of  all  payments  for  1977-78  were  made  to  the  Canadian  Wheat 
Board  on  behalf  of  Western  and  Prairie  provinces.  The  Ontario  Wheat  Producers' 
Marketing  Board  accounts  for  a  further  13%,  the  remainder  going  to  Quebec  and 
Maritime  producers. 


16.138  The  Hopper  Car  Purchase  Program  was  set  up  primarily  to  move  wheat 
more  efficiently  in  Western  Canada  and  also  to  aid  the  slumping  rail  car  industry. 
Since  1973,  6,000  hopper  cars  have  been  delivered  to  the  two  major  Canadian 
railway  companies  at  a  cost  of  $137  million.  Payments  for  the  cars  have  been 
made  from  contributions  by  the  Department  to  the  Canadian  Wheat  Board. 

16.139  General  assessment.  Grants  and  contribution  payments  under  the  Two- 
Price  Wheat  Act  and  the  Hopper  Car  Program  are  funded  by  the  Department  but 
administered  by  others.  The  Department  relies  on  systems  of  financial  control 
used  by  the  other  parties  involved.  This  reliance  exists  even  though  appropriate 
steps  have  not  been  taken  to  formalize  the  delegation  of  authorities  and 
responsibilities.  Documented  means  need  to  be  established  to  ensure  that 
essential  aspects  of  financial  management  and  control  are  neither  duplicated  nor 
overlooked. 


16.140  Documentation  of  responsibilities,  authorities  and  procedures.  The  two 

programs  typify  several  of  the  grants  and  contributions  in  the  Grains  and  Oilseeds 
Program  in  that  the  Department  acts  as  the  funding  agency  and  other  government 
departments  or  agencies  administer  them.  Department  officials  are  of  the  opinion 
that  the  Canadian  Wheat  Board  should  not  be  viewed  as  an  arms-length  party. 
They  believe  that  since  it  is  more  efficient  and  practical  for  the  Canadian  Wheat 
Board  to  establish  proper  systems  of  financial  control,  the  Department  and  the 
Canadian  Wheat  Board  should  formally  agree  to  this  course  of  action. 
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16.141  The  existing  documentation  and  the  evidence  of  financial  control  is 

very  informal.  Although  the  Department's  opinion  about  the  role  of  the  Canadian 
Wheat  Board  may  be  appropriate,  the  responsibilities,  authorities  and  procedures 
involved  in  administering  the  program  are  not  clearly  defined  or  formally 
documented.  Present  practices  could  lead  to  the  duplication  or  omission  of 
certain  essential  aspects  of  financial  control. 


16.142  A  memorandum  of  understanding  should  be  prepared  defining  the 
responsibilities,  duties,  delegations  of  authority  and  detailed  operating  procedures 
of  all  parties  involved  in  administering  grants  and  contributions  under  the  Grains 
and  Oilseeds  Program.  Special  emphasis  should  be  placed  on  all  aspects  of 
financial  management  and  control. 


16.143  Payments  to  provincial  wheat  boards.   Although     we    believe    that    a 

degree  of  reliance  could  be  placed  on  the  Canadian  Wheat  Board's  system  of 
financial  control,  this  is  not  necessarily  true  of  provincial  wheat  boards.  For 
example,  the  documentation  provided  by  the  Canadian  Wheat  Board  includes  a 
certificate  from  their  independent  auditors  that  the  figures  reported  on  the 
invoices  are  in  accordance  with  the  Canadian  Wheat  Board  records.  The  Quebec 
figures  are  certified  through  confirmation  of  bushels  with  millers  purchasing  the 
wheat.  However,  there  is  no  similar  verification  from  the  Ontario  Wheat 
Producers' Marketing  Board  or  the  Nova  Scotia  Wheat  Producers'  Marketing  Board. 


16.144  The  Department  should  reconsider  the  basic  nature  of  its  relationship 
with  the  various  provincial  wheat  boards  and  develop  an  appropriate  system  for 
verifying  figures  they  report. 


16.145  Audit  of  contributions.  An  Agreement  of  Acknowledgement  and  Under- 

taking signed  by  the  Canadian  Wheat  Board  indicates  that  the  records  prepared  by 
the  Board  for  the  Hopper  Car  Program  are  open  for  departmental  inspection.  To 
date  the  Department  has  not  conducted  an  audit  of  these  records. 


16.146  The  Department  should  request  the  Canadian  Wheat  Board  to  prepare 
an  annual  accounting  of  contributions  and  their  disposition  and  that  this 
accounting  be  subject  to  audit  by  the  external  auditors  of  the  Canadian  Wheat 
Board.  The  auditors  should  formally  report  to  the  Deputy  Minister  of  the 
Department  on  the  results  of  their  examination. 


16.147  Section    10(3)  of   the   Two -Price  Wheat   Act  gives  the   Minister  the 

authority  to  inspect  the  records,  books,  accounts  and  vouchers  of  every  miller, 
processor,  manufacturer,  dealer  or  other  person  in  Canada  who  purchases  wheat 
for  human  consumption  in  Canada.  We  understand  that  regular  financial  audits 
are  not  undertaken  on  either  the  records  of  the  millers  or  the  records  of  the 
individual  wheat  boards  by  delegates  of  the  Department. 


377 


Department  of  Industry,  Trade  and  Commerce 


16.148  In  view  of  the  significance  of  grants  and  contributions  payments  under 
this  program  and  the  reliance  being  placed  on  effective  systems  of  financial 
control  in  the  boards,  the  Department  should  undertake  regular  audits  at  both  the 
miller  and  the  board  levels.  These  audits  might  be  arranged  in  such  a  way  that 
there  is  participation  by  either  the  external  or  internal  auditors  of  the  respective 
wheat  boards. 

Shipbuilding  Industry  Assistance  Program 


16.149  Introduction  and  scope.  The  objective  of  the  program  is  to  support  the 

Canadian  shipbuilding  industry  by  subsidizing  the  cost  of  constructing  vessels  for 
Canadian  or  foreign  registry.  The  program  aims  at  promoting  efficiency  in  ship 
construction  by  helping  to  maintain  a  constant  production  level.  It  was  estimated 
that  $65  million  in  subsidies  would  be  distributed  to  Canadian  shipbuilders  under 
this  program  in  the  year  ended  March  31,  1978. 


16.150  Our  examination  comprised  a  review  of  12  current  subsidy  contracts 

representing  at  the  time  90%  of  all  Shipbuilding  Industry  Assistance  Program 
expenditures  for  the  year. 


16.151  Inadequate  financial  reviews.  The  Project  Analysis  Group  of  the 
Enterprise  Development  Branch  performs  a  financial  review  of  the  shipbuilder 
involved  before  any  decision  on  whether  to  grant  a  subsidy.  The  purpose  is  to 
ensure  in  advance  that  the  shipbuilder  has  the  financial  capability  to  undertake 
the  work. 


16.152  The   checklist   used   by   the   Project   Analysis   Group  during  financial 

reviews  does  not  provide  for  standard  financial  review  procedures.  For  example, 
it  does  not  require  financial  statements,  specify  satisfactory  financial  ratios,  or 
address  the  issue  of  financial  forecasts. 


16.153         Financial  review  procedures  should  be  standardized  to  ensure  consis- 
tency and  completeness  in  the  financial  review  of  all  applications  by  shipbuilders. 


16.154  Limitation  of  commitment  authority.   The  Director  of  the  Transporta- 

tion Industries  Branch  signs  under  Section  25  of  the  Financial  Administration  Act 
to  commit  the  Department  to  expenditures  under  the  Shipbuilding  Industry  Assistance 
Program.  He  also  signs  the  formal  subsidy  agreement  with  the  shipbuilders. 
During  the  current  year,  he  signed  one  certification  which  committed  the 
Department  to  disburse  funds  of  $45  million  to  a  single  applicant.  In  spite  of  the 
size  of  this  commitment,  no  other  signature  was  necessary  to  bind  the  Department 
to  the  agreement.  Considering  the  significance  to  the  Department  of  the  amount 
involved  in  this  single  commitment,  one  must  question  the  reasonableness  of  the 
extent  to  which  authority  was  delegated  in  this  instance. 
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16.155         Major  commitments  should  be  signed  by  the  Assistant  Deputy  Minister 
responsible  for  the  Shipbuilding  Industry  Assistance  Program. 


Promotional  Projects  Branch  -  Fee  Revenue 


Unauthorized  Charging  of  Fees 

16.156  The  Department  participates  on  behalf  of  the  Canadian  Government  in 

trade  fairs  in  foreign  countries,  organizes  trade  missions  and  sponsors  trade 
visitors  to  Canada.  It  assesses  a  fee  to  each  company  participating  in  a  trade  fair, 
based  primarily  on  the  floor  space  which  the  company  anticipates  occupying.  This 
performance  fee  is  charged  so  that  if  the  company  withdraws,  the  Department 
will  recover  some  of  the  costs  it  incurred.  Fees  of  about  $250,000  collected  each 
year  are  recorded  temporarily  in  a  suspense  account  rather  than  being  credited 
immediately  to  non-tax  revenue. 


16.157  Section  13  of  the  Financial  Administration  Act  empowers  the  Governor 

in  Council,  on  the  recommendation  of  the  Treasury  Board,  to  prescribe  fees  and 
charges  for  services  or  to  authorize  Ministers  to  prescribe  fees  and  charges  for 
programs.  In  order  to  obtain  this  latter  authority,  departments  are  required  to 
submit  to  the  Treasury  Board  a  proposed  scheme  under  which  their  Minister  would 
set  fees  and  charges.  The  Department  has  not  obtained  the  necessary  approval  for 
charging  these  fees. 


16.158  The    Department   should   immediately   prepare   a  submission   to   the 

Treasury  Board  to  obtain  authority  for  continuing  to  charge  fees  to  participants  in 
trade  fairs. 


Unauthorized  Spending  of  Receipts 

16.159  As  part  of  its  assistance,  the  Department  reimburses  a  portion  of  the 

air  fare  incurred  by  company  officials  travelling  to  trade  fairs  and  subsidizes  the 
transportation  of  exhibits  and  equipment.  It  pays  these  reimbursements  out  of  the 
suspense  account  referred  to  above. 


16.160  Section  11  of  the  Financial  Administration  Act  requires  that  all  public 

money  received  be  deposited  to  the  credit  of  the  Receiver  General.  However, 
Section  14  of  the  Financial  Administration  Act  permits  money  received  "as  a 
deposit  to  ensure  the  doing  of  any  act  or  thing"  to  be  held  or  disposed  of  by  the 
department  concerned. 
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16.161  The  Department  holds  these  fees  in  suspense  and  spends  a  portion  of 

them  because  it  believes  that  they  fall  under  Section  14.  The  present  situation  is 
confusing  and  is  a  potential  problem  area  as  the  purpose  and  use  of  the  fees  is  not 
clearly  defined  and  authorized. 


16.162  The  Department  should  immediately  prepare  a  submission  to  the 
Treasury  Board  to  clarify  and  obtain  ratification  of  its  current  practices  of  using 
performance  fees  to  reimburse  companies  participating  in  trade  fairs  for  a  portion 
of  their  transportation  costs. 


Follow-up  of  Previous  Years'  Recommendations 


16.163  With  the  following  exceptions,  the  Department  has  taken  the  necessary 

corrective  action  on  recommendations  this  Office  made  in  previous  years. 


16.164  Financial  and  administration  officers  outside  Financial  Services  Branch 
should  report  functionally  to  a  senior  financial  officer.  (Supplement  to  the  1975 
Report,  page  199). 


16.165  The  Department  maintains  that  functional  direction  by  senior  financial 

officers  currently  takes  place,  but  on  an  informal  basis.  The  Department  further 
states  that  the  functional  reporting  relationship  to  senior  financial  officers  will  be 
formalized  in  the  near  future. 


16.166  A  specific  timetable  should  be  developed  for  completing  the  depart- 
mental financial  manual  as  soon  as  possible.  (Supplement  to  the  1975  Report, 
page  200). 


16.167  The    completion   date   given   by   the    Department   in   their   published 

response  to  this  issue  was  December  31,  1975.    At  the  present  time,  the  manual 
does  not  contain  sections  dealing  with: 

procedures  for  financial  planning  and  the  preparation  of  program 
forecasts; 

procedures  for  the  preparation  of  the  Estimates; 

guidelines  for  budget  preparation,  allocation  and  control; 

methods  of  cash  forecasting; 


380 


Department  of  Industry,  Trade  and  Commerce 


procedures  to  be  followed  in  controlling  contribution  programs 
involving  other  federal  departments  or  agencies;  or 

the  role  and  responsibilities  of  the  senior  financial  officer  and 
the  responsibilities  for  financial  administration  and  control  by 
officers  at  the  responsibility  centre  or  program  level. 

The   Department   has   now   revised  its  timetable  and  anticipates  that  the 
manual  will  be  completed  by  March  31,  1979. 


16.168  A  further  review  should  be  made  of  DSS  services  so  as  to  minimize,  as 
much  as  possible,  the  duplication  that  exists  between  the  Department  of  Industry, 
Trade  and  Commerce  and  DSS  in  data  preparation  for  the  reporting  systems. 
(Supplement  to  the  1975  Report,  page  201). 

16.169  The  duplication  between  the  Department  of  Supply  and  Services  (DSS) 
and  the  reporting  systems  used  by  departments  for  management  purposes  is  a 
government-wide  problem.  The  Department  has  held  discussions  with  DSS  aimed 
at  exchanging  data  in  machine-readable  form  to  reduce  duplication  in  processing 
information,  but  found  this  impractical  at  the  present  time  for  technical  reasons. 
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Summary  of  Recommendations  and  Department's  Comments 


Recommendations 


Department's  Comments 


Organization  and  Role  of  the 
Financial  Function 


16.18  A  review  should  be  made  of 
the  responsibilities  assigned  to 
the  Director  General,  Finance 
and  Administration,  to  ensure 
that  non-financial  duties  do 
not  unduly  hamper  his  ability 
to  carry  out  his  responsibilities 
as  the  Department's  senior  fi- 
nancial officer. 


This  is  of  continuing  concern  to 
departmental  management  and  will  be 
reviewed  in  the  light  of  overall  depart- 
mental priorities  during  1978-79. 


16.20  The  senior  financial  officer 
should  develop  and  issue  in- 
structions on  aspects  of  finan- 
cial administration  and  control 
carried  out  by  employees  who 
do  not  have  full-time  financial 
responsibilities. 


Policies  identifying  the  Senior  Finan- 
cial Officer's  responsibilities  for  func- 
tional direction  have  been  approved  by 
the  Management  Committee.  Instruc- 
tions will  be  incorporated  into  the 
Finance  Manual. 


16.22  The  senior  financial  officer 
should  assign  specific  indivi- 
duals to  continue  to  develop 
and  implement  the  Operational 
Performance  Measurement  Sys- 
tem. 


Agreed.  Steps  are  being  taken  to 
assign  an  officer  to  co-ordinate  the 
Department's  efforts  in  this  area. 


Machinery  Branch  -  Management  Controls 

16.35  The  Department  should  aim  at 
making  quantitative  evalua- 
tions of  all  of  its  department- 
wide  programs.  The  Machin- 
ery Branch  should  strive  to 
extend  the  application  and  use 
of  activity  and  effect  monitor- 
ing for  sectoral  strategies  and 
the  advisory  and  service  assis- 
tance it  provides  to  the  Machin- 
ery   Sector. 


The  department-wide  programs  com- 
mented on  by  the  Auditor  General 
have  now  been  revised  or  terminated 
following  the  audit  carried  out  in 
1976-77.  The  new  department-wide 
program  is  the  Enterprise  Develop- 
ment Program.  Responsibility  for  the 
quantitative  evaluation  of  this  pro- 
gram has  been  assigned  to  branches 
responsible  for  the  management  and 
assessment  of  the  Enterprise  Develop- 
ment Program. 
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Recom  mendations 


Department's  Comments 


16.38 


16.40 


The  Machinery  Branch  should 
investigate  the  consequences 
of  incomplete  and  inaccurate 
information  in  its  data  bank  on 
Canadian  machinery  manufac- 
turing capabilities,  determine 
appropriate  standards  of  com- 
pleteness and  accuracy  and 
take  necessary  steps  to  meet 
these  standards. 


The  following  procedures 
should  be  introduced  on  a  tem- 
porary basis  to  determine  their 
economic  advantage: 

-  the  number  of  application 
re-submissions  should  be 
reported  and  the  causes  an- 
alysed ;  and 

the  number  of  complaints 
and  inquiries  from  appli- 
cants about  their  applica- 
tions should  be  reported 
and  categorized  as  to  their 
causes. 


The  monitoring  and  assessment  of 
"sector  strategies"  (Sector  Profiles  and 
Action  Plans)  will  be  carried  out  by 
and  be  the  responsibility  of  the  respec- 
tive line  managers.  Sector  Profiles 
and  Action  Plans,  which  are  currently 
under  development,  will  be  monitored 
when  approved  by  the  Cabinet. 

In  the  ten  years  since  the  inception  of 
this  Program,  there  has  been  no  evi- 
dence of  any  serious  consequences 
affecting  either  importers  or  manufac- 
turers unfavourably,  because  of  pos- 
sible inaccuracies  or  incompleteness  in 
the  data  bank.  (Re-submissions  are 
less  than  one  per  cent  of  Applications) 

A  current  study  by  outside  consultants 
of  the  administrative  procedures  per- 
taining to  this  tariff  remission  pro- 
gram will  provide  further  evidence  as 
to  whether  there  is  a  need  to  improve 
present  standards  of  completeness  and 
accuracy  to  reflect  the  dynamic 
changes  in  Canadian  machinery  manu- 
facturing capabilities. 

As  a  matter  of  formal  procedures 
under  this  Program,  each  re-submis- 
sion is  reviewed  individually  by  the 
Machinery  and  Equipment  Advisory 
Board  as  to  its  causes  and  conse- 
quences. Similarly,  complaints  and 
inquiries  are  monitored  on  an  ongoing 
basis  by  the  Secretariat  to  the  Board. 
However,  no  formal  report  is  prepared 
on  these  aspects  of  the  Program  since 
no  problem  has  arisen  in  this  connec- 
tion. Nevertheless,  the  Branch  will 
initiate,  on  a  temporary  basis,  a  more 
formalized  reporting  system  as  sug- 
gested. 
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Recommendations 


Department's  Comments 


Internal  Audit 


16.^7  The  head  of  internal  audit 
should  report  directly  to  the 
Deputy  Head. 


16.51  The  Audit  Committee  should 
meet  as  soon  as  possible  to 
establish  written  terms  of  ref- 
erence for  itself  and  to  re- 
view, challenge  and  approve 
the  1978-79  internal  audit  plan. 

16.5*  A  model  of  the  Department 
and  related  agencies  should  be 
prepared,  showing  all  programs 
and  activities  that  can  be  con- 
sidered as  potential  audit  can- 
didates, as  a  basis  for  develop- 
ing an  internal  audit  plan.  The 
model  should  be  updated  at 
least  annually. 

16.57  The  Office  of  Departmental 
Review  should  develop  a  policy 
which  clearly  establishes  the 
criteria  to  be  used  in  selecting 
possible  audit  areas  and  the 
timing  and  the  extent  of  work 
to  be  completed. 

16.59  The  audit  plan  should  be  sup- 
ported by  an  individual  memo- 
randum on  each  assignment 
detailing  the  areas  and  issues 
to  be  addressed  and  the  esti- 
mated audit  time  by  audit 
function. 


Consideration  will  be  given  to  this 
recommendation  as  the  independence 
of  the  audit  function  is  naturally  of 
continuing  concern  to  the  Department. 
However,  the  need  for  a  direct  report- 
ing relationship  to  the  Deputy  Minister 
must  be  considered  in  the  context  of 
the  Departments  overall  organization. 

Agreed.  The  Audit  Committee  met  in 
July  1978. 


Agreed.       Steps    are    being    taken    to 
implement  this  recommendation. 


Agreed.       Steps    are    being    taken    to 
implement  this  recommendation. 


Agreed.       Steps    are    being    taken    to 
implement  this  recommendation. 
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Recommendations 


Department's  Comments 


16.61  The  Audit  Branch  should  form- 
alize its  procedures,  programs 
and  practices  and  develop  a 
comprehensive  internal  audit 
manual. 


Budgetary  Control 

16.69  Executive  guidelines  or  prior- 
ities should  be  communicated 
in  writing,  supplemented  by 
discussions  at  each  stage  of 
the  budgetary  process,  to  en- 
sure consistent  interpretation. 

16.71  The  Department  should  de- 
velop a  long-term  (e.g.,  five- 
year)  plan  which  would  iden- 
tify intermediate  goals  and 
points  of  decision  and  would 
allow  monitoring  of  progress 
towards  longer  range  objec- 
tives. 

16.73  Senior  management  should  re- 
inforce the  Department's  com- 
mitment to  the  work  program 
system  as  an  essential  ingre- 
dient in  the  system  of 
budgetary  control  by  insisting 
that  work  programs  be  pre- 
pared in  a  manner  that  will 
ensure  compliance  with  the 
system's  purpose. 

16.75  Challenge  committees  should 
be  established  under  each 
Assistant  Deputy  Minister  to 
review  work  programs  in  detail, 
and  financial  officers  assigned 
to  programs  should  be  mem- 
bers of  these  committees. 


Agreed.  A  comprehensive  internal 
audit  manual  is  under  development. 
Because  of  the  relative  newness  of  the 
Office  of  Departmental  Review  and 
the  internal  audit  function  in  Industry, 
Trade  and  Commerce,  it  was  decided 
that  such  a  manual  should  not  be 
finalized  before  the  function  had  a 
chance  to  prove  itself  operationally. 
It  is  now  planned  that  the  audit  manual 
will  be  completed  by  Spring  1979. 


Agreed.       This    will    be    implemented 
during  the  Work  Program  Process. 


While  such  a  requirement  is  not  called 
for  by  the  guidelines  set  out  by  the 
Treasury  Board,  it  will  be  given  serious 
consideration  during  1978-79. 


Agreed,     this     will     be     implemented 
during  1978-79. 


The  feasibility  of  separate  challenge 
committees  and  their  membership  will 
be  assessed  during  1978-79. 
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Recommendations 


Department's  Comments 


16.77  Operating  budgets  should  be 
prepared  by  month  or  quarter, 
so  planned  and  actual  results 
can  be  compared  and  changes 
in  anticipated  spending  pat- 
terns can  be  detected  immedi- 
ately. 

16.79  Responsibility  Centre  Man- 
agers should  be  required  to 
report  at  least  annually  on  the 
results  produced  by  each  of 
the  jobs  included  in  their  work 
programs  and  to  explain  dif- 
ferences between  actual  and 
anticipated  results.  Summar- 
ized versions  of  these  reports 
would  provide  a  useful  means 
for  Assistant  Deputy  Ministers 
to  report  to  the  Deputy  Minis- 
ter. 

16.81  A  program  review  process 
should  be  instituted  by  internal 
audit  to  ensure  that  branches 
are  expending  resources  for 
the  purposes  indicated  when 
budgets  were  approved. 

Financial  Reporting 

16.86  To  ensure  that  work  programs 
represent  an  effective  control 
mechanism,  actual  costs 
should  be  captured  and  report- 
ed on  the  same  basis  as  work 
programs  are  prepared. 

16.88  Actual  program  outputs  should 
be  reported  in  relation  to  plan- 
ned outputs  to  assess  whether 
objectives  are  being  met  and 
to  facilitate  corrective  action. 

16.90  A  variance  analysis  system 
should  be  developed  requiring 
managers  to  explain  signifi- 
cant variances  in  actual  costs 
and  outputs  from  the  budget. 


This    recommendation    will    be    given 
serious  consideration. 


The  mid-year  review  is  in  our  view  a 
more  effective  reporting  opportunity 
as  it  permits  modification  and  adjust- 
ment. In  future,  reporting  every  quar- 
ter may  be  introduced. 


This  has  been  introduced  and  is  the 
starting  point  for  audits  of  individual 
Branch  Activities. 


Costs    will    be   captured    by   practical 
work  program  levels. 


Agreed,  the  introduction  of  regular 
reports  of  outputs  will  be  introduced 
during  1978-79. 


Agreed.  Variance  reporting  proce- 
dures will  be  developed  during  1978- 
79. 
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Recommendations 


Department's  Comments 


16.92  Training  in  the  use  and  inter- 
pretation of  financial  reports 
should  be  a  vital  element  in 
the  orientation  of  new  man- 
agers and  in  refresher  courses 
for  existing  managers. 

16.95  Action  to  improve  the  centra- 
lized commitment  accounting 
system  should  be  continued. 
Once  it  is  operational,  the 
maintenance  of  commitment 
records  within  branches  should 
be  strongly  discouraged  by 
senior  management. 

Electronic  Data  Processing 


Agreed. 


16.100 


16.102 


The  Department  should  create 
an  executive  Electronic  Data 
Processing  steering  committee 
to  approve  annual  and  long- 
range  plans  and  to  determine 
and  establish  priorities  for  the 
Department's  Computer  Pro- 
cessing activities. 


Senior  officials  of  the  Depart- 
ment should  inform  Depart- 
ment of  Supply  and  Services 
that  security  clearance  has  not 
been  obtained  for  the  service 
bureaus  processing  its  data  and 
that  one  should  be  completed 
as  soon  as  possible  to  ensure 
the  confidentiality  of  informa- 
tion. 


Such  a  system  is  in  the  final  stages  of 
implementation.  Once  implemented 
and  proven  fully  satisfactory,  other 
systems  will  be  discontinued. 


This  recommendation  will  receive  fur- 
ther consideration  as  the  department 
systems  and  data  processing  responsi- 
bilities and  organization  evolve  during 
1978-79.  For  the  present,  although  a 
formal  EDP  Steering  Committee  does 
not  exist,  the  Director  General, 
Finance  and  Administration,  performs 
the  preliminary  review  function. 
Major  EDP  projects  are  submitted  for 
approval  to  the  Department's  Manage- 
ment Committee. 

This  has  been  done.  The  Royal 
Canadian  Mounted  Police  conducted  a 
formal  audit  and  inspection  of  the  data 
processing  centre  at  Industrial  Life 
Technical  Services  Inc.  (1ST)  on  Feb- 
ruary 28  through  March  2,  1978.  A 
verbal  report  received  on  March  2 
indicated  no  problems  were  encoun- 
tered. 


16.104  Procedures  for  off-premises 
storage  should  be  formalized, 
implemented  and  enforced. 
These  procedures  should  en- 
compass all  critical  machine- 
readable  files,  instructions, 
standards  manuals  and  other 
critical  documentation. 


Agreed.  A  secure  off-site  storage 
service  is  available  for  tape  and  disk 
files  requiring  a  higher  level  of 
security  and  protection  against  fire, 
theft  or  unauthorized  access. 
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Recommendations 


Department's  Comments 


16.106  The  Department  should  de- 
velop a  computer  equipment 
back-up  plan  to  encompass  all 
processing  facilities,  equip- 
ment, files  and  documentation. 


Agreed.  1ST  utilizes  the  services  of 
Canadian  Data  Protection,  an  organiz- 
ation that  has  been  security  certified. 
All  our  production  libraries  are  peri- 
odically copied  onto  tapes  and  stored 
in  IST's  off-site  facilities.  1ST  has 
made  continuing  arrangements  with 
the  Data  Centre  of  IBM  Canada  Ltd., 
Montreal,  such  that  their  computing 
facilities  can  be  used  in  the  event  of  a 
disaster.  Consistent  with  Management 
Systems  Division  (MSD)  plans,  conting- 
ency plans  will  be  defined  in  MSD's 
new  Standards  and  Guidelines  Manual. 


16.108  Projects  to  update  existing 
systems  documentation  and 
procedures  manuals  should  be 
completed  and  compliance 
should  be  enforced. 


16.110  All  programs,  systems  and  pro- 
gram documentation  should  be 
under  the  control  of  a  libra- 
rian. 


16.112  To  provide  more  effective  in- 
ternal control,  responsibility 
for  certain  closely  related 
functions  in  the  Management 
Systems  Division  should  be  ad- 
equately segregated,  particu- 
larly in  the  area  of  Financial 
Systems. 


The  MSD  Standards  and  Guidelines 
have  been  rewritten  and  will  be  imple- 
mented in  1978.  Compliance  is  en- 
forced by  the  Project  Management 
area  of  MSD,  but  this  role  will  be 
assumed  by  the  Quality  Assurance 
group  when  it  is  formed  later  this 
year. 

All  production  libraries  are  under  the 
control  of  the  Technical  Support  group 
of  MSD.  Prior  to  the  physical  move  of 
"test  libraries"  to  "production 
libraries",  a  detailed  review  is  carried 
out  by  the  Technical  Support  group  of 
all  documentations  which  must  con- 
form to  established  standards  before 
being  moved  to  the  production  mode. 
The  latter  function  will  be  taken  over 
by  a  Quality  Assurance  group  which 
will  be  created  within  MSD,  as  a 
reorganization  and  realignment  of 
duties  is  effected  later  this  year. 

The  position  of  Data  Base  Administra- 
tor has  been  created  and  the  Quality 
Assurance  group  will  be  established 
later  this  year.  The  other  roles  listed 
exist  and  will  be  more  visibly  separ- 
ated with  the  afore-mentioned 
reorganization  of  MSD. 
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Recommendations 


Department's  Comments 


16.114  Procedures  in  the  Depart- 
ment's Administrative  Manual 
relating  to  user  group  involve- 
ment in  Electronic  Data  Pro- 
cessing activities  should  be 
complied  with  and  enforced. 

Grants  and  Contributions 


Agreed.  All  new  EDP  projects  must 
adhere  strictly  to  the  established  pro- 
cedures of  having  client  users  sign  off 
at  the  end  of  each  phase  of  the 
system's  development  life  cycle. 


16.121  Until  suitable  trained  financial 
analysts  are  on  site  at  each 
regional  office,  the  Program 
Analysis  Group  should  monitor 
the  financial  analyses  at  each 
regional  office. 

16.126  Senior  officials  of  the  Depart- 
ment should  ensure  that  poten- 
tial recoveries  under  the  PAIT 
I  program  are  analysed,  policy 
issues  are  resolved  and  nego- 
tiations with  all  assisted  com- 
panies are  concluded  as 
quickly  as  possible. 

16.130  All  projects  in  the  holdback 
liability  account  should  be 
reviewed  and  followed  up  and 
appropriate  reports  prepared 
for  senior  management. 


16.132  Appropriate  criteria  should  be 
developed  for  selecting  and 
timing  audits  of  contributions 
under  this  program. 


16.135  The  Department  should  discuss 
with  the  Treasury  Board  Sec- 
retariat and  the  Office  of  the 
Comptroller  General  improved 
disclosure  of  the  financial 
operations  of  the  loan  insur- 
ance program  in  the  Estimates 
and  the  Public  Accounts. 


Procedures  are  in  place  for  the  moni- 
toring and  review  of  submissions  by 
the  Enterprise  Development  Branch. 
A  review  of  existing  monitoring  and 
review  procedures  is  being  undertaken. 
These  procedures  will  be  modified  as 
necessary. 

Agreed.   This  work  is  ongoing. 


Projects  in  the  holdback  account  are 
reviewed  and  followed  up.  Provision 
has  been  made  to  produce  holdback 
reports  to  facilitate  follow-up  action 
and  permit  a  clear  indication  of  what 
follow-up  action  is  taken. 

All  projects  are  audited  when  com- 
pleted and  reviews  are  made  of  com- 
pany systems  and  records  on  large 
projects.  Criteria  will  be  established 
to  identify  those  projects  requiring 
interim  reviews. 

Alternative  ways  of  reporting  will  be 
explored. 
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Recommendations 


Department's  Comments 


16.142  A  memorandum  of  understand- 
ing should  be  prepared  defining 
the  responsibilities,  duties, 
delegations  of  authority  and 
detailed  operating  procedures 
of  all  parties  involved  in  ad- 
ministering grants  and  contri- 
butions under  the  Grains  and 
Oilseeds  Program.  Special 
emphasis  should  be  placed  on 
all  aspects  of  financial  man- 
agement and  control. 

16.144  The  Department  should  recon- 
sider the  basic  nature  of  its 
relationship  with  the  various 
provincial  wheat  boards  and 
develop  an  appropriate  system 
for  verifying  figures  they  re- 
port. 

16.146  The  Department  should  re- 
quest the  Canadian  Wheat 
Board  to  prepare  an  annual 
accounting  of  contributions 
and  their  disposition  and  that 
this  accounting  be  subject  to 
audit  by  the  external  auditors 
of  the  Canadian  Wheat  Board. 
The  auditors  should  formally 
report  to  the  Deputy  Minister 
of  the  Department  on  the  re- 
sults of  their  examination. 


This  is  being  developed. 


This  will  follow  the  Memorandum  of 
Understanding. 


This  request  will  be  drawn  to  the 
attention  of  the  Chairman  of  the 
Wheat  Board. 


16.148  In  view  of  the  significance  of 
grants  and  contribution  pay- 
ments under  this  program  and 
the  reliance  being  placed  on 
effective  systems  of  financial 
control  in  the  boards,  the 
Department  should  undertake 
regular  audits  at  both  the 
miller  and  the  board  levels. 
These  audits  might  be  arrang- 
ed in  such  a  way  that  there  is 
participation  by  either  the 
external  or  internal  auditors  of 
the  respective  wheat  boards. 


Payments  under  the  Two-Price  Wheat 
Program  are  made  on  the  following 
basis: 

1.  Canadian  Wheat  Board  - 

Individual  claims  are  certified 
by  external  auditors. 

2.  Ontario  Wheat  Producers  Market- 
ing Board  - 

-  Claims  received  are  subject  to 
adjustments  through  the  audit 
carried  out  by  external  audi- 
tors annually. 
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Recommendations 


Department's  Comments 


16.153  Financial  review  procedures 
should  be  standardized  to  en- 
sure consistency  and  com- 
pleteness in  the  financial  re- 
view of  all  applications  by 
shipbuilders. 

16.155  Major  commitments  should  be 
signed  by  the  Assistant  Deputy 
Minister  responsible  for  the 
Shipbuilding  Industry  Assis- 
tance Program. 


An  audit  was  last  carried  out 
by  Financial  Services  Branch 
in  February  1977. 

3.  Quebec  Producers  and  Nova 
Scotia  Wheat  Marketing  Board  - 
The  amounts  claimed  by  the 
producers  are  verified  to  the 
amounts  reported  by  the 
agents  and  these  in  turn  are 
verified  to  the  amounts  re- 
ported by  the  millers. 

In  1976  Financial  Services 
Branch  carried  out  an  audit  of 
the  Quebec  Producers. 

The  need  for  additional  audits  by  the 
Department  will  be  looked  into  and 
provided  for  in  the  audit  plan  as 
required. 

Standard  review  procedures  will  be 
available  by  September  1,  1978. 


With  very  few  exceptions,  all  ship 
commitments  are  "major".  It  is  felt 
that  delegation  at  the  Director  level 
is,  considering  the  nature  of  the 
program,  appropriate. 


Promotional  Projects  Branch  - 
Fee  Revenue 


16.158  The  Department  should  im- 
mediately prepare  a  submis- 
sion to  the  Treasury  Board  to 
obtain  authority  for  continuing 
to  charge  fees  to  participants 
in  trade  fairs. 


The  amount  collected  is  not  considered 
a  fee  but  the  reimbursement  of  a  share 
of  the  fair  costs.  The  Department  is, 
however,  preparing  a  Treasury  Board 
submission  to  clarify  this  issue. 
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Recommendations  Department's  Comments 

16.162  The  Department  should  im-  A  Treasury  Board  Submission  will  be 
mediately  prepare  a  submis-  prepared, 
sion  to  Treasury  Board  to 
clarify  and  obtain  ratification 
of  its  current  practices  of 
using  performance  fees  to  re- 
imburse companies  participat- 
ing in  its  trade  fairs  for  a 
portion  of  their  transportation 
costs. 
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17 
DEPARTMENT  OF  NATIONAL  HEALTH  AND  WELFARE 

SUMMARY  OF  FINDINGS,  OBSERVATIONS  AND  RECOMMENDATIONS 

Introduction 

Departmental  Overview 

17.1  Resources.  The    staff    and    financial    resources    associated    with    the 

Department  of  National  Health  and  Welfare  for  the  year  ended  March  31,  1978, 
can  be  summarized  as  follows: 


dan-years 

(millions  of  dollars) 

1977  -78 

Department  -  Expenditures 

1977-78 

1976-77 

3,213 

Income  Security  and  Social  Assistance 

8,086 

7,577 

246 

Health  Care 

2,771 

3,077 

3,932 

Medical  Services 

143 

127 

2,131 

Health  Protection 

72 

72 

124 

Fitness  and  Amateur  Sport 

26 

30 

510 

Administration 

15 

14 

10,156 

11,113 

10,897 

40 

Medical  Research  Council  -  Expenditures 
Canada  Pension  Plan  Account 

58 
11,171 

52 

10,196 

10,949 

Balance  -  beginning  of  year 

11,357 

9,770 

Contributions 

1,846 

1,684 

Interest  income 

921 

777 

Benefit  payments 

(1,059) 

(833) 

Administration 
Balance  -  end  of  year 

(46) 

(41) 

13,019 

11,357 
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17.2  Some  background  observations  on  this  information  are: 

this  Chapter  treats  Income  Security  and  Social  Assistance  as 
separate  programs  since  they  are  administered  by  separate 
branches  and  differ  substantially  in  character; 

significant  changes  have  been  made  in  recent  years  to  the 
federal-provincial  arrangements  that  govern  the  Social  Assis- 
tance and  Health  Care  Programs  with  the  result  that  financial 
information  as  reported  in  the  accounts  is  not  directly  compar- 
able from  year  to  year; 

Fitness  and  Amateur  Sport  also  had  expenditures  in  1978  of  $4 
million  financed  from  revenues  received  by  the  Treasury  Board 
from  Loto  Canada. 

the  executive  head  of  the  Medical  Research  Council  does  not 
report  to  the  Deputy  Minister  of  National  Health  and  Welfare; 
and 

the  Canada  Pension  Plan  Account  is  reported  as  a  separate 
accounting  entity  and  is  therefore  excluded  from  the  expendi- 
tures, revenues  and  accounts  of  the  Government  of  Canada. 
Responsibility  for  administering  the  Plan  rests  primarily  with  the 
Income  Security  Programs  Branch  of  the  Department  working 
with  the  Departments  of  Supply  and  Services,  Employment  and 
Immigration,  Insurance  and  Finance.  The  Department  of 
National  Revenue-Taxation  has  responsibility  for  the  coverage  of 
persons  and  collection  of  contributions. 


17.3  Organization  of  the  Department.   The    Department   has   an    Executive 

Committee  made  up  of  the  Deputy  Minister;  three  other  officials;  six  program 
Assistant  Deputy  Ministers;  and  the  Assistant  Deputy  Ministers  of  Administration, 
Intergovernmental  and  International  Affairs  and  Policy  Research  and  Planning. 
This  expands  into  the  departmental  Management  Committee  with  the  addition  of 
approximately  12  other  officials  generally  representing  staff  functions  including 
the  Director  General,  Financial  Administration.  Approximately  14  officials  report 
directly  to  the  Deputy  Minister  not  including  officials  who  have  a  functional 
reporting  relationship  to  the  Deputy  Minister,  such  as  the  Director  General, 
Financial  Administration  and  the  Director  of  Internal  Audit,  and  officials  of 
external  groups  including  the  Office  of  the  Auditor  General. 


17.*  In    1976-77,    the    Department    was    consolidated    under    one    Deputy 

Minister.  The  Department  is  now  rationalizing  the  organization  and  integrating 
the  Health  and  Welfare  components.  Additional  organizational  changes  have  been 
made,  most  recently  in  July  1978,  which  have  had  some  impact  on  the  content  of 
most  of  the  major  programs. 
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17.5  The  Department  is  also  gradually  integrating  the  programs  for  paying 

benefits  to  the  public  with  the  objective  of  improving  service  and  realizing 
economies.  During  1977-78,  the  administration  of  the  Old  Age  Security  and 
Family  Allowance  payments  was  consolidated  with  the  administration  of  the 
Canada  Pension  Plan  under  one  Assistant  Deputy  Minister  responsible  for  all  the 
Income  Security  Programs.  Plans  are  being  developed  for  decentralizing  and 
integrating  Canada  Pension  Plan  processing  with  the  regional  Income  Security 
offices  and  for  integrating  public  liaison  activities  through  local  services  offices 
of  the  Canada  Pension  Plan. 


Summary  of  Audit  Office  Activities 

17.6  Scope  of  the  audit.   We   designed   our    1977-78   audit   to  continue  the 

impetus  of  the  special  audit  projects  of  recent  years  and  to  integrate  these 
concepts  into  our  regular  audit  activities.  Special  projects  of  prior  years  include 
the  Financial  Management  and  Control  Study  (1975-76),  Accommodation  (1975- 
76),  the  Computer  and  Information  Systems  Evaluation  (1976-77),  the  Receipt  and 
Deposit  of  Public  Money  (1976-77)  and  Travel  and  Removal  (1976-77). 


17.7  This  year  there  were  four  department-wide  areas  of  interest:   the  role 

of  the  financial  function;  the  information  submitted  to  Parliament;  the  internal 
audit  function;  and  payroll  controls.  Functions  such  as  budgetary  control  and 
financial  reporting  were  not  dealt  with  on  a  department-wide  basis. 


17.8  Other  audit  activities  were  organized  into  program-based  projects  to 

consider  all  aspects  of  financial  control  within  the  major  programs  or  program 
components.  We  did  not  examine  the  Administration  and  Health  Protection 
Programs  and  some  financially  less  material  elements  of  other  major  programs, 
such  as  Public  Service  Health,  Welfare  Information  Systems  and  New  Horizons. 
Controls  and  records  in  the  major  computer  systems  were  examined  and  tested  in 
more  depth  than  in  the  past.  We  performed  substantial  field  work  to  support  the 
audit  opinions  given  on  the  Financial  Statements  of  Canada  and  on  the  financial 
statements  of  the  Canada  Pension  Plan  and  the  Medical  Research  Council. 


17.9  Value-for-money  examinations  were  generally  omitted  from  the  scope 

of  the  audit,  but  we  did  review  an  established  performance  measurement  system 
for  the  Family  Allowance  and  Old  Age  Security  benefits  processing  activities  and 
we  also  initiated  general  inquiries  as  to  the  adequacy  of  available  financial  or  non- 
financial  information  for  monitoring  performance  in  several  other  programs. 


17.10  Reliance  placed  on  internal  audit.  Staff     of     the     Audit    Office    co- 

ordinate our  audit  plans  with  the  Department's  own  internal  audit  group  to  avoid 
unnecessary  omissions  or  duplications  in  effort. 
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17.11  This  year  we  specifically  reduced  the  scope  of  our  audit  and  relied  on 

internal  audits  of  the  Health  Protection  Branch  and  certain  regional  offices  in  the 
Income  Security  Programs  and  Medical  Services  Branches.  Internal  audit 
identified  and  reported  weaknesses  in  the  financial  controls.  We  reviewed  their 
reports  and  evidence  that  corrective  action  is  being  planned. 


Highlights  of  the  Audit  Observations 

17.12  Audit  observations  in  this  Chapter  reflect  the  results  of  a  systems- 

based  audit  approach  that  involves  four  main  steps: 

examination  of   the  strengths  and  weaknesses  in  the  financial 
systems; 

determining  the  extent  that  controls  can  be  relied  on; 

drawing  weaknesses  to  the  attention  of  management;  and 

performing    detailed    substantive    investigations    to    assess    the 
consequences  of  weaknesses  where  feasible. 


17.13  This  Chapter  attempts  to  give  a  balanced  perspective  of  the  strengths 

and  weaknesses  of  the  Department's  financial  systems,  but  necessarily  gives 
greater  details  of  weaknesses.  These  do  not,  in  themselves,  indicate  any 
impropriety  in  the  handling  of  public  funds.  Our  audit  did  not  identify  any 
significant  or  conclusive  misappropriation  of  funds,  but  substantive  investigations 
did  identify  errors  and  lapses  in  control.  They  also  revealed  a  lack  of  appropriate 
checks,  balances,  segregation  of  duties,  information  and  monitoring  procedures 
that  would  provide  a  sound  basis  for  relying  on  the  systems  and  on  the  financial 
advice  provided  to  the  Deputy  Minister  and  senior  managers.  In  all  cases 
managers  have  demonstrated  confidence  and  reliance  in  their  senior  staff,  concern 
over  identified  weaknesses  and  errors  and  a  genuine  desire  to  take  effective 
corrective  or  preventive  action.  All  the  Branches  have  plans  for  improving  their 
systems. 


17.1*  Details  of  our  audit  activities,  findings  and  recommendations  reported 

to  appropriate  levels  of  departmental  management  have  been  summarized  in  this 
Chapter.  The  following  paragraphs  highlight  our  observations  on  each  major  area 
of  audit  interest. 


17.15  Role  of  the  financial  function.   Revised   responsibilities  and  organiza- 

tional changes  have  enhanced  the  role  of  the  financial  function,  but  there  is  still 
significant  scope  and  need  for  improvement  in  the  clarification,  definition, 
performance  and  acceptance  of  the  role  of  the  financial  function. 
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17.16  Financial  information  received  by  Parliament.   The   departmental   fin- 

ancial information  presented  in  accordance  with  the  standard  government-wide 
form  in  the  Estimates  and  Public  Accounts  provides  little  practical  indication  of 
program  content,  significant  expenditure  trends  or  the  way  in  which  programs  are 
managed  and  controlled. 


17.17  Internal  audit.   A  potentially  strong,  progressive  internal  audit  func- 

tion has  had  little  involvement  in  the  major  computer  systems  and  in  the  major 
grants  and  contributions  programs. 


17.18  Canada  Pension  Plan  financial  arrangements.   The  need  for  continuing 

review  of  the  appropriateness  of  the  present  financial  arrangements  of  the  Canada 
Pension  Plan  is  evident  from  the  information  reported  by  the  Department  in  the 
Notes  to  the  Financial  Statements  of  the  Plan  included  in  Volume  II  of  the  Public 
Accounts. 


17.19  Canada  Pension  Plan  contributions  and  benefits  controls.   Major     initi- 

atives are  planned  to  correct  and  compensate  for  control  weaknesses  in  the 
maintenance  of  computer  systems  and  in  accounting  for  contributory  earnings  of 
individuals.  Subject  to  these  weaknesses  the  related,  but  separate,  systems  for 
paying  pension  benefits  are  adequately  controlled. 


17.20  Family  Allowance  and  Old  Age  Security  -  Benefits  controls.  The     sys- 

tems for  the  payment  of  Old  Age  Security  and  Family  Allowance  Benefits  are 
adequately  controlled  except  for  minor  weaknesses  in  the  manual  controls  that  are 
unlikely  to  lead  to  material  errors. 


17.21  Family  Allowance  and  Old  Age  Security  -  Performance  Measurement. 

The  system  of  measuring  the  relative  performance  of  regional  offices  administer- 
ing the  Old  Age  Security  and  Family  Allowance  Benefits  is  satisfactory. 


17.22  Canada  Assistance  Plan.   Until  the  major  program  changes  now  being 

implemented  or  planned  are  reflected  in  provincial  accounting  and  control 
systems,  there  will  be  significant  difficulties  in  establishing  reliable  and  effective 
financial  controls  in  the  administration  of  the  Canada  Assistance  Plan. 


17.23  Health  Care.   The  final  settlement  of  accounts  with  the  provinces  for 

Hospital  Insurance  and  Medical  Care,  under  the  shared-cost  arrangements  that 
terminated  March  31,  1977,  will  require  several  years.  From  April  1,  1977,  for  at 
least  a  five-year  period,  cash  contributions  and  income  tax  points  are  being 
transferred  to  the  Provinces  under  new,  complex  Federal-Provincial  fiscal 
arrangements.  As  a  result,  payments  allocated  to  this  Department  and  to  Post- 
Secondary  Education  could  be  more  comprehensively  displayed  and  explained  in 
the  Estimates  and  Public  Accounts  . 
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17.2*  Medical  Services.  There  are  plans   to  address  some  of  the  program 

elements  that  are  the  most  difficult  to  manage  and  control  effectively;  to  correct 
numerous  detailed  weaknesses  identified  in  many  regional  offices  and  treatment 
centres;  and,  to  provide  improved  information  to  managers  by  reorienting 
financial  reporting  to  complement  a  new  performance  measurement  system. 

17.25  Fitness  and  Amateur  Sport.  In  the  last  year  major  initiatives  were 
taken  to  improve  serious  inadequacies  in  program  and  financial  management  and 
to  follow  up  on  contributions  not  adequately  accounted  for  by  recipients.  A 
comprehensive  systems  improvement  program  is  being  implemented,  the  success 
of  which  will  depend  on  the  continuing  support  of  all  senior  staff. 

17.26  Payroll.  The  adequacy  of  payroll  controls  is  inconsistent  among  the 
Branches.  The  best  locations  provide  an  adequate  base  for  developing  a  well 
controlled  payroll  system,  but  stronger  central  direction  and  numerous  technical 
improvements  are  required  to  improve  cost  information  and  eliminate  current 
opportunities  for  undetected  error. 

17.27  Grants  and  Contributions  for  National  Welfare,  Family  Planning  and 
National  Health  Research  and  Development.   A    number   of       minor    weaknesses 
and   inconsistencies   in   control   illustrate  the  need  to  ensure  that   there  is  an 
effective,   independent   review   and   monitoring   function  over  the  Department's 
smaller  grants  and  contributions  programs. 

17.28  Medical  Research  Council.  There  are  good  controls  over  the  payment 
of  grants  and  scholarships. 

Role  of  the  Financial  Function 


Background 

17.29  Management  responsibility  generally  has  been  delegated  to  the  heads 

of  the  major  programs  and,  within  each  program,  to  the  heads  of  regional  offices 
and  operational  directorates.  Each  major  program  has  its  own  combination  of 
administrative,  financial,  personnel  and  other  functional  support  staff  at  program 
headquarters  and  in  some  cases  in  regional  offices  and  directorates.  Responsi- 
bilities are  therefore  highly  decentralized  for  most  aspects  of  financial  manage- 
ment including  systems  design,  planning  and  budgeting,  initiating  and  processing 
transactions  and  analysing  financial  and  performance  information.  This  devolution 
of  responsibilities  reflects  a  desire  to  reinforce  the  authority  and  responsibility  of 
line  managers  and  is  consistent  with  the  vastly  differing  nature  of  the  major 
programs  and  the  differing  operating  conditions  among  Directorates  and  Regions. 
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17.30  Our    1975-76    study    of    financial    management    and    control    in    the 

Department  focused  on  the  staffing,  training,  responsibilities  and  reporting 
relationships  of  the  full-time  financial  officers  throughout  the  Department  and  on 
the  functional  leadership  given  to  program  managers  and  others  with  financial 
responsibilities.  We  observed  that  financial  officers  had  not  played  an  adequate 
role  in  management;  had  little  involvement  in  reviewing  and  evaluating  the 
financial  controls  relating  to  the  statutory  and  annually  voted  contributions;  and 
were  not  adequately  monitoring  the  application  of  financial  systems  and 
procedures.  A  number  of  recommendations  were  made  to  clarify  and  strengthen 
the  role  of  the  financial  function.  The  recommendation  that  seemed  to  cause  the 
Department  the  most  difficulty  called  for  the  appointment  of  a  Senior  Financial 
Officer  who  would  report  directly  to  the  Deputy  Ministers  and  be  a  member  of  the 
Departmental  Executive  Committee. 


Scope  of  the  Audit 

17.31  In  each  major   audit  project  in  the  Department,  we  considered  the 

appropriateness  of  the  role  played  by  financial  officers  in  the  management  of  the 
Department  and  the  program.  We  examined  a  draft  policy  statement  on  the  role 
of  the  Director  General,  Financial  Administration  and  the  Branch  Senior  Financial 
Officers  but  did  not  re-examine  in  detail  other  aspects  of  the  reporting 
relationships,  staffing  arrangements  and  training  needs  throughout  the  financial 
function. 


Strengths 

17.32  Subsequent  to  the  Financial  Management  and  Control  Study  in  1976, 

personnel  and  organizational  changes  have  affected  almost  every  key  financial 
position.   For  example: 

there  have  been  four  changes  of  personnel  in  the  position  of 
Assistant  Deputy  Minister  of  Administration,  four  changes  in 
Director  of  Internal  Audit  and  changes  in  Director  General  of 
Financial  Administration,  Divisional  Chiefs  within  the  Financial 
Administration  Directorate  and  senior  financial  officers  of  most 
branches.  Several  key  appointments  have  been  made  since  March 
31,  1978; 

more  comprehensive  position  descriptions  with  higher  classifica- 
tion levels  were  developed  for  the  Assistant  Deputy  Minister, 
Administration  and  for  the  Director  General,  Financial  Adminis- 
tration; 

a  financial  officer  has  been  assigned,  on  behalf  of  the  Branch 
Senior  Financial  Officer,  to  participate  in  developing  and 
monitoring  the  application  of  controls  in  the  major  computerized 
systems  of  the  Income  Security  Programs  Branch;  and 
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policies  and  procedures  have  been  adopted  to  implement  recom- 
mendations for  stronger  functional  relationships  between  the 
Director  General  of  Financial  Administration  and  Branch  Senior 
Financial  Officers. 

We  believe  these  changes  and  appointments  will  result  in  more  stability  and 
continuity  and  that  the  financial  function  is  now  in  a  position  to  make  a  more 
significant  contribution  to  departmental  management. 


17.33  The  senior  financial  officer  of  the  Department  is  the  Assistant  Deputy 

Minister,  Administration.  This  position  has  been  given  new  responsibilities  that 
place  primary  emphasis  on  his  role  as  the  principal  adviser  to  the  Minister  and  the 
Deputy  Minister  on  all  resources  management  matters.  It  is  a  comprehensive, 
unrestricted  role  that  provides  for  him,  as  a  member  of  the  Departmental 
Executive  Committee  and  various  policy  committees,  to  give  leadership  and 
direction  in: 

analysing  and  evaluating  costs  and  benefits  relating  to  legislative 
proposals  during  formulation  stages; 

analysing    and    evaluating    new    program    impact    on    internal 
manpower,  financial  and  other  resources;  and 

implementing  review  and  evaluation  concepts  and  systems  in  the 
Department. 


17.34  A  new  draft  administrative  policy  directive  defines  the  proposed  role 

of  the  Director  General,  Financial  Administration  as  the  senior  full-time  financial 
officer  and  companion  policies  are  being  developed  to  clarify  the  role  of  the 
Branch  Senior  Financial  Officers.  This  policy  is  a  carefully  worded  attempt  to 
ensure  that  the  Director  General  will  provide  a  focal  point  for  co-ordination  and 
leadership  of  the  financial  function  without  in  any  way  diminishing  the 
responsibility  of  the  branch  heads  for  the  management  of  their  programs  or  of  the 
Assistant  Deputy  Minister,  Administration.  The  Director  General  reports  to  the 
Deputy  Minister  on  an  exception  basis  on  any  matter  that  in  his  judgment  warrants 
such  action.  He  is  responsible  to  the  Assistant  Deputy  Minister,  Administration 
for  managing  departmental  financial  administration.  The  policy  provides  for  his 
involvement  in  staffing  and  appraising  the  performance  of  the  financial  function 
in  the  branches;  in  establishing  and  monitoring  policies  and  standards  of  financial 
administration  and  performance  measurement;  and  in  assembling  financial 
information  and  providing  financial  advice. 


Areas  for  Improvement 

17.35  Our  purpose  in  reviewing  the  new  organizational  arrangements  is  to 

assess  the  extent  to  which  they  provide  a  reliable  basis  for  ensuring  that  senior 
management  is  being  supplied  with  comprehensive  financial  advice.  However,  the 
new  policies  on  the  roles  of  the  Assistant  Deputy  Minister,  Administration,  the 
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Director  General,  Financial  Administration  and  the  Branch  Senior  Financial 
Officers  have  not  been  in  place  long  enough  to  determine  how  they  will  be 
interpreted  and  applied  in  practice  and  whether  they  will  prove  effective. 


17.36  The    Assistant    Deputy    Minister,    Administration    has    other    major 

responsibilities  in  addition  to  being  the  senior  departmental  financial  officer.  For 
example,  he  is  responsible  for: 

developing  and  implementing  public  information  programs,  a 
major  operational  responsibility  in  this  Department; 

approving  and  implementing  administrative  organizational  struc- 
tures for  the  branches  and  directing  the  recruitment  and 
development  of  senior  professional,  managerial  and  support 
personnel  within  the  branches; 

establishing  departmental  policy  in  the  areas  of  finance,  person- 
nel, official  languages,  public  information  and  administrative 
services;  and 

managing  the  Administration  Program  with  over  500  persons  and 
$14  million  in  annual  expenditures  in  seven  Directorates  includ- 
ing Personnel  Administration,  Financial  Administration  and 
Internal  Audit. 

With  such  a  heavy  involvement  and  direct  responsibility  for  a  broad  range  of 
administrative  policy  and  the  delivery  of  services,  it  may  be  difficult  for  the 
Assistant  Deputy  (Minister,  Administration  to  provide  and  to  be  seen  to  provide  the 
objective  and  comprehensive  financial  advice  to  management  expected  of  a  senior 
financial  officer. 


17.37  The  present  Assistant  Deputy  Minister,  Administration  —  an  experi- 

enced program  manager,  personnel  and  administrative  officer  —  will  need  support 
from  particularly  strong  and  reliable  financial  and  internal  audit  functions  with 
comprehensive  responsibilities  to  reflect  his  role  as  the  principal  adviser  in  areas 
of  resource  management.  To  achieve  that  objective  there  is  still  significant  scope 
and  need  for  improvement  in  the  clarification,  definition,  performance  and 
acceptance  of  the  role  of  the  financial  function. 


17.38  Time    will    be    required    to    determine    the    extent    to    which    new 

organizational  arrangements  can  be  effective.  However,  we  are  concerned  that 
the  Department  does  not  have  a  senior  officer  with  the  role  envisaged  for 
Departmental  Comptrollers  in  Chapter  S  and  supported  by  statements  of  the 
President  of  the  Treasury  Board  and  conclusions  of  the  Public  Accounts 
Committee. 
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17.39  Clarification  and  definition  of  the  role  of  the  financial  function.  The 

organizational  arrangements,  position  descriptions  and  draft  policies  still  contain 
ambiguities  relating  to  the  role  of  the  Assistant  Deputy  Minister,  Administration 
and  some  of  his  key  officers.  Our  concern  is  that  some  of  the  possibly  minor 
ambiguities  may  ultimately  prove  to  be  indicative  of  more  fundamental 
weaknesses  in  the  interpretation  of  the  role  of  the  financial  function  in  general 
and  of  the  Assistant  Deputy  Minister,  Administration  in  particular.   For  example: 

the  position  description  of  the  Assistant  Deputy  Minister, 
Administration  indicates  that  he  is  responsible  for  implementing 
review  and  evaluation  concepts  and  systems  in  the  Department, 
but  only  the  more  restricted  concept  of  operational  effectiveness 
is  now  provided  for  in  the  responsibilities  of  the  Financial 
Administration  and  Internal  Audit  Directorates,  and  these  Direc- 
torates have  limited  staff  capability  in  this  area.  We  understand 
that  the  omission  of  any  provision  for  the  concept  of  program 
effectiveness  evaluation  is  intentional  as  the  assignment  of 
responsibility  for  the  function  has  not  yet  been  decided; 

the  Assistant  Deputy  Minister,  Administration  should,  in  our 
view,  be  expected  to  provide  comprehensive  financial  advice  on 
major  grants  and  contributions  programs.  However,  only  a 
restricted  concept  of  advice  on  matters  of  financial  control  is 
provided  for  in  the  responsibilities  of  the  Director  General, 
Financial  Administration  and  Internal  Audit  has  not  been  active 
in  this  area.  When  this  point  was  raised  with  the  Department,  we 
were  told  that  advice  on  the  timing,  quantum  and  conditions  of 
the  payments  under  these  programs,  as  opposed  to  financial 
controls,  is  a  matter  of  health  or  social  policy  that  is  beyond  the 
scope  of  the  Senior  Financial  Officer's  role; 

it  did  not  appear  to  be  generally  understood  or  accepted  that 
financial  officers  are  expected  to  examine  the  branch  heads' 
analyses  and  explanations  of  program  objectives  to  determine 
whether  they  are  realistic  and  explicit  enough  to  provide  a  basis 
for  financial  planning,  financial  reporting,  performance  and 
effectiveness  measurement.  It  is  the  Department's  view  that 
although  this  responsibility  may  not  be  detailed  in  the  policy 
statements  on  the  roles  of  the  Director  General,  Financial 
Administration  or  the  Director  of  Internal  Audit,  and  may  not 
have  been  performed  extensively  in  the  past,  it  is  considered  to 
be  inherent  in  their  responsibilities  dealing  with  performance 
measurement;  and 

there  are  no  guidelines  in  the  responsibilities  of  financial  officers 
in  the  branches  to  indicate  when  they  should  seek  the  advice  of 
the  Assistant  Deputy  Minister,  Administration,  particularly  if 
they  become  aware  of  contentious  matters  such  as  major 
weaknesses  in  control  or  cases  where  expenditures  may  have 
been  made  or  are  going  to  be  made  other  than  for  the  purposes 
intended,  without  proper  authorization  or  without  due  regard  to 
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economy  and  efficiency.  The  Department  believes  that  the  right 
to  seek  such  advice  is  implicit  in  the  description  of  the  branch 
financial  officer's  relationship  with  the  Director  General,  Finan- 
cial Administration,  but  that  it  is  purely  a  matter  of  judgment  on 
the  part  of  branch  financial  officers  and  hence,  not  a  subject  on 
which  the  enumeration  of  criteria  is  appropriate. 


17.40  The    senior    full-time    financial    officer    —    the    Director    General, 

Financial  Administration  —  is  not  a  member  of  the  Executive  Committee  and  may 
not  have  the  authority  or  status,  as  an  equal  member  of  the  executive  group,  to 
examine  and  comment  objectively  on  the  costs,  financial  plans  and  performance  of 
the  Assistant  Deputy  Ministers  and  of  the  central  administrative  functions.  The 
process  of  establishing  and  maintaining  financial  accountability  of  managers 
within  the  Department  may,  therefore,  require  more  active  monitoring  by  the 
Deputy  Minister  than  would  be  the  case  if  the  senior  full-time  financial  officer 
had  a  reporting  relationship  equal  to  that  of  branch  heads  and  was  a  member  of 
the  Executive  Committee. 


17.41  The    role    of    the    financial    function    should   be    clarified   and   the 
implementation  of  the  newly  established  policies  closely  monitored  to  ensure  that: 

they  are  appropriately  interpreted  and  applied  in  practice; 

the  Assistant  Deputy  Minister,  Administration,  is  able  to  perform 
the  functions  of  senior  financial  officer  effectively;  and 

the  responsibilities,  organizations  and  staff  of  the  Director 
General,  Financial  Administration  and  the  Director  of  Internal 
Audit  fully  support  the  responsibilities  of  the  Assistant  Deputy 
Minister,  Administration  and  enable  him  to  provide  comprehen- 
sive, objective  advice  on  departmental  resource  management. 

17.42  The  appropriateness  of  the  existing  organizational  arrangements  should 
be  subject  to  a  comprehensive  review  after  a  suitable  trial  period. 

17.43  Performance  of  the  financial  function.   Financial  officers  are  devoting 
most  of  their  time  and  attention  to  the  prime  functions  of: 

co-ordinating  and  administering  the  preparation  of  Program 
Forecasts,  Main  Estimates  and  other  budgetary  submissions  for 
senior  management  and  the  Treasury  Board  Secretariat; 

assembling  and  analysing  information  affecting  the  availability 
of  funds  and  man-years  during  the  year; 

maintaining  financial  reports  and  accounting  records; 
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participating  in  staffing  actions  for  financial  and  administrative 
positions; 

responding  to  specific  evaluations  and  recommendations  by 
Internal  Audit,  the  Treasury  Board  Secretariat  and  the  Office  of 
the  Auditor  General;  and 

authorizing  and  processing  transactions  in  some  cases. 


17.1M*  Pressed  to  cope  with  daily  matters,  financial  officers  may  not  have 

had  the  time,  staff  resources  or  leadership  to  initiate  major  systems  improve- 
ments and  as  a  result  have  not  established  the  systems  to  enable  them  to  provide 
comprehensive  financial  advice  to  program  managers  and  the  Deputy  Minister. 
The  Director  General,  Financial  Administration  and  others  in  the  financial 
function  have  not,  for  example: 

developed  a  process  for  establishing  and  maintaining  an  intimate 
knowledge  of  the  systems  needs,  problems  and  plans  of  the 
Branches  in  the  area  of  financial  management  and  control; 

been  giving  advice  on  the  long-term  financial  and  administrative 
implications  for  the  major  grants  and  contributions  programs 
such  as  Family  Allowance,  Old  Age  Security,  Canada  Pension 
Plan  and  Canada  Assistance  Plan; 

made  adequately  visible  in  budgetary  and  financial  reports  the 
cash  and  non-cash  costs  of  program  policies  and  content  as  a 
basis  for  understanding  costs  and  expenditure  trends; 

provided  sufficient  help  to  managers  in  identifying  their  financial 
and  performance  information  needs  and  establishing  compatible 
systems  and  reports  to  meet  these  needs;  nor  have  they  actively 
participated  in  monitoring  the  performance  information  systems 
that  are  in  place; 

ensured  that  there  are  adequate  financial  controls  over  computer 
systems; 

ensured  that  Departmental  financial  policies  are  as  complete  as 
practicable,  adequately  supplemented  at  the  Branch  and  Direc- 
torate or  Regional  level  and  understood  and  applied  in  practice; 

participated  in  certain  major  management  decisions  with  finan- 
cial implications,  such  as  the  decision  to  integrate  the  adminis- 
tration of  Family  Allowance  and  Old  Age  Security  with  Canada 
Pension  Plan  benefits;  and 


»i 


monitored  controls  over  the  identification  and  negotiation  of 
differences  and  overpayments  under  the  cost-sharing  agreements 
with  the  Provinces. 
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17.45  The  Department  has  not  yet  completed  corrective  action  on  recom- 

mendations included  in  the  Financial  Management  and  Control  Study.  New 
weaknesses  are  continuously  being  identified  by  Internal  Audit  and  the  Audit 
Office.  In  addition,  all  of  the  programs  have  identified  the  need  for  or  have 
developed  plans  for  major  improvements  to  their  financial  management  systems. 
Most  of  these  plans  are  likely  to  require  extra  staff  resources  and  two  or  more 
years  to  implement.  The  Director  General,  Financial  Administration  is  monitoring 
reported  actions  in  response  to  specific  recommendations  but  has  not  been  deeply 
involved  in  reviewing  the  broader  needs,  plans  and  priorities  of  the  financial 
function  in  the  Branches. 


17.46  Financial    officers,    under    the    leadership   of    the    Director    General, 

Financial  Administration,  should  develop  a  long-term  strategy  designed  to: 

help  managers  identify  their  needs  for  financial  and  performance 
information; 

establish    priorities   and  a  comprehensive   program   to   improve 
systems; 

ensure  that  budgetary  and  financial  controls  are  in  place; 

identify  the  time  and  staff  resources  and  training  required  to 
implement  and  maintain  the  systems;  and 

ensure  that  ultimately  the  financial  function  is  in  a  position  to 
provide  comprehensive  financial  analysis  and  advice  to      man- 
agement. 

Such  a  strategy  should  be  documented,  communicated  and  reviewed  with 
departmental  management,  Internal  Audit  and  any  central  agencies  potentially 
affected  by  the  program  including  the  Financial  Reporting  Services  and  Audit 
Services  Bureau  of  the  Department  of  Supply  and  Services.  It  should  ultimately  be 
approved  by  the  Deputy  Minister  and  subject  to  a  project  control  and  reporting 
system. 


17.47  A  comprehensive  plan  should  be  developed  to  identify  needs,  establish 
priorities  and  make  improvements  to  the  financial  management,  control  and 
performance  measurement  systems. 

17.48  Acceptance  of  the  role  of  the  financial  function.  The  most  important 
factor  in  the  acceptance  of  a  more  significant  role  for  financial  officers  in  the 
management  of  the  Department,  will  be  their  interpersonal  and  professional  skills, 
the  quality  of  their  judgment  and  advice  and  the  degree  of  support  received  from 
program  managers.  This  is  particularly  important  in  the  context  of  grants  and 
contribution  programs  where  they  have  not  had  significant  involvement  in  the 
past. 
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17.49  To  promote  acceptance  of  the  role  of  the  financial  function,  it  should 

be: 

seen  to  be  supported  by  the  executive  group; 

documented  more  clearly  and  comprehensively;  and 

communicated  to  the  management  and  to  other  functional  groups 
and  all  persons  with  financial  responsibilities. 

The  title  of  Branch  Senior  Financial  Officer  is  in  the  process  of  being  introduced 
to  replace  the  title  Branch  Financial  Adviser.  This  title,  along  with  those  of  the 
Assistant  Deputy  Minister,  Administration  and  Director  General,  Financial 
Administration  may  not  yet  effectively  communicate  the  combined  advice, 
service  and  control  responsibilities  of  these  offices. 


17.50  To  the  extent  that  the  role  of  the  financial  function  may  be  better 

understood  and  accepted  throughout  the  Department,  consideration  should  be 
given  to  revising  the  titles  of  senior  financial  officers;  the  titles,  Departmental 
Comptroller  and  Branch  Comptrollers  are  suggested. 


Financial  Information  for  Parliament 


Purpose  and  Scope  of  Review 

17.51  Our  review  was  part  of  the  broader  study  reported  in  Chapter  6  to 

consider  and  demonstrate  alternative,  improved  methods  of  presenting  financial 
information  to  Parliament  as  a  means  of  contributing  to  studies  of  this  subject  by 
the  Treasury  Board  Secretariat  and  as  an  aid  to  the  Standing  Committee  on  Public 
Accounts.  We  examined  information  prepared  in  support  of  Program  Forecasts 
and  Estimates,  various  annual  reports  required  under  the  diverse  statutes 
administered  by  the  Department,  other  selected  departmental  publications 
describing  program  content,  and  other  sources.  The  result  of  the  project  was  a 
pro-forma  set  of  departmental  estimates  for  the  1978-79  fiscal  year  that 
illustrate  a  number  of  possible  improvements.  We  believe  these  pro-forma 
estimates  could  be  improved  significantly  with  further  study  and  greater 
departmental  participation. 


General  Observations 

17.52  Information  that  would  provide  a  comprehensive  and  useful  overview 

of  the  purposes  to  which  funds  are  being  applied,  of  historical  and  anticipated 
future  expenditure  trends  and  of  the  way  in  which  programs  are  managed  and 
controlled  is  not  readily  available  from  a  single  source  and  is  in  fact  quite 
difficult  to  assemble.  The  standard  government-wide  form  of  Program  Forecasts 
and  Estimates  tends  to  dominate  all  aspects  of  the  financial  information  and 
reporting  processes  and  determines  the  standards  of  analysis  and  involvement  by 
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financial  officers.  Present  practices  tend  to  emphasize  objects  of  expenditure 
rather  than  program  content,  new  expenditure  increments  rather  than  continuing 
expenditures  or  expenditure  trends,  operations  rather  than  grants  and  contribu- 
tions, and  man-years  and  funding  levels  rather  than  costs  and  performance 
information. 


17.53  Grants  and  contributions.   Information  in  the  Estimates  on  each  of  the 

major  grants  and  contributions  is  generally  a  brief  identification  of  the  program  or 
reference  to  the  relevant  statute.  These  programs  have  significant  financial 
implications  for  the  future  and  represent  the  most  material  and  variable 
proportion  of  departmental  spending.  The  existing  Estimates  do  not  disclose  to 
Parliament  the  major  variable  elements  of  program  cost.  Some  of  the  variables 
would  include  various  indexing  factors,  formulae,  base-year  data,  cost-sharing 
agreements  with  other  levels  of  government,  discretionary  interpretations  as  to 
eligibility  and  standards  of  service,  commitments  to  minimum  levels  of  funding, 
and  delayed  adjustments  to  or  confirmations  of  the  accuracy  of  amounts  payable 
under  agreements. 


17.54  Information  in  the  Estimates  on  the  major  grants  and  contributions 

programs  could  be  significantly  improved  by  including: 

descriptions  of  program  content,  eligibility  for  benefits  and 
administrative  arrangements; 

analysis  of  expenditures  by  recipient,  type  of  recipient  or 
service; 

more  effectively  integrated  presentations  of  complementary 
programs  such  as  Old  Age  Security  and  Canada  Pension  Plan; 

multi-year  comparative  cost  data  giving  full  and  consistent 
effect  to  program  changes,  costs  reflected  in  the  expenditures  of 
other  departments,  and  costs  of  related  income  tax  adjustments 
with  other  levels  of  government; 

long-term  financial  projections  and  analysis  of  historical  and 
projected  expenditure  trends;  and 

the  assumptions  underlying  current  and  long-term  forecasts. 

We  have  supplied  to  the  Department  illustrative  estimates  incorporating  these 
features. 


17.55  Operations.   The   current   program   and   activity    presentations   in  the 

Estimates  for  operational  expenditures  of  this  Department  is  informative  in  terms 
of  the  stated  program  objectives.  However,  in  every  program,  the  presentation  is 
either  inconsistent  with  the  responsibility  for  managing  and  controlling  resources 
within  the  program  or  is  presented  at  too  high  a  level  of  aggregation  to  facilitate 
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understanding  and  analysis  of  the  major  types  of  operations  and  their  costs  within 
the  program.  In  most  cases,  organizational  presentations  below  or  in  parallel  with 
the  defined  activity  structures  are  readily  available  within  the  Department  and 
would  significantly  improve  disclosure. 


Internal  Audit 


Background 


17.56  In    1977-78   the   Department   incurred   direct   costs  of  approximately 

$500,000  on  a  centralized  Internal  Audit  Directorate  with  22  professional  staff 
and  a  further  $200,000  on  internal  audit  projects  performed  by  the  Audit  Services 
Bureau. 


17.57  The  Department  also  paid  approximately  $1,000,000  to  the  Audit 
Services  Bureau  for  auditing  contributions  made  under  cost-sharing  agreements 
with  the  Provinces  and  other  contribution  programs.  This  work  is  not  part  of  the 
internal  audit  function.  It  is  an  integral  responsibility  of  program  managers  in 
verifying  and  controlling  contributions. 

Scope  of  the  Review 

17.58  Our  review  of  departmental  internal  audit  formed  part  of  the 
government-wide  review  of  Internal  Audit  reported  in  Chapter  12.  It  embraced 
the  administrative  and  audit  procedures  of  the  Internal  Audit  Directorate 
including  a  review  of  plans  and  the  planning  process,  audit  methodology  and 
programs,  operational  and  financial  audit  reports  and  a  sample  of  working  papers 
and  correspondence.  We  did  not  examine  the  role  of  various  program  planning  and 
evaluation  functions  performed  by  others  in  the  Department. 

Strengths 

17.59  Mandate.  The  Internal  Audit  Directorate  mandate,  issued  in  June  1976 
under  the  authority  of  the  Deputy  Minister,  provides  a  wide  scope  and  an 
important  measure  of  independence.   It  includes,  among  other  things, 

"to  provide  senior  management  with  an  independent  objective  assess- 
ment of: 

(a)  the  efficiency,  economy  and  effectiveness  of  operations; 

(b)  the  compliance  of  financial  and  administrative  policies  and 
procedures  with  legislative  requirements,  the  policies  and 
procedures  of  the  Minister  and  Deputy  Minister  and  those 
of  external  agencies;  and 

(c)  the  integrity  with  which  public  funds  are  acquired  and 
expended". 
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17.60  Reporting  relationships.  The  Deputy  Minister,  to  whom  the  Director- 

ate reports  functionally  but  not  administratively,  has  supported  internal  audit  and 
this  support  is  perceived  by  program  managers  and  financial  officers.  Audit  plans 
are  reviewed  with  the  departmental  Executive  Committee,  all  audit  reports  are 
sent  directly  to  the  Deputy  Minister  and  to  the  responsible  Assistant  Deputy 
Minister.  The  latter  is  required  to  respond  to  any  internal  audit  recommendation 
with  a  plan  of  corrective  action  within  60  days  and  a  progress  report  within  six 
months.  The  Executive  Committee  recently  approved  man-year  and  budget 
increases  for  Internal  Audit  based  on  an  extensive  review  of  the  Directorate's 
needs. 


17.61  Methodology.   The   Directorate   has  developed   a   useful   inventory  of 

procedures,  questionnaires,  audit  programs  and  skills  in  preparing  well-written, 
concise  and  understandable  management  reports.  Nineteen  long-form  operational 
or  financial  audit  reports  have  been  issued  during  the  past  30  months. 


17.62  Planning.   A    model,    recently   prepared    for    developing  a  long-range 

plan,  improves  the  definition  and  planning  of  audit  assignments  and  provides  a 
basis  for  ensuring  that  value  for  money  is  obtained  from  Internal  Audit.  The 
Department  was  analysed  on  a  matrix  of  auditable  units  -  13  functional,  88 
organizational  and  seven  statutory  and  benefit;  criteria  were  established  to  give 
weight  and  priority  ranking  to  these  auditable  units;  and  a  six-year  comprehensive 
plan  was  developed. 


Areas  for  Improvement 

17.63  For  each  of  the  areas  identified  above,  further  improvements  should  be 

encouraged  in  the  continuing  development  of  the  function.  Of  more  immediate 
importance  is  the  need  for  improvement  in  the  scope  of  the  internal  audit 
activities. 


17.64  Staffing.  The  Financial  Management  and  Control  Study  recommended 

in  1976,  at  a  time  when  there  were  14  man-years  available  to  the  Directorate, 
that  the  internal  audit  staff  "...  should  be  increased  so  that  adequate  resources  are 
available  to  carry  out  an  adequate  internal  audit....".  Since  that  time  there  has  been 
a  doubling  of  the  professional  complement,  nine  of  those  man-years  resulting  from 
the  recent  in-depth  evaluation  of  the  Directorate's  capability.  At  the  time  of  our 
audit,  six  authorized  positions  were  vacant.  Identification  and  attraction  of  well- 
qualified  personnel  has  been  difficult,  particularly  for  EDP-related  positions,  and 
the  Directorate  lacks  an  experienced  EDP  audit  capability.  It  has  also  suffered 
from  high  staff  turnover. 


17.65  The  Internal  Audit  Directorate  should  continue  its  efforts  to  ensure 

that: 


409 


Department  of  National  Health  and  Welfare 

all  authorized  man-years  are  used;  and 

it  acquires  appropriate  EDP  audit  capability. 

17.66  Audit  of  Income  Security  benefit  payments.   Past  audits  of  the  major 

Income  Security  Programs  have  been  limited  in  number  and  scope,  have 
emphasized  operational  efficiency  and  have  relied  on  the  Audit  Services  Bureau. 
The  long  range  audit  plan  calls  for  three  audits  a  year.  Family  Allowance,  Old 
Age  Security  and  the  Guaranteed  Income  Supplement  will  be  audited  in  detail 
every  other  year  and  Canada  Pension  Plan  payments  are  to  be  audited  every  three 
years.  The  plan  only  goes  far  enough  to  identify  that  an  audit  will  be  undertaken. 
It  does  not  give  sufficient  recognition  to  the  decentralized  operational  nature  of 
the  programs,  management's  plans  to  integrate  these  programs,  computer  controls 
and  computer  audit  techniques,  the  need  to  review  systems  amendments  to  ensure 
that  the  auditability  of  the  systems  is  maintained,  and  to  the  need  for  a  continual, 
annual  audit  activity  in  elements  of  all  programs  of  this  magnitude. 


17.67  The  Directorate  should  re-examine  and  amend  its  plans  for  the  benefit 

payment  systems  audits  to: 

ensure  that  the  Directorate  has  a  comprehensive  understanding 
of  the  payment  systems  before  any  aspect  of  the  field  work  is 
contracted  out  to  Audit  Services  Bureau  or  others; 

ensure  that  it  has  an  appropriate  involvement  in  systems 
amendments;  and 

detail  the  nature  and  extent  of  the  coverage  necessary  to  ensure 
that  key  elements  of  all  systems  are  audited  annually. 


17.68  Verification  and  control  of  contributions.  Field  audits  to  verify  contri- 
butions to  the  provinces  and  others,  normally  carried  out  with  the  assistance  of 
the  Audit  Services  Bureau,  are  of  limited  scope,  are  not  based  on  a  review  of 
internal  controls,  and,  because  their  audits  are  arranged  by  program  managers, 
lack  independence  and  objectivity.  Internal  Audit  has  not  been  including  in  its 
scope  a  comprehensive  analysis  of  the  policies  and  procedures  in  each  branch 
where  audits  are  performed  and  examinations  of  the  audit  practices,  working 
papers  and  reports  of  other  audit  groups. 

17.69  The  Internal  Audit  Directorate  is  not  communicating  with  other 
legislative  auditors,  on  whose  work  the  Department  is  relying  to  ensure  that  they 
receive  all  the  departmental  information  that  might  be  relevant  to  their  audit  and 
that  they   are  aware  of  the  reliance  being  placed  on  their  work. 
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17.70  The  Directorate  should  regularly  evaluate  all  audit  activities  under  the 

direct  control  of  program  officials,  including  the  work  of  any  contracted  audit 
groups  involved  in  the  verification  and  control  of  contributions. 


17.7 1  The  Directorate  should  communicate  with  legislative  auditors  whose 

work  is  being  relied  on  by  the  Department. 


17.72  Supervision  of  field  work.   The    Directorate    endeavours    to    maintain 

good  standards  of  field  work  but  relies  heavily  on  the  personal  skills  and  initiatives 
of  the  senior  personnel  on  each  assignment.  The  present  audit  manual  is 
incomplete  and  out  of  date  and  the  procedures  for  conducting  audits,  file  review 
and  supervision  are  not  carried  out  in  a  sufficiently  disciplined  manner  to  provide 
assurance  that  all  areas  of  operational  and  financial  management  are  examined, 
all  weaknesses  and  problems  are  identified,  the  significance  of  observations  is 
recognized  and  all  significant  observations  are  reported. 


17.73  The  Internal  Audit  Directorate  should  update  its  manual  and  proce- 

dures emphasizing  the  need  to  strengthen  and  maintain  documented  evidence  of 
supervision  and  file  review  to  provide  greater  assurance  that  significant  areas  of 
audit  or  audit  observations  are  not  omitted. 


Canada  Pension  Plan  Financial  Arrangements 


General  Description 

17.74  The  Canada  Pension  Plan  was  introduced  in  1965  as  a  partially-funded 

retirement  income  system  to  be  financed  exclusively  by  employee  and  employer 
contributions.  It  covers  nearly  all  members  of  the  labour  force  between  the  ages 
of  18  and  70  and  makes  provision  for  all  qualified  contributors  to  receive  a  pension 
after  retirement  or  benefits  in  the  event  of  loss  of  income  due  to  disability  or 
death.  The  required  contribution  is  3.6%  of  "contributory  earnings"  and  the 
retirement  pension  beginning  at  age  65  is  a  basic  amount  equal  to  25%  of  the 
contributor's  average  adjusted  monthly  pensionable  earnings.  Benefits  paid  under 
the  Plan  are  financed  from  current  contributions  and  the  excess  of  receipts  over 
disbursements  is  invested  in  provincial  and  federal  securities.  Any  enactment  to 
alter  the  general  level  of  benefits  or  the  rates  of  contribution  requires  at  least  a 
two-year  and  one-day  period  of  exposure  to  Parliament  before  coming  into  force 
and  agreement  by  at  least  2/3  of  the  10  provinces  having  in  aggregate  not  less 
than  2/3  of  the  population  of  Canada.  The  Financial  Statements  of  the  Canada 
Pension  Plan  are  included  in  Volume  II  of  the  Public  Accounts. 


17.75  The    Minister    of    National    Health    and    Welfare    is    responsible    for 

administering  the  Canada  Pension  Plan  with  the  exception  of  Part  I  which  rests 
with  the  Minister  of  National  Revenue.  Part  I  concerns  the  coverage  of  persons 
and  collection  of  contributions.    In  addition,  the  Chief  Actuary  of  the  Department 
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of  Insurance  is  responsible  for  preparing  reports  on  the  projected  financial  state  of 
the  Plan  and  the  effects  of  any  proposed  amendments.  In  practice,  administrative 
responsibilities  also  involve  the  Departments  of  Supply  and  Services,  in  providing 
electronic  data  processing  services,  and  Finance  in  the  financial  arrangements 
governing  the  Canada  Pension  Plan  Account  and  the  Canada  Pension  Plan 
Investment  Fund. 


Audit  Scope 

17.76  Audit  activities  are  designed  to  support  the  Audit  Report  provided  to 

the  Minister  of  National  Health  and  Welfare  on  the  financial  statements  of  the 
Canada  Pension  Plan  Account  and  the  Canada  Pension  Plan  Investment  Fund. 


Contribution  Rates 

17.77  Information  about  the  financial   status  of  the  Canada  Pension  Plan, 

including  reference  to  increased  employer  and  employee  contributions  needed  to 
ensure  that  it  can  meet  expected  payments  and  other  costs,  can  be  found  in  notes 
to  the  Financial  Statements  of  Canada,  Notes  to  the  Financial  Statements  of  the 
Canada  Pension  Plan  Account  and  the  Canada  Pension  Plan  Investment  Fund 
prepared  by  the  Department,  our  audit  notes  of  previous  years,  the  actuarial 
reports  to  Parliament  of  the  Superintendent  of  Insurance  and  the  Third  Report  to 
the  House  of  Commons  of  the  Standing  Committee  on  Public  Accounts.  Since  this 
matter  was  last  reviewed  by  the  Standing  Committee  on  Public  Accounts: 

the  Department  has  expanded  its  Notes  to  the  Financial 
Statements  to  provide  further  information  concerning  the 
financial  status  of  the  Plan;  and 

the  Chief  Actuary  of  the  Department  of  Insurance  is  preparing 
an  updated  actuarial  report,  in  accordance  with  a  statutory  five- 
year  cycle,  and  is  including  in  that  report  a  computation  of  the 
unfunded  liability  of  the  Plan.  This  report  will  be  reviewed  by 
representatives  of  the  Audit  Office. 


Canada  Pension  Plan  Contributions  and  Benefits  Controls 


Background 

17.78  The   processing  of   contributions  and  benefits  involves  four  Depart- 

ments: 

National  Revenue  -  Taxation  collects  and  records  employee 
contributions  and  contributory  earnings  information  on  computer 
files  that  are  periodically  transferred  to  National  Health  and 
Welfare.    The  Canada  Pension  Plan  Account  is  credited  with  a 
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schedule  of  estimated  daily  contributions  and  is  subsequently 
adjusted  to  agree  to  the  actual  total  amounts  collected  by 
National  Revenue  -  Taxation. 

National  Health  and  Welfare,  through  its  centralized  head- 
quarters, prepares  and  verifies  benefit  applications  for  computer 
processing,  generates  financial  information  and  monitors  the 
status  of  the  principal  accounting  records  and  the  detailed 
records  of  contributions,  contributory  earnings  and  benefits.  It 
also  maintains  local  and  district  offices  to  serve  the  public. 

Supply  and  Services  maintains  and  operates  the  computer 
systems  and  files. 

Employment  and  Immigration  supplies  a  central  index  of  Social 
Insurance  Numbers  that  is  used  for  reference  purposes  through- 
out the  Canada  Pension  Plan  systems. 


17.79  The    centralized    computer    systems    are    large    and    complex.       For 

example,  processing  routines  involve  over  350  computer  programs  and  the 
Earnings  Master  File  contained  12.4  million  records  with  a  cumulative  value  at 
year-end  of  $5,700  million  in  employee  contributions  and  $502,000  million  in 
contributory  earnings.  Approximately  $1,060  million  was  paid  to  990,000 
beneficiaries  in  1977-78. 


Scope  of  the  Audit 

17.S0  Audit   activities   included   a  review   of   the   controls   over  the  main- 

tenance of  computerized  systems,  programs  and  files  and  focused  on  the 
documentation,  evaluation  and  verification  of  the  financial  and  accounting 
controls  over  the  principal  Earnings  (Contributions)  and  Benefits  sub-systems. 
Internal  control  weaknesses,  identified  with  the  aid  of  systems  flowcharts  and 
internal  control  questionnaires,  were  reported  in  detail  to  management  with  our 
recommendations  for  corrective  action.  Statistical  sampling,  computer  audit 
software  and  manual  checks  to  source  documents  were  used  to  test  the 
authorization,  completeness  and  accuracy  of  the  accounts  and  of  information  in 
the  principal  master  files. 


17.S1  No  attempt  was  made  as  part  of  this   examination  to  validate  the 

completeness  and  accuracy  of  the  Social  Insurance  Number  and  earnings  files 
received  from  other  departments.  Several  important  sub-systems,  such  as  a  sub- 
system for  confirming  the  continuing  status  of  pensioners,  were  not  examined  or 
tested  in  detail. 
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Maintenance  of  Systems,  Computer  Programs  and  Files 

17.82  Controls  over  the  maintenance  of  systems,  computer  programs  and 

files  are  not  applied  adequately.  Although  the  audit  tests  did  not  disclose  major 
errors  in  processing  contributions  and  benefits,  many  detailed  problems  were 
encountered  and  an  unnecessary  risk  of  error,  and  technical  problems  could  be 
avoided.  Programs  that  have  been  amended  in  the  past  are  not  now  adequately 
documented.  Policies  for  controlling  amendments  are  not  being  adhered  to  and 
are  incomplete,  with  the  result  that  amendments  are  initiated,  tested  and 
introduced  without  formal  check  or  approval  by  responsible  officials  in  the 
development  and  user  units.  Programmers  have  access  to,  and  perform 
maintenance  on  live  files  and  could  possibly  lose  or  manipulate  data.  Adequate 
arrangements  have  not  been  made  for  emergency  computer  processing  and  offsite 
storage  of  backup  files.  Controls  over  these  systems  have  traditionally  been  an 
operational  responsibility  with  little  involvement  by  financial  officers. 

17.S3  Controls  over  implementing  and  maintaining  computer  systems  and 

files  should  be  improved  to  ensure  that: 

existing  computer  programs  are  properly  documented; 

all  systems  and  program  amendments  are  subject  to  appropriate 
authorization  and  controls  by  the  responsible  users,  systems 
analysts,  data  processing  management  and  financial  officers;  and 

adequate  arrangements  exist  for  emergency  computer  processing 
and  offsite  storage  of  backup  files. 

Control  of  Contributory  Earnings  and  Contributions  Information 

17.84  The  magnetic  tapes  of  participants'  contributory  earnings  and  contri- 
butions information  received  from  National  Revenue  -  Taxation  are  subjected  to 
computer  routines  to  ensure:  (a)  the  validity  of  Social  Insurance  Numbers;  and  (b) 
that  the  number  of  records  and  the  aggregate  amount  of  contributory  earnings  and 
contributions  agree  with  a  transmittal  letter  from  National  Revenue.  Contribu- 
tions that  cannot  be  matched  to  a  valid  Social  Insurance  Number  are  transferred 
to  suspense  files  for  manual  follow-up  where  feasible. 

17.85  Established  control  totals  of  record  counts,  contributory  earnings  and 
contributions  on  computer  files  received  from  National  Revenue  are  not 
maintained  through  the  various  stages  of  processing.  Transaction  count  control 
totals  were  provided  for  in  the  original  systems  design.  However,  this  limited 
purpose  control  procedure  has  not  been  followed  for  several  years  and  is  no  longer 
possible  because  proper  audit  trails  were  not  provided  for  in  system  amendments. 
Amending  procedures  to  correct  error  and  exception  transactions  identified  in  the 
computer  routines  do  not  ensure  that  only  appropriately  authorized  amendments 
can  be  introduced.  As  a  result,  errors  or  omissions  in  recording  participants' 
contributions  could  pass  undetected  over  a  number  of  years  and  could  cause 
inaccuracies  in  determining  pension  benefits  that  would  be  difficult  to  identify  or 
correct  at  a  later  date. 
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17.86  The  detailed  computer  records  of  contributions  received  are  not  kept 

in  balance  with  the  principal  accounting  records  of  such  contributions  and  it  is  not 
currently  feasible  to  determine  the  amount  of  any  difference  that  may  have 
accumulated.  Contribution  receipts  are  recorded  daily  in  the  principal  accounting 
records  based  on  predetermined  projections  prepared  by  the  Department  of 
Finance.  In  mid-summer  of  each  year,  the  principal  accounting  records  are 
adjusted  to  reflect  the  actual  receipts  for  the  previous  calendar  year  based  on 
personal  income  tax  returns  processed  by  National  Revenue-Taxation.  The  total 
of  actual  receipts  is  not  reconciled,  or  reconcilable,  to  the  magnetic  tapes  of 
contributory  earnings  and  contributions  used  to  update  the  contributions  master 
files  because  these  tapes  contain  a  blend  of  multi-year  information.  Differences 
between  the  principal  accounting  records  and  the  computer  files  may,  and  in  some 
cases  will,  be  introduced  as  a  result  of  weaknesses  in  the  procedures  for 
maintaining  systems,  updating  master  files  and  amending  information  on  the  files. 
Audit  trails  and  control  totals  are  not  available  to  ensure  that  all  adjustments  to 
the  computer  files  are  reflected  in  the  principal  accounting  records.  The 
introduction  of  appropriate  controls  will  require  a  major  systems  design  and  re- 
programming  exercise. 


17.87  As  the  Plan  matures  it  will  become  increasingly  difficult  to  identify, 

substantiate  and  correct  any  errors  in  contributory  earnings  information.  There  is 
no  routine  procedure  to  inform  participants  of  their  history  of  contributory 
earnings  on  file  on  an  annual  or  cyclical  basis  or  on  the  initiation  of  benefit 
payments,  and  any  such  procedures  introduce  major  administrative  problems.  As 
an  interim  measure,  the  Department  is  initiating  a  program  to  inform  individuals 
that  they  may  obtain  information  on  their  contributory  earnings  records  by  writing 
the  Department. 


17.88  It  has  not  been  feasible  in  our  audit  tests  to  quantify  the  significance 

of  the  control  weaknesses.  It  is  possible  that  errors  in  the  detailed  computer 
records  could  be  significant  in  total  amount  or  in  the  number  of  participants 
affected  but  this  is  unlikely,  based  on  the  experience  of  the  Department  in  the 
payment  of  benefits  and  in  answering  queries  from  the  public. 


17.89  A    study    should   be    made    to    examine    the   benefits   and   costs   of 

alternative  ways  of  improving  the  manual  and  computer  controls  over  contributory 
earnings  records  and  of  identifying  and  correcting  any  errors  that  may  be  on  file. 
Manual  and  computer  program  controls  should  be  introduced  to  ensure  that: 

all  error  corrections  will  be  authorized  by  persons  other  than 
those  involved  in  submitting  corrections  and  after  batching  or 
equivalent  accounting  controls  have  been  established; 

independent  check  and  reconciliation  procedures  are  maintained 
to  confirm  that  the  number  and  dollar  value  of  transactions 
received  from  National  Revenue  -  Taxation  will  be  accounted  for 
after  the  final  update  of  the  earnings  and  contributions  master 
file,  and  the  detailed  contribution  records  will  be  in  agreement 
with  the  monies  received  and  the  principal  accounting  records; 
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reconciliations  and  key  control  conditions  will  be  checked  by 
independent  staff  and  reviewed  and  approved  by  supervisors;  and 

policies,  procedures  and  controls  will  be  comprehensively  docu- 
mented and  communicated  to  the  staff  involved  and  applied  in 
practice. 


Control  of  Benef it  Payments 

17.90  There    are    adequate    financial    and    accounting    controls    over    the 

processing  of  benefit  payments,  subject  to  relatively  minor  weaknesses  in  the 
manual  controls  over  input  documents  and  the  limited  scope  of  our  audit  this  year. 
Improperly  authorized  benefit  application  and  change  orders  could  be  introduced 
to  the  system  and  authorized  transactions  could  be  lost  because  accounting 
controls  are  only  established  by  a  batch  control  unit  after  input  documents  have 
passed  through  the  principal  verification,  checking  and  approval  processes,  and 
because  processed  batches  are  returned  to  the  same  unit  before  being  returned  to 
the  originating  department.  Controls  are  maintained  to  confirm  that  all  benefit 
transactions  are  accounted  for  through  to  the  final  update  of  the  benefits  master 
files  and  the  principal  accounting  records,  but  these  important  controls  are  not 
subject  to  supervisory  review  to  ensure  there  is  no  lapse  in  their  maintenance  and 
that  all  exceptions  have  been  appropriately  dealt  with. 


17.91  Detailed  audit  tests  revealed  only  a  few  minor  discrepancies  of  little 

significance.  These  tests  used  computer  audit  programs  to  check  the  accuracy  of 
benefit  files,  recalculate  pension  entitlements,  compare  some  key  relationships  on 
the  eligibility  and  status  of  pensioners,  and  select  records  for  checking  against 
source  documentation. 


17.92  Accounting  or  batch  controls  over  benefit  applications  and  change 
orders  should  be  established  before  authorization  of  these  input  documents  and  the 
important  reconciliations  of  input  control  totals  to  updated  master  files  and  the 
principal  accounting  records  should  be  subject  to  independent  check  and 
supervisory  approval. 

Family  Allowance  and  Old  Age  Security-Benefit  Controls 

Program  Description 

17.93  Benefits  and  entitlements  under  this  program,  amounting  in  total  to 
approximately  $7,000  million  in  1977-78,  are  summarized  as  follows: 

Old  Age  Security  is  a  basic  monthly  pension  payable  at  age  65  to 
persons  who  have  met  certain  residence  requirements.  The  basic 
rate  is  adjusted  for  those  who  have  not  met  the  full  residency 
requirement; 
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Guaranteed  Income  Supplements  may  be  added  to  the  basic  Old 
Age  Security  benefits  where  income  in  the  preceding  year, 
computed  in  accordance  with  the  Income  Tax  Act  and  combined 
for  a  married  couple,  is  below  scheduled  levels; 

Spouse's  Allowance  may  be  paid  to  the  spouse  of  an  Old  Age 
Security  recipient  if  the  spouse  is  between  ages  60  and  65  and 
their  combined  income  is  below  scheduled  levels;  and 

Family  Allowances  are  paid  in  respect  of  children  under  the  age 
of  18  who  are  resident  in  Canada  and  maintained  by  parents  or 
guardians,  one  of  whom  must  also  meet  residency  and  citizenship 
requirements. 


17.94  The   program    is   administered   through   a    headquarters   staff    in   the 

National  Capital  Region  and  regional  offices  in  provincial  centres.  The 
Department  of  Supply  and  Services  designed  and  operates  the  computer  systems 
but  each  region  is  responsible  for  the  administration  of  the  program,  for  the 
receipt,  verification  and  control  of  applications  and  the  payment  of  benefits. 


Scope  of  the  Audit 

17.95  The  audit  extended  the  general  evaluation  of  computer  controls  in  one 

regional  office  as  reported  by  the  CAISE  Study  in  paragraph  6.18  of  the  1977 
Report.  It  went  more  specifically  into  the  documentation  and  testing  of  manual 
and  computer  controls  and  sample  transactions  in  the  Quebec,  Ontario,  Manitoba, 
Saskatchewan,  Alberta  and  British  Columbia  Regions.  Extensive  use  was  made  of 
systems  flowcharts,  control  evaluation  questionnaires,  computer  audit  programs 
and  statistically  based  samples. 


Strengths 

17.96  The   findings   of    the   CAISE   Study    indicated    that    in   general   these 

systems  have  adequate  financial  and  accounting  controls  subject  to  the  need  to 
rely  on  timely  and  accurate  data  prepared  by  non-departmental  sources  and  some 
minor  elements  of  financial  control  that  have  not  been  implemented. 


Areas  for  Improvement 

17.97  More  extensive  audit  examinations  have  identified  additional  relatively 

minor  weaknesses  in  the  manual  controls  over  input  documents,  controls  over 
reconciliations  and  exception  reports,  and  information  maintained  on  computer 
files.  Detailed  weaknesses  and  recommendations,  which  are  not  consistent  among 
regions,  have  been  discussed  with  headquarters  and  each  of  the  regional  managers. 
The  absence  of  these  controls  may  provide  an  opportunity  for  error  but  do  not 
necessarily  mean  that  errors  have  occurred.  Our  audit  tests  did  not  disclose  any 
significant  errors. 
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17.98  Controls  over  input  documents.   In  the  sequence  of  processing  benefit 

applications  and  other  input  documents,  document  and  accounting  controls  are  not 
established  early  enough  in  the  system  to  ensure  that  improperly  verified  and 
authorized  transactions  cannot  be  introduced  to  the  system  and  that  all  authorized 
transactions  are  processed  without  subsequent  delay,  error,  alteration,  omission  or 
duplication.  Compensating  controls  or  post-audit  error  detection  procedures  to 
identify  and  monitor  the  significance  of  weaknesses  have  not  been  introduced  in 
all  Regions. 


17.99  Document  and  accounting  controls  should  be  established  before  the  key 

steps  in  the  verification  and  authorization  process  and,  where  this  is  not  economic 
or  feasible,  post-audit  programs  to  monitor  the  significance  of  the  weaknesses 
should  be  improved. 


17.100  Controls  over  reconciliations  and  exception  reports.   Headquarters  and 

the  regions  have  many  important  reconciliation  and  computer  routines  designed  to 
identify  improper  information  or  errors.  These  would  include  incomplete  or 
invalid  input  identified  during  processing  as  well  as  mismatches  of  files  with  other 
departments,  provincial  birth  and  death  registers,  files  of  prior  years  and  manual 
records.  Some  of  these  routines,  and  the  procedures  for  following  up  exceptions, 
could  be  made  more  reliable  with  improved  procedural  documentation,  training 
and  properly  evidenced  supervisory  controls. 


17.101  Controls  over  reconciliations  and  follow-up  procedures  on  exception 

reports  should  be  made  more  reliable  through  improved  procedural  documentation, 
training  and  supervisory  review. 


17.102  Maintenance  of  data  on  file.   The  systems  involve  large  computer  files 

that  are  subject  to  continuous  amendment  and  contain  data  that  remain  on  files 
for  long  periods  of  time.  As  noted  above,  the  exception  reports  that  are  produced 
are  not  under  adequate  supervisory  controls  to  ensure  that  appropriate  corrective 
action  is  taken  in  every  instance.  These  factors  increase  the  risk  that  data  could 
be  lost,  manipulated  or  retained  on  file  accidentally  or  intentionally.  There  are  no 
specific  procedures  to  ensure  that  the  standing  data  on  file  are  properly 
maintained. 


17.103  Procedures  should  be  developed  to  confirm  that  control  over  standing 

data  on  computer  files  is  being  properly  maintained,  including  measures  such  as: 

systematically  test-checking  selected  records  of  beneficiaries  to 
source  information;  and 

periodically  scanning  the  master  benefit  files  for  unusual  items. 
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Family  Allowance  and  Old  Age  Security  -  Performance  Measurement 


Background 

17.10^  The    Income    Security    Programs    Branch    administers    the    Old    Age 

Security,  Guaranteed  Income  Supplement,  Spouse's  Allowance  and  Family  Allow- 
ance programs  through  a  network  of  10  regional  offices  involving  approximately 
2,000  employees.  An  established  performance  measurement  system  is  designed  to 
monitor  relative  productivity  among  regional  offices. 


Scope  of  the  Pilot  Study 

17.105  The  initial  review  of  the  performance  measurement  system  was  an 

exploratory  pilot  project,  as  part  of  the  government-wide  Study  of  Procedures  in 
Cost  Effectiveness,  designed  to  help  develop  value-for-money  auditing  procedures 
for  application  in  other  government  departments  in  which  performance  measure- 
ment plays,  or  should  play,  a  role  in  the  control  of  efficiency.  We  did  not  attempt 
to  examine  the  way  in  which  performance  information  was  being  used  to  control 
or  improve  efficiency,  other  aspects  of  efficiency,  or  the  evaluation  of  program 
effectiveness.  We  visited  the  British  Columbia,  Ontario  and  Atlantic  Regional 
Offices  and  National  Headquarters.  This  Study  helped  develop  an  initial  set  of 
guidelines  and  performance  measurement  criteria  for  the  staff  investigating  some 
16  program  areas  in  12  other  departments. 


17.106  Our  criteria  related  to  the  following  systems  issues: 

the  adequacy  of  the  systems  technology; 

the  adequacy  of  standards  or  bases  for  comparison; 

the    usefulness    of    performance    information    as    an    efficiency 
control  and  improvement  device;  and 

the  reliability  of  the  information. 


General  Evaluation 

17.107  Our  review  of  the  performance  measurement  system  revealed  only 

minor  control  weaknesses.  We  found  evidence  of  management  support  for  the 
system  and  use  of  performance  information  in  monitoring  the  efficiency  of 
operations.  Management  was  also  active  in  maintaining  the  system's  relevance 
and  validity  in  the  face  of  legislative  and  operational  changes.  In  the  last  18 
months  they  have  modified  it  to  improve  further  the  validity  and  format  of  the 
information  reported. 
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Findings  of  the  Pilot  Study 

17.108  The    Study    found    ample    evidence    to    indicate    that    performance 

information  is  being  used  in  (a)  the  allocation  of  resources  in  the  Branch;  and  (b) 
the  monthly  monitoring  of  resource  use  and  performance  in  relation  to  plans. 


17.109  However,  the  Study  concluded  that  the  output  measurement  in  the 

efficiency  calculations  for  the  major  program  areas  was  over-simplified  and  this 
over-simplification  restricted  the  system's  usefulness  in  monitoring  short-term 
efficiency  fluctuations.  The  Study  suggested  that  the  Branch  consider  using 
output  measures  more  closely  related  to  the  activities  carried  out  in  administering 
the  program  and  to  specific  transactions. 


Subsequent  Improvements 

17.110  During  the  Pilot  Study,  the  Management  Services  group  in  the  Branch 

conducted  a  survey  of  the  performance  measurement  system  using  management 
questionnaires  to  identify  user  needs,  a  key  feature  of  any  successful  system. 


17.111  Improvements   introduced  in   1977  to  enhance  the  usefulness  of  the 

systems  to  operational  managers  can  be  summarized  as  follows: 

development  of  a  common  operating  structure  in  all  10  Regions; 

redefinition  of  outputs; 

corresponding  redefinition  of  input  allocation; 

introduction  of  new  effectiveness  indicators; 

modifications  to  existing  effectiveness  indicators; 

improvements  to  existing  operational  forms,  management  reports 
and  procedures  manuals; 

revamping  and  streamlining  of  national  management  report;  and 

introduction  of  additional  management  reports,  including  a 
monthly  narrative  analysis  report  to  operations  management  and 
a  quarterly  senior  management  summary. 


17.112  The  most  significant  improvement  in  the  system  was  the  revision  of 

the  measurable  units  of  output.  It  was  recognized  that  transactions  provide  a 
better  indicator  of  workload  than  active  accounts  but  they  introduce  more 
difficult  problems  of  data  accuracy  and  control.  Management  considered 
transactions  but  selected  "weighted  account  types",  as  a  practical  alternative  that 
improves  on  previous  measures. 
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Canada  Assistance  Plan 


Program  Description 

17.113  The  Canada  Assistance  Plan,  financially  the  most  significant  Social 

Assistance  program,  provides  federal  funding  to  the  provinces  of  50%  of  the  cost 
to  the  provinces  and  municipalities  of  "assistance"  to  people  in  need  and  of 
"welfare  services"  to  people  who  are  in  need  or  likely  to  become  so  if  they  do  not 
receive  help.  The  total  costs  in  1977-78  amounted  to  approximately  $1,600 
million.  These  programs  are  established,  administered  and  controlled  by  the 
provinces  and  cover  a  wide  range  of  assistance  and  welfare  services,  work  activity 
projects  and  costs  relating  to  the  administration  of  these  programs. 


17.11*  All  provinces  participate  under  the  provisions  of  the  Canada  Assist- 

ance Plan.  Contributions  to  provinces  other  than  Quebec  are  paid  in  cash  and 
those  for  Quebec  are  paid  in  tax  points  and  a  cash  supplement  by  special 
arrangements  under  the  authority  of  the  Federal-Provincial  Fiscal  Arrangements 
and  Established  Programs  Financing  Act,  1977,  1976-77,  c.  10. 


17.115  Assistance  includes  payments,  at  rates  determined  by  the  provinces,  to 

persons  in  need  of  basic  requirements  such  as  food,  shelter,  clothing,  fuel;  items 
of  special  needs,  such  as  essential  repairs  to  property;  and  care  in  welfare 
institutions,  such  as  homes  for  the  aged,  nursing  homes  and  child  care  institutions. 


17.116  Welfare    services    sharable    under    the    Plan    include    rehabilitation 

services,  casework,  counselling,  assessment  and  referral  services  for  individuals 
and  families;  and  child  care  services  including  protection,  day  care,  adoption 
services  and  preventive  services  to  children  in  their  own  homes. 


17.117  The  Canada  Assistance  Plan  is  one  of  the  largest  and  has  been  one  of 

the  most  rapidly  expanding  programs  of  government.  It  is  a  complex  and  difficult 
program  to  control  and  monitor  and  the  success  of  the  program  as  well  as  the 
effectiveness  of  any  financial  controls  depends  on  the  co-operation  of  the 
provincial  and  municipal  governments. 


17.118  Many  of  the  most  administratively  complex  welfare  services  and  some 

of  the  assistance  components  of  the  Canada  Assistance  Plan  have  been,  or  are 
being,  transferred  out  of  the  program  and  replaced  by  alternative  arrangements 
for  funding  provincial  programs.  Effective  April  1,  1977,  certain  extended  health 
care  services  and  assistance,  equivalent  to  an  estimated  $333  million  in  costs  for 
1977-78,  were  transferred  out  of  the  Plan  to  the  Health  Care  Program.  Since 
April  1,  1978,  all  the  remaining  welfare  services  and  some  assistance,  equivalent 
to  an  estimated  $512  million  in  costs  for  1977-78,  may  be  transferred  out  of  the 
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Plan  and  replaced  by  new  social  services  financing  arrangements  agreed  to  by  the 
provinces  in  March  1978  and  reflected  in  a  proposed  Social  Services  Financing 
Act,  Bill  C-55,  tabled  in  the  House  of  Commons  in  May  1978. 


Scope  of  the  Audit 

17.119  The    audit    examination    included    a    review    and    evaluation    of    the 

financial  and  administrative  controls  over  contributions  to  the  provinces  and 
territories  based  on  detailed  examinations  conducted  in  Ontario  and  Saskatchewan 
and  some  limited  tests  in  the  other  provinces.  It  included  a  review  of  the  control 
exercised  by  departmental  representatives  in  provincial  capitals,  the  arrange- 
ments with  the  Audit  Services  Bureau,  departmental  communications  with  the 
legislative  auditors  of  the  provinces  and  the  systems  for  assembling  cost  and 
related  information  received  from  provinces.  We  also  tested  the  approval  and 
accuracy  of  selected  payments  and  analysed  certain  outstanding  balances  with  the 
provinces. 


Strengths 

17.120  Experienced  staff.   Program   eligibility   and  sharability  is  determined 

primarily  by  Headquarters  staff  with  the  help  and  advice  of  departmental  Field 
Representatives  in  provincial  capitals.  Routine  application  of  these  decisions, 
including  the  eligibility  of  clients,  is  determined  and  monitored  primarily  by  Field 
Representatives  with  the  help  and  advice  of  Headquarters.  Interpretations  and 
precedents  in  determining  eligibility  and  sharability  are  the  subject  of  extensive  ad 
hoc  correspondence  and  discussion  between  provincial  officials,  Field  Representa- 
tives and  Headquarters  because  the  range,  nature  and  cost  components  of 
assistance  and  welfare  services  programs  vary  among  provinces. 


17.121  The  work  of  Field  Representatives  requires  judgment  and  an  in-depth 

knowledge  of  the  provincial  programs  and  previous  eligibility  interpretations 
supported  by  centrally  monitored  listings  of  allowances  and  welfare  services 
approved  for  each  province,  liaison  with  provincial  government  officials,  liaison 
with  Headquarters  and  inspections  of  facilities.  Administration  of  this  program 
requires,  and  has  benefited  from,  continuity  of  staff.  The  Director  General  of  the 
program,  the  senior  staff  at  Headquarters  and  the  Field  Representatives  are 
experienced  program  officers,  most  of  whom  have  been  involved  in  administering 
some  aspect  of  the  program  at  the  federal  or  provincial  level  for  many  years,  if 
not  since  its  inception. 


17.122  Verification  of  contributions.   By       statute       and       government-wide 

policies,  claims  submitted  by  the  provinces  and  the  supporting  provincial  records 
are  subject  to  federal  examination  and  verification  to  the  satisfaction  of  federal 
officials.  In  practice,  departmental  Field  Representatives  are  personally  required, 
through  their  discussions  and  field  visits,  to  satisfy  themselves  as  to  the  eligibility 
of  the  provincial  welfare,  assistance  and  administrative  activities  and  to  provide  a 
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signature  as  to  evidence  of  this  responsibility.  The  Audit  Services  Bureau  is 
contracted  to  assess  the  accuracy  of  cost  information  after  each  claim  has  been 
certified  by  the  provincial  legislative  auditor.  Audit  Services  Bureau  has  been 
checking  claims  to  provincial  accounting  records,  in  some  cases  has  been 
conducting  more  detailed  audit  tests,  and  has  been  preparing  extensive  reports, 
identifying  questionable  items  or  accounting  errors  for  the  periods  under  review. 
These  reports  are  submitted  to  program  officers  for  clearance  and  settlement 
with  provincial  officials.  Normally  this  is  a  three-year  process  -  a  year  for  the 
provinces  to  submit  their  claims,  a  year  for  federal  audit  and  a  year  to  reach  a 
final  settlement.  Some  settlements  or  recoveries  of  overpayment  may  involve 
lengthy  discussions  and  frequently  require  five  or  more  years. 


Areas  for  Improvement 

17.123  Impact  of  legislative  changes  on  program  administration.  The  transfer 

of  many  of  the  most  administratively  complex  welfare  services  from  the  Canada 
Assistance  Plan  should,  in  the  long  term,  greatly  reduce  the  problems  of 
administration  and  control,  but  in  the  short  term,  presents  a  significant  and  time- 
consuming  administrative  problem. 


17.12^  The  accounting  records  of  the  Canada  Assistance  Plan  and  many  of  the 

provincial  departments  and  agencies  submitting  claims  under  the  Canada 
Assistance  Plan  do  not  maintain  an  accurate  segregation  of  costs  between  welfare 
services  and  assistance  components  that  have  been,  or  are  to  be,  transferred  out 
of  the  plan  and  those  that  remain  eligible.  This  necessitates  a  retroactive  analysis 
of  costs  and  program  eligibility,  at  all  levels  of  participation.  In  the  case  of  the 
proposed  new  Social  Services  Financing  Act,  funding  arrangements  are  to  be  based 
on  1977-78  costs  under  the  Canada  Assistance  Plan  as  a  base  year,  adjusted  by 
population,  indexing  and  levelling  formulas  plus  additional  funds  to  cover  new 
services.  There  may  be  significant  difficulties  in  establishing  and  obtaining 
agreement  on  the  1977-78  base  year  costs.  Program  officials  expect  that  the 
process  may  take  several  years. 


17.125  Program    officials    have    a    plan    to    cope    with    this    expected    new 

administrative  challenge  that  provides  for  a  gradual  increase  in  staff  resources  to 
supplement  the  existing  complement  of  about  90  persons  involved  in  administra- 
tion of  the  Plan.  The  complexity  of  the  program,  the  need  for  experienced  and 
knowledgeable  staff  and  the  dependence  on  other  participants  at  the  provincial 
and  municipal  level,  make  it  difficult  to  introduce  new  staff  resources  or  more 
comprehensive  plans  suddenly  to  minimize  expected  administrative  problems. 
Significant  staff  additions  will  need  to  be  phased  in  and  supported  with 
appropriate  on-the-job  training. 
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17.126  The  plans  and  progress  of  program  officials  in  giving  effect  to 
legislative  changes  should  be  independently  reviewed  and  periodically  monitored 
to  ensure  that  all  practicable  action  is  being  taken  to  expedite  and  maintain 
control  over  the  establishment  of  cost  information  required. 

17.127  Documentation,  communication  and  application  of  the  present  financial 
policies,  responsibilities  and  procedures.  Administrative  and  financial  controls 
differ  within  the  Canada  Assistance  Plan  depending  on  the  structure  of  the  provincial 
welfare  services  and  assistance  programs  and  the  role  of  different  participants. 

17.128  The  scope  of  the  activities  of  Field  Representatives  is  not  planned  or 
approved  centrally  and  has  not  been  subject  to  effective  review  or  internal  audit. 
They  are  expected  to  visit  and  make  recommendations  to  Headquarters  on  the 
eligibility  of  new  facilities  and  persons  in  them,  and  to  review  provincial 
accounting  records,  but  this  is  done  without  the  benefit  of  a  comprehensive  work 
program  containing  recommended  procedures,  inspection  programs  or  standards  of 
acceptability,  field  work  or  cyclical  confirmation.  The  Audit  Services  Bureau  is 
engaged  to  assess  the  accuracy  of  costs,  one  or  two  years  later,  within  a  mandate 
that  explicitly  excludes  consideration  of  eligibility  and  without  appropriate 
direction  or  supervision  by  the  Department.  The  role  and  relationships  of  Field 
Representatives  and  Audit  Services  Bureau  are  not  consistent  among  regions. 
Neither  group  has  been  giving  appropriate  consideration  to  a  systems  based  audit 
approach,  the  potential  role  of  other  auditors  and,  subject  to  appropriate 
communications  and  discussion,  the  degree  of  reliance  that  can  be  placed  on  prior 
levels  of  audit.  Where  potential  adjustments  are  identified  in  the  audit,  these  are 
reported  to  program  Headquarters  and  Field  Representatives  for  negotiation  and 
settlement.  There  is  no  independent  process  to  make  visible  and  review  the 
effectiveness  of  program  management  in  resolving  unsettled  amounts  and 
recovering  overpayments. 


17.129  The  problems  of  identifying  and  assembling  financial  and  performance 

information  for  preparing  budgets,  maintaining  accounts  and  monitoring  costs, 
program  content  and  performance  have  been  addressed  by  the  Department 
although  it  still  relies  generally  on  ad  hoc  requests  by  Field  Representatives  for 
information  from  the  various  provincial  departments.  Responses  vary  in  form, 
timeliness  and  accuracy  and  in  many  cases  have  been  supplemented  by  input  from 
Field  Representatives  and  Headquarters  staff.  Claims  submitted  by  the  provinces 
normally  include  detailed  costs  by  type  of  service  or  assistance,  but  because  of 
inconsistencies  this  detailed  information  is  captured  in  the  principal  accounting 
records  in  only  seven  major  cost  categories.  For  example,  the  federal  share  of  the 
cost  of  children's  day  care  services  can  not  be  separately  identified  in  the 
accounts.  An  abundance  of  output  information  is  supplied  to  the  Department,  but 
it  is  received  in  differing  forms  and  degree  of  detail  from  each  source  and  is  used 
only  indirectly  in  preparing  budgets  and  monitoring  costs.  As  a  result,  financial 
projections  and  the  information  included  in  the  Estimates  have  lacked  certainty 
and  precision,  and  the  accounts  do  not  provide  a  particularly  relevant  basis  for 
monitoring  costs  or  changes  in  program  content. 
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17.130  Many  of  our   detailed   audit   observations  and  concerns   reported   to 

management  tended  to  focus  on  the  desirability  of  more  comprehensive  systems 
for  clarifying,  documenting  and  communicating  financial  policies,  responsibilities 
and  procedures  to  all  federal  and  provincial  participants  in  the  program.  It  would 
be  desirable  to  have  a  comprehensive  system  for  communicating  guidelines, 
preferred  practices  and  interpretations,  developed  in  conjunction  with  other 
participants  as  appropriate,  dealing  with  such  subjects  as  the  role  of  participants, 
audit,  eligibility  of  programs  and  costs,  the  need  for  financial  and  statistical 
information  for  monitoring  the  program,  budget  preparation,  claim  processing  and 
final  settlement  procedures. 


17.131  Program    officials    acknowledge    the    desirability    of    clarifying    and 

improving  their  documentation  and  communication  of  financial  policies,  responsi- 
bilities and  procedures  both  within  the  Department  and  for  the  assistance  of  other 
participants.  However,  at  the  present  time  they  do  not  believe  it  is  feasible  or 
practical  given  the  impact  of  legislative  changes  on  the  program.  The  remaining 
public  assistance  component  of  the  Plan  should  lend  itself  to  a  more  explicit 
system  of  control  in  the  future. 


17.132  Although    it    is    difficult    to    establish    that    the    controls    to    ensure 

consistent  and  reliable  determination  of  the  eligibility  and  sharability  of  costs 
claimed  by  the  provinces  are  reliable,  our  audit  observations  did  not  include  any 
evidence  that  significant  unidentified  overpayments  are  occurring. 


17.133         Subject  to  the  need  to  obtain  and  allocate  experienced  staff  resources, 
management  should  initiate  a  program  to: 

develop  comprehensive  systems  documentation  relative  to  the 
public  assistance  program  that  will  continue  under  the  Canada 
Assistance  Plan; 

provide  more  active  direction  and  supervision  to  the  contract 
audits  performed  on  behalf  of  program  management; 

ensure  that  the  work  of  Field  Representatives  and  contract 
auditors  are  reviewed  by  Departmental  Internal  Audit;  and 

ensure  that  there  is  an  effective,  independent  monitoring  process 
to  confirm  that  program  management  continues  to  take  all 
possible  effective  action  to  ensure  program  and  client  eligibility, 
resolve  unsettled  accounts  and  recover  overpayments. 
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Health  Care 


Program  Description 

17.134  The  major  expenditures  of  Health  Care  come  under  agreements  with 

the  provinces  that  were  fundamentally  restructured  effective  April  1,  1977. 


17.135  Until  March  31,   1977,  the  Department  reimbursed  the  provinces,  in 

accordance  with  population  and  cost  weighted  formula,  for  approximately  50%  of 
the  actual  costs  of  provincial  services  eligible  under  the  Hospital  Insurance  and 
Diagnostics  Services  Act,  R.S.,  c.  H-8  and  the  Medical  Care  Act,  R.S.,  c  M-8.  Pro- 
vincial cost  claims,  certified  by  provincial  legislative  auditors,  are  subject  to 
review  by  the  Department  and  in  the  case  of  Hospital  Insurance,  field  audits  by 
the  Audit  Services  Bureau  as  its  representative.  Questions  as  to  the  interpreta- 
tion of  the  eligibility  of  costs  or  services  that  arise  during  these  reviews  have  to 
be  negotiated  with  the  provinces  and,  as  a  result,  final  settlement  of  many  claims 
may  require  several  years.  As  at  March  31,  1978,  all  claims  for  Hospital  Insurance 
to  December  31,  1974,  and  Medical  Care  to  March  31,  1977,  have  been  through  the 
detailed  verification  processes,  although  there  are  items  from  1973  to  1977  that 
remain  subject  to  final  negotiation  and  settlement. 


17.136  Effective  April  1,  1977,  and  for  a  minimum  of  five  years,  the  Health 

Care  contributions,  and  the  Post -Secondary  Education  Payments  of  the  Depart- 
ment of  the  Secretary  of  State  of  Canada  have  been  designated  as  Established 
Programs  under  Part  VI  of  the  Federal-Provincial  Fiscal  Arrangements  and 
Established  Programs  Financing  Act,  1977. 


17.137  Under  the  new  act,  federal  contributions  to  the  provinces  are  no  longer 

tied  to  provincial  costs.  Transfers  to  the  provinces  are  a  blend  of  cash  and  a 
reduction  of  federal  income  taxes  to  enable  provinces  to  impose  their  own  tax 
measures  without  a  net  increase  in  taxation.  Cash  contributions  are  determined 
by  the  national  average  per  capita  contributions  in  1975-76,  provincial  popula- 
tions, and  escalation,  levelling  and  transitional  adjustments.  Payments  are 
conditional  in  that  provincial  plans  must  continue  to  meet  the  respective  program 
criteria  of  the  Hospital  Insurance  and  Diagnostic  Services  Act  and  the  Medical 
Care  Act.  The  Act  also  subsumed  certain  Extended  Health  Care  Services  that 
previously  had  qualified  for  federal  funding  only  when  provided  to  persons  in  need 
as  defined  in  the  Canada  Assistance  Plan  and,  in  this  respect,  payments  are 
conditional  on  complying  with  certain  informational  requirements.  Subject  to  the 
program  conditions,  the  Department  of  National  Health  and  Welfare  contribute  to 
the  provinces  in  accordance  with  schedules  received  from  the  Department  of 
Finance,  which  calculates  the  amounts  of  payments  and  maintains  computerized 
records  for  this  purpose.  All  payments  are  provisional  and  subject  to  subsequent 
adjustments  reflecting  any  changes  to  the  1975-76  contributions  base  as  a  result 
of  negotiations  and  settlements  of  claims  under  the  shared-cost  arrangements  in 
effect  at  March  31,  1977. 
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Scope  of  the  Audit 

17.138  For  shared-cost  claims  up  to  March  31,  1977,  our  audit  took  place  at 

Headquarters  and  in  provincial  capitals  and  included  reviews  of  the  audit  and 
verification  activities  of  departmental  officers  and  the  Audit  Services  Bureau, 
examination  of  selected  provincial  claims,  supporting  correspondence  and  audit 
reports,  discussions  with  provincial  officials  in  some  cases,  and  the  monitoring  of 
action  taken  or  progress  in  the  negotiation  and  final  settlement  of  questionable 
costs. 


17.139  The  audit  examination  of  contributions  in  1977-78  included  a  review 

and  selected  tests  of  the  application  of  the  payment  formulas  provided  for  in  the 
legislation  and  of  payment  records  maintained  by  the  Departments  of  Finance  and 
National  Health  and  Welfare. 


Settlement  of  Shared  Costs  to  March  31,  1977 

17.140  Contributions    for    shared    costs    paid    to    the    provinces    under    the 

arrangements  to  March  31,  1977,  are  still  subject  to  verification,  negotiation  and 
final  adjustments  where  the  eligibility  of  costs  or  services  is  not  clear.  Further 
contributions  may  ultimately  be  required  for  provincial  claims  not  yet  submitted 
or  processed  and  for  items  under  negotiation.  Normally,  the  verification 
processes  of  the  Department  and  Audit  Services  Bureau,  and  in  some  instances  our 
audit  examinations,  lead  to  many  relatively  minor  adjustments  which  are  subject 
to  negotiated  settlements  with  provincial  officials.  More  substantial  adjustments 
could  result  from  discussions  now  under  way  with  specific  provinces  as  to  the 
eligibility  of  certain  services  and  the  use  of  alternative  population  records  as 
provided  for  in  the  legislation  then  in  effect.  The  outcome  of  these  discussions 
will  affect  the  1975-76  base  for  the  five-year  term  of  the  current  financial 
arrangements. 


17.141  The  conditional  contributions  provided  for  in  the  current  act  will  not 

give  rise  to  future  problems  of  this  type.  We  will  continue  to  monitor  the 
adequacy  of  controls  relative  to  the  shared  costs  under  the  arrangements  to  March 
31,  1977,  until  all  claims  have  been  settled. 


Accounting  for  Payments  Since  April  1,  1977 

17.142  The  present  method  of  allocating  payments  to  Hospital  Insurance  and 

Medical  Care  in  the  Estimates  and  Public  Accounts  does  not  provide  any  useful 
cost  information.  It  is  likely  to  make  it  more  difficult  for  users  of  these 
documents  to  understand  and  analyse  the  current  financial  and  administrative 
arrangements  and  the  significant  changes  effective  April  1,  1977.  Payments  are 
no  longer  directly  related  to  costs  of  the  programs  and  legislation  with  which  they 
are  being  identified.  The  Department  of  National  Health  and  Welfare  is  making 
payments  on  the  basis  of  data  provided  by  the  Department  of  Finance.    The  total 
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cash  contributions  to  the  provinces  under  the  Federal-Provincial  Fiscal  Arrange- 
ments and  Established  Programs  Financing  Act,  1977,  are  being  allocated  to 
Hospital  Insurance,  Medical  Care  and  Post-Secondary  Education  Programs  based 
on  the  relative  costs  of  these  programs  in  the  1975-76  fiscal  year.  The  formula 
for  determining  these  cash  contributions  was  developed  as  part  of  a  complex  fiscal 
arrangement  involving  a  substantial  transfer  of  income  tax  points  to  the 
provinces. 


17.143  Payments  made  under  the  Federal-Provincial  Fiscal  Arrangements  and 
Established  Programs  Financing  Act,  1977,  and  allocated  to  the  Health  Care  and 
Post- Secondary  Education  Programs,  should  be  supported  in  the  Estimates  and 
Public  Accounts  by  a  comprehensive  schedule  providing  cash  and  non-cash  costs 
and  comparative  information  reflecting  payments  under  the  previous  fiscal 
arrangements  for  Hospital  Insurance,  Medical  Care,  Extended  Health  Care 
Services  and  Post-Secondary  Education. 


Medical  Services 


Program  Description 

17.1*4  The  most  significant  component  of  this  Program  is  providing  eligible 

Indians  and  all  residents  of  the  Territories  with  a  standard  of  health  care 
comparable  to  that  of  other  Canadians.  This  includes  the  direct  administration  of 
14  hospitals  and  approximately  430  remote  treatment  centres  through  9  regional 
offices  located  in  major  cities  across  Canada  and  31  zones.  It  also 
includes  the  financing  of  provincial  health  insurance  premiums  for  indigent 
Indians,  preventive  health  programs,  patient  travel,  dental  treatment,  prescription 
drugs,  eyeglasses  and  services  provided  by  private  practitioners.  In  1977-78  these 
activities  accounted  for  approximately  $117  million  out  of  $140  million  in 
expenditures  and  absorbed  3,080  of  the  3,966  available  man-years.  Other 
components  of  this  Program  include  Civil  Aviation  Medicine,  Public  Service 
Health,  Immigration  Medical  Services,  Quarantine  and  Regulatory  Services, 
Prosthetic  Services  and  Emergency  Health  and  Welfare  Services. 


17.145  The  objectives  and  nature  of  the  operations  of  the  Indian  and  Northern 

Health  Services  highlight  the  need  for  comprehensive  financial  and  performance 
information  to  assist  in  the  allocation  and  management  of  resources.  There  is  no 
specific  legislation  establishing  the  means  of  providing  services,  the  nature  of  the 
services,  or  criteria  for  patient  eligibility,  and  program-wide  policies  to  this 
effect  were  only  established  in  August  1978.  "A  standard  of  health  care  comparable  to 
that  of  other  Canadians"  is  not  readily  identifiable  or  measurable  and  there  is 
unlimited  potential  for  service.  Important  variables  include  the  level  and  scope  of 
treatment  services,  the  determination  of  indigency  and  Indian  status,  the  emphasis 
to  be  given  to  preventive  programs,  the  transportation  of  patients  and  medical 
staff  versus  the  construction  of  remote  facilities,  and  direct  treatment  versus  the 
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subsidization  of  local  services  or  use  of  provincial  facilities.  Regional  offices 
operate  with  considerable  autonomy,  have  been  delegated  spending  and  payment 
authority  and  the  authority  to  reallocate  resources  within  the  region.  In  addition, 
activities  of  the  Department  of  Indian  Affairs  and  Northern  Development  have 
considerable  impact  on  the  objectives  of  the  Medical  Services  Program. 


Scope  of  the  Audit 

17.1*6  Our  1976-77  audit  activities  included  a  review  of  financial  controls  in 

the  Alberta,  Northwest  Territories,  Saskatchewan  and  Manitoba  Regional  Offices; 
the  Charles  Camsell  and  Norway  House  Hospitals;  and  the  Prosthetic  and 
Emergency  Health  Services  activities.  Over  100  observations  and  recommenda- 
tions were  made  to  Regional  Offices  and  Branch  Headquarters  dealing  with  a 
broad  range  of  detailed  issues  relating  to  the  adequacy  of  the  checks  and  balances 
over  items  such  as  payrolls,  delegation  of  authorities,  determination  of  indigency 
and  patient  eligibility,  patient  travel,  inventories  and  capital  assets,  prescription 
drugs,  revenue  and  accounts  receivable  records,  the  need  for  a  financial  manual, 
and  staffing  of  the  financial  function.  Within  90  days  the  Branch  provided  action 
plans  in  response  to  these  observations. 


17.1*7  Our   1977-78  audit  activities  focused  on  the  availability  and  use  of 

financial  and  performance  information,  the  processes  of  budget  preparation  and 
financial  reporting  and  the  role  of  the  financial  function  in  the  Indian  and 
Northern  Health  Services.  It  included  field  audits  in  British  Columbia,  Alberta 
and  Ontario  Regions  and  the  Charles  Camsell  and  Moose  Factory  Hospitals. 


Strengths 

17.1*8  The  senior  officers  at  Headquarters  and  in  the  Regions  are  generally 

experienced  medical  officers  who  have  good  knowledge  of  local  operations  and 
are  actively  involved  in  them.  Their  accounting  and  financial  reporting  needs  are 
met  with  the  use  of  the  central  financial  reporting  services  of  the  Department  of 
Supply  and  Services  based  on  payment,  commitment  and  accrual  transactions  input 
to  the  latter's  Regional  Services  Offices.  From  the  computer-prepared  reports, 
regional  managers  provide  Headquarters  with  explanations  by  object  of  expendi- 
ture, of  differences  between  actual  and  budgeted  results. 

17.1*9  Effective  April    1,    1978,  and  subsequent  to  our  detailed  audit  field 

work,  a  comprehensive  performance  measurement  system  was  introduced  using 
departmental  computer  facilities.  This  system  is  designed  to  assemble  perform- 
ance statistics  on  the  patients  treated  and  the  types  of  treatment  for  each 
treatment  centre. 
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Areas  for  Improvement 

17.150         Availability  and  use  of  financial  and  performance  information.   At    the 

time  of  our  audit  regional  and  Headquarters  management  did  not,  receive 
necessary  comprehensive  financial  and  performance  information,  supported  by 
useful  analysis,  to  facilitate  effective  allocation  of  resources  and  monitoring  of 
costs  and  performance.  Cost  information  is  being  developed  for  responsibility 
centres  in  terms  of  objects  of  expenditure,  but  not  in  terms  of  a  profile  of 
patients  treated  and  the  type  of  treatment  or  service  provided.  Performance 
information  on  the  services  provided  is  not  co-ordinated  with  cost  information  to 
facilitate  cost  comparisons,  analysis  and  operations  review.  Financial  reporting 
requirements  were  not  identified  and  developed  in  conjunction  with  the  develop- 
ment of  the  performance  measurement  system. 


17.151  There  are  plans  to  amend  the  activity  structure  for  the  1980-81  fiscal 

year  to  reflect  the  new  performance  measurement  system  and  to  consider 
alternative  financial  reporting  systems  to  better  meet  the  information  needs  of 
managers.  To  facilitate  monitoring  of  costs  and  performance,  responsibility 
centre  managers  should  be  provided  with  an  integrated  analysis  of  financial  and 
performance  measurement  information. 


17.152  The  budget  preparation  process.       The  preparation  of  Program  Fore- 

casts at  Headquarters  is  balanced  with  general  financial  forecasts  performed  at 
the  zone  and  regional  level  to  aid  in  allocating  resources  within  the  program. 
Additions  to  the  program  are  justified  by  exception  without  detailed  analysis  of 
continuing  costs.  Headquarters  and  the  Treasury  Board  Secretariat  review  the 
Program  Forecast,  establish  an  expenditure  ceiling  and  communicate  it  to  regional 
managers.  Regions  are  expected  to  prepare  detailed  operating  budgets  that 
remain  within  the  imposed  ceilings. 


17.153  Some  regions,  hospitals  and  zones  have  individually  tailored  systems 

for  preparing  operating  budgets,  but  Headquarters  has  not  provided  co-ordinated 
direction  for  these  systems,  introduced  guidelines  on  cost  and  service  priorities,  or 
had  the  time  to  review  or  challenge  the  regional  operational  budgets.  Audit 
observations  included  the  allocation  of  a  general  Program  Forecast  decrease  to 
categories  of  subsidized  service  that  are  considered  to  be  outside  management's 
control,  failure  to  analyse  and  bring  attention  to  the  financial  implications  of 
several  acknowledged  problem  areas,  such  as  the  need  to  define  eligibility  for 
treatment  and  subsidized  service  and  the  development  of  a  capital  budget  without 
a  corresponding  provision  for  the  costs  of  staffing  and  operating  the  proposed 
facility. 


17.154  Subsequent  to  our  audit,  guidelines  as  to  the  eligibility  of  patients  for 

subsidies  and  service  have  been  prepared  and  distributed  to  all  regions. 
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17.155         The  budget  preparation  process  should  be  strengthened  by: 

improving  the  central  directions  to  be  followed  in  preparing 
operational  budgets,  standards  of  financial  analysis  and  informa- 
tion to  accompany  budget  submissions,  policies  and  guidelines  on 
program  matters,  such  as  the  nature  and  level  of  services  to  be 
provided;  and 

ensuring  that  the  Branch  Financial  Adviser  is  responsible  for 
performing  a  detailed  review  and  challenge  of  budget  documen- 
tation to  establish  the  reliability  of  the  information  as  a 
reflection  of  operating  plans  and  as  a  basis  for  establishing 
accountability  and  monitoring  performance. 


Revenues  for  Hospital  Care 

17.156  Hospital  revenues  for  patients  treated  are  below  the  costs  of  these 

services.  In  1977-78  the  hospitals  incurred  expenditures  of  $29  million  and 
recovered  revenues  of  $20  million  as  reported  in  Volume  II  of  the  Public  Accounts 
of  Canada.  Revenues  are  based  on  per  diem  and  treatment  rate  schedules 
determined  by  regional  managers  and  provincial  officials  and  vary  for  each 
hospital  and  service.  Inequities  in  the  rate  schedules  have  been  the  subject  of 
concern  and  discussion.  In  some  cases  provincial  officials  consider  per  diem  costs 
excessive  or  supporting  accounting  records  inadequate.  Excessive  costs  are 
generally  attributable  to  the  costs  of  operating  in  remote  locations,  under  use  of 
facilities  and  the  need  for  extended  recovery  periods  for  many  patients. 
Discussions  are  also  influenced  by  proposals  to  transfer  some  facilities  to 
provincial  or  municipal  governments  and  by  recognition  that,  before  March  31, 
1977,  the  Health  Care  Program  of  the  Department  funded  50%  of  provincial 
hospital  plans. 


17.157  Revenues  for  hospital  care  recovered  from  provincial  hospital  insur- 
ance plans  should  be  under  continuous  review  and  analysis  by  the  Branch  Financial 
Officer  to  ensure  that: 

Regional  Management  involved  in  negotiating  per  diem  and 
service  rates  is  provided  with  complete  and  accurate  cost 
information;  and 

possible  inequities  or  anomalies  in  per  diem  and  service  rates  are 
brought  to  the  attention  of  senior  branch  or  departmental 
officials. 


I 
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Fitness  and  Amateur  Sport 


Program  Description 


17.158  Activities  for   the  promotion  and  improvement  of   fitness,   physical 

recreation  and  amateur  sport  included  contributions  towards  more  than  1,800 
projects  by  some  WO  groups,  associations  and  individuals.  In  1977-78  contribu- 
tions of  $21  million  were  financed  under  Fitness  and  Amateur  Sport  and  $4  million 
were  financed  by  the  Treasury  Board  from  revenues  received  from  Loto  Canada. 


17.159  The  Department  has  experienced  difficulty  in  clarifying  the  program's 

role  in  response  to  changing  emphasis  in  national  policies  and  a  rapidly  expanding 
scope,  level  of  service  and  financial  support  provided  in  recent  years  to  fitness 
and  amateur  sport  activities.  These  difficulties  have  contributed  to  the 
acknowledged  weaknesses  in  the  systems  of  financial  management  and  control 
identified  by  internal  audits,  by  this  Office  and  by  departmental  management. 
The  very  real  desire  of  Branch  management  to  improve  its  program  and  financial 
management  is  reflected  in  various  studies  and  proposals  such  as  the  Green  Paper 
on  a  National  Policy  for  Amateur  Sport,  an  in-depth  study  of  the  contribution 
system  by  the  Bureau  of  Management  Consulting,  and  proposals  to  improve  the 
Branch's  budget  structure  and  information  systems. 


Scope  of  the  Audit 

17.160  Audit   activities  included  an  evaluation  of  the  systems  of  financial 

management  and  control  with  emphasis  directed  toward  the  budgeting,  approval 
and  control  of  contributions,  detailed  examination  of  selected  contribution  records 
and  a  limited  review  of  administrative  costs. 


Leadership  and  Staffing  of  the  Financial  Function 

17.161  The    Branch    has    underestimated    its    requirements    for    leadership, 

direction  and  staff  in  the  financial  function.  The  senior  full-time  financial  officer 
is  not  a  member  of  the  management  committee  and  reports  to  a  Director  of 
Administration  and  Program  Services  who  has  other  major  and  competing 
administrative  and  program  responsibilities.  New  appointees  to  senior  positions 
have  in  the  past  year  made  intensive  efforts  to  improve  the  standards  of  financial 
management  and  control  but  much  remains  to  be  done  to  ensure  that  planned 
systems  improvements  result  in  effective  financial  direction,  advice  and  control 
within  the  Branch  and,  to  provide  leadership  and  guidance  where  it  is  needed  in 
some  of  the  sport  and  recreation  associations  and  the  quasi-independent 
corporations. 
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17.162  The  role  of  the  Branch's  financial  function  should  be  closely  monitored 
to  ensure  that  planned  systems  improvements  are  effectively  implemented  and 
that  the  function  will  receive  the  necessary  leadership  and  staff  support  in  the 
future. 


Verification  of  Contributions 

17.163  During  the  last  year  the  Branch  completed  an  extensive  analysis  of  its 

accounts  with  recipients  of  contributions  to  identify,  review  and  make  decisions  in 
cases  where  recipients  had  failed  to  comply  with  the  terms  and  conditions  of  the 
contributions.  The  Branch  had  been  reluctant  to  insist  on  written  acknowledge- 
ment of  the  published  terms  and  conditions  of  contributions  and  by  March  1977 
had  fallen  far  behind  in  its  desk  and  field  audits  to  verify  contributions.  The 
review  required  a  major  involvement  of  senior  management  and  financial  officers, 
supplemented  with  contract  staff,  over  a  period  of  several  months.  Many 
recipients  had  not  been  adhering  to  requirements  to  maintain  proper  accounts  and 
records,  to  submit  an  accounting  for  the  contribution  within  90  days,  to  refund  any 
unspent  funds,  and  to  provide  progress  reports  on  projects.  Repayment  schedules 
had  to  be  negotiated  with  over  100  organizations  and  in  some  cases  subsequent 
requests  for  funding  were  refused  based  on  past  deficiencies  in  meeting  the  terms 
and  conditions  of  contributions. 


17.164  The  status  of  the  verification  of  contributions  has  improved  substan- 

tially in  the  last  year.  The  backlog  of  over  1,400  desk  audits  has  been  virtually 
eliminated  and  a  weekly  report  of  overdue  accounting  reports  and  follow-up 
procedures  by  program  officers  has  reduced  the  number  of  delinquent  accounts. 


17.165  The  Branch    has    not    yet    adopted    a    policy    of    requiring    written 

acknowledgement  from  recipients  of  terms  and  conditions,  and  does  not  have 
established  audit  plans,  work  programs  and  reporting  procedures  to  ensure  that 
audits  are  performed  in  accordance  with  prescribed  schedules  and  standards. 


17.166  The  procedures  for  performing  and  monitoring  the  verification  of 

contributions  should  be  based  on: 

formal  agreements  with  recipients  specifying  the  terms  and 
conditions  of  the  contributions; 

formal  plans  and  audit  programs  to  ensure  consistent  and 
objective  standards  of  audit;  and 

formal  reporting  procedures  and  supervisory  controls  to  ensure 
that  audit  activities  remain  timely,  any  required  corrective 
follow-up  action  is  taken,  and  the  results  of  the  audit  activity  are 
communicated  to  Branch  officials. 
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Documentation  of  Financial  Policies,  Responsibilities  and  Procedures 

17.167  The    existing   financial    policies,    responsibilities   and   procedures   for 

internal  use  throughout  the  Branch  and  for  communications  with  recipients  of 
contributions,  have  not  been  comprehensively  documented  and  distributed. 


17.168  Financial  policies,  responsibilities  and  procedures  should  be  compre- 
hensively documented  and  communicated  in  manuals  for  use  within  the  Branch  and 
by  recipients  of  contributions. 


Budgeting,  Project  Approval  and  Management  Information 

17.169  Implementation  of  desirable  improvements  to  the  budgeting,  project 

approval  and  management  information  systems  will  require  comprehensive 
planning  and  strong  central  leadership.  The  existing  systems,  developed  within 
standard  government-wide  systems  for  assembling  financial  information,  do  little 
to  facilitate  the  effective  allocation  of  resources  and  financial  planning,  either  by 
the  Branch  or  by  recipients  of  contributions,  and  do  not  provide  clear  budgetary 
responsibility  for  program  managers  and  officers  dealing  with  recipients.  The 
current  program  and  activity  classification  is  not  considered  consistent  with 
current  objectives,  and  proposals  to  update  the  activity  structure  have  not  been 
approved  by  the  Treasury  Board  Secretariat.  Objectives  as  stated  in  the 
Estimates  have  not  been  supported  with  more  explicit  operational  objectives  or 
goals  that  could  be  used  for  guidance  in  allocating  resources  and  monitoring 
performance.  The  main  organizational  components,  including  Fitness  and 
Recreation  Canada  and  Sport  Canada,  have  shared  objectives,  and  both  the 
current  and  proposed  activity  classifications  are  inconsistent  with  organizational 
responsibility.  Some  of  the  organizations  receiving  contributions  may  also  have 
objectives  that  cross  the  organizational  lines  of  the  Branch.  Although  all 
contributions  are  awarded  for  specific  projects  approved  by  the  Minister,  these 
projects  are  not  always  identified  or  identifiable  at  the  time  of  budget 
preparation,  the  principal  accounting  records  are  not  maintained  by  project,  and 
the  comparative  year-to-year  total  funding  to  each  sport  or  association  remains  a 
significant  factor  in  the  approval  process.  In  addition,  the  extent  of  funding 
available  through  Loto  Canada  revenues  can  only  be  determined  towards  the  fiscal 
year-end.  All  of  these  factors  complicate  the  budget  preparation,  approval  and 
monitoring  processes  and  result  in  considerable  uncertainty  and  internal  competi- 
tion for  project  approvals  during  the  year. 


17.170  The  Branch  has  established  a  separate  computerized  system  to  monitor 

the  status  of  projects  and  cash  requirements  and  is  in  the  initial  stages  of 
implementing  recommendations  of  the  Bureau  of  Management  Consulting  to 
improve  the  control  of  transactions  and  project  approvals.  These  improvements 
will  strengthen  controls  and  improve  the  financial  information  available  to 
management  on  approved  projects.  Further  improvements  will  be  required  to 
minimize  inherent  uncertainties  in  the  budgeting  and  approval  processes  and 
provide  an  integrated  system  for  monitoring  performance. 
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17.171  The  current  systems  and  proposals  are  designed  to  control  contribu- 
tions on  a  project-by-project  basis.  In-depth  consideration  has  not  been  given  to 
alternative,  potentially  less  cumbersome  ways  of  providing  financial  support  to 
those  organizations  that  may  be  able  to  demonstrate  that  reliance  can  be  placed 
on  their  systems  of  planning,  financial  management,  financial  reporting  and  audit. 

17.172  Further  improvements  to  the  budgeting,  project  approval  and  manage- 
ment information  systems  should  ensure  that: 

activity  classifications,  project  accounting  records  and  organiza- 
tion structures  are  effectively  integrated  so  the  financial 
responsibility  and  authority  of  program  officers  can  be  estab- 
lished and  monitored; 

budgets  are  comprehensive  and  as  clear  a  reflection  of  objec- 
tives, operating  plans,  resource  allocation  decisions  and  criteria 
for  measuring  performance  as  is  feasible  at  the  time  of  their 
preparation; 

the  senior  financial  officer  will  be  in  a  position  to  provide  the 
Assistant  Deputy  Minister  with  more  complete  and  reliable 
advice  and  information  on  all  financial  matters;  and 

appropriate  consideration  is  given  to  potentially  more  efficient 
ways  of  directing  financial  support  than  the  existing  project- 
based  contributions,  to  recipients  with  good  planning  and 
financial  management  systems. 


Payroll 

Background 

17.173  The  Department  employs  approximately  10,500  continuing  and  term 
employees  and  in  1977-78  incurred  payroll  costs  of  approximately  $161  million. 
Pay  Administration  is  decentralized  to  four  National  Capital  Region  pay  offices, 
an  Atlantic  regional  office  and,  for  casual  and  term  employees,  to  other  regional 
offices  of  the  major  programs.  The  Director  General  -  Personnel  Administration 
and  the  Personnel  Administration  Directorate  provide  central  guidance.  The 
Department  of  Supply  and  Services  processes  the  payroll,  returning  cheques  to 
departmental  financial  officers  for  distribution. 

17.174  In  accordance  with  Treasury  Board  Circular  1977-37,  the  Department 
has  rewritten  its  Pay  and  Benefits  Manual  and  conducted  introductory  seminars  in 
preparation  for  a  new  concept  of  pay  administration  that  stresses  Departmental 
rather  than  the  Department  of  Supply  and  Services  responsibilities  for  control 
over  source  documents,  payroll  processing  and  payroll  distribution.  Some  of  these 
concepts  are  being  progressively  implemented  pending  the  approval  and  formal 
introduction  of  changes  in  the  central  systems  of  the  Department  of  Supply  and 
Services. 
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Scope  of  the  Audit 

17.175  The  audit  included  an  evaluation  of  control  over  the  processing  of 

source  documents  used  to  initiate  pay  and  pay  adjustments  for  salaried  and  casual 
employees  handled  by  the  four  headquarters  pay  offices  and  the  Ontario  regional 
offices  of  the  Income  Security,  Canada  Pension  Plan,  Medical  Services  and  Health 
Protection  programs.  A  sample  of  over  kOO  pay  transactions  were  selected  from 
these  locations  and  checked  to  authorities,  manual  records  and  source  documents. 
The  audit  included  a  review  of  the  controls  over  the  accounting  for  payroll  costs 
within  the  Department,  but  did  not  specifically  review  the  controls  over  the 
processing  of  payrolls  maintained  with  the  Department  of  Supply  and  Services. 


Responsibilities  for  Pay  Administration 

17.176  Responsibilities  for  financial  control  in  pay  administration  have  not 

been  appropriately  and  clearly  defined,  communicated  and  acknowledged  and 
there  has  been  a  lack  of  functional  direction.  The  responsibility  and  authority  of 
the  Personnel  Administration  Directorate  over  the  decentralized  pay  offices  is  not 
clear  and  the  Directorate  lacks  the  staff  resources  or  systems  to  provide  strong 
central  direction,  training  or  supervision  in  the  design  and  operation  of 
decentralized  payroll  systems.  Their  Pay  and  Benefits  Manual  establishes  basic 
pay  procedures  without  specific  guidance  as  to  the  responsibilities  of  key 
participants  in  the  system  or  reference  to  financial  controls  for  effectively 
implementing  these  procedures.  The  designated  "Senior  Departmental  Pay 
Administrator"  is  two  levels  below  the  Director  General  -  Personnel  Administra- 
tion. 


17.177  The  Financial  Administration  Directorate,  which  has  had  a  functional 

responsibility  for  the  financial  controls  in  payroll  systems  since  our  Financial 
Management  and  Control  Study  in  1976,  has  not  yet  had  significant  participation 
in  the  review  or  design  of  these  systems.  The  Directorate  has  had  extensive 
involvement  in  the  departmental  introduction  of  revised  pay  distribution  proce- 
dures and  has  co-operated  with  the  Personnel  Administration  Directorate  in  preparing 
a  departmental  response  to  Treasury  Board  Circular  1977-37  on  pay  administra- 
tion. Branch  Personnel  Advisers  serving  each  of  the  major  programs  have  been 
left  to  their  own  devices  to  develop  or  improve  their  detailed  systems  of  control 
with  the  result  that  there  are  many  weaknesses  and  inconsistencies  in  the 
procedures  at  the  various  pay  centres.  The  Personnel  Management  Manual  and 
Financial  Administration  Manuals  are  not  complete  or  up-to-date  and  pay  and 
benefit  clerks  depend  on  their  acquired  experience  to  perform  their  duties. 


17.178  Functional   direction  and  financial   control  over  pay  administration 

should  be  strengthened  by: 

clarifying  and  communicating  the  responsibilities  and  authorities 
of  the  key  participants  in  the  systems  of  pay  administration;  and 
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ensuring  that  the  Personnel  Administration  and  Financial  Admin- 
istration Directorates  have  the  appropriate  staff  resources  and 
reporting  relationships  in  place  to  provide  effective  functional 
direction. 


Control  Over  Source  Documentation 

17.179  Our  examination  of  the  controls  over  source  documents  identified  a 

significant  number  of  weaknesses,  inconsistencies  and  specific  cases  where 
prescribed  controls  were  not  being  enforced.  An  exception  to  this  comment  is  the 
Health  Protection  Program  which  has  only  minor  weaknesses  in  its  systems  for  the 
control  of  source  documents. 


17.180  Detailed    observations    and    recommendations    for    corrective    action 

brought  to  the  attention  of  management  of  the  other  pay  centres  examined  dealt 
with  matters  such  as:  the  delegation  of  payment  authority  to  inappropriate 
persons;  failure  to  obtain  spending  authority  or  managerial  approval  of  overtime 
and  other  source  documents;  failure  to  validate  signatures;  a  lack  of  information 
to  facilitate  the  recovery  of  overpayments;  lack  of  physical  security  over 
personnel  and  pay  records;  errors  and  omissions  in  the  attendance,  leave  and 
overtime  records;  "acting"  appointments  and  pay  in  effect  for  more  than  one  year 
without  the  required  Treasury  Board  approval;  incomplete  employee  history  cards; 
inconsistent  use  of  forms;  weaknesses  in  the  batch  control  procedures;  authorized 
documents  not  cancelled  after  processing  to  prevent  re-submission;  and  unused 
spaces  on  authorized  forms  not  cancelled  to  prevent  the  addition  of  information 
after  authorization.  The  incidence  of  weaknesses  indicates  the  need  for 
functional  direction  as  well  as  reliable  supervisory  controls  and  audit  trails  on 
source  documents  to  ensure  that  all  required  control  steps  are  performed  without 
error  or  omission.  Although  these  weaknesses  provide  opportunity  for  undetected 
error  and  fraud,  no  intentional  abuse  of  the  system  was  identified  in  over  400 
payroll  transactions  tested  in  detail. 


17.181  Comprehensive  standards  and  instructions  for  the  financial  control 

over  payroll  source  documents  should  be  developed  and  communicated  throughout 
the  Department. 


Payroll  Accounting 

17.182  The   systems   do   not  provide   a   practical   basis   for   establishing   the 

integrity  of  payrolls  and  payroll  cost  information  in  the  principal  accounting  records. 
In  practice,  there  are  many  timing  differences  between  payroll  authorization, 
payment  and  accounting.  The  current  limited  purpose  batch  controls  on  source 
documents  are  not  designed  to  meet  broad  objectives  of  reconciling  input  totals  to 
output.  Because  of  timing  differences  and  the  lack  of  an  audit  trail,  payrolls 
cannot  be  reconciled  to  financial  reports  and  departmental  officers  have  no 
alternative  means  of  ensuring  that  reported  payroll  costs  are  complete,  accurate 
and  appropriately  chargeable  to  their  budgets.    At  the  departmental  and  program 


437 


Department  of  National  Health  and  Welfare 


level  these  weaknesses  could  permit  systems  design  or  processing  errors  by  the 
Department  of  Supply  and  Services  to  pass  unnoticed.  At  the  responsibility  centre 
level  these  weaknesses  could  permit  delays,  error  and  fraud  to  pass  unnoticed  and 
also  inhibit  the  potential  usefulness  of  all  financial  reports. 

17.183  Alternative  systems  of  payroll  accounting  drawn   from  conventional 

concepts  of  time  reporting  or  standard  costing  have  not  been  developed  or  made 
available  to  managers  to  meet  their  potential  needs  for  more  useful  and  reliable 
payroll  costing  in  support  of  management  information  and  performance  measure- 
ment systems. 


17.18*  Payroll    accounting    systems    should    be    improved    to    provide    the 

necessary  audit  trails  to  enable  reconciliation  from  source  documentation  to  the 
payroll  records  and  to  the  principal  accounting  records. 


Grants  and  Contributions  for  National  Welfare,  Family  Planning 
and  National  Health  Research  and  Development 


Program  Descriptions 

17.185  National  Welfare  Grants.  In  1977-78  grants  of  $1.5  million  and  contri- 
butions of  $4.5  million  were  paid  under  the  Social  Assistance  Program  to 
provinces,  welfare  agencies,  universities  and  individuals  in  support  of  welfare 
research  and  demonstration  projects  and  sustaining  grants  to  13  national  voluntary 
welfare  organizations. 

17.186  Family  Planning  Grants.  In  1977-78  grants  of  approximately  $2  million 
were  paid,  under  the  Social  Assistance  Program,  to  provinces,  municipalities, 
universities,  individuals  and  voluntary  organizations  for  research,  demonstration 
and  training  projects  in  the  area  of  family  planning. 


17.187  National  Health  Research  and  Development.   In    1977-78  contributions 

of  approximately  $12  million  were  paid  under  the  Health  Care  Program  to  persons 
and  agencies  to  support  research  and  demonstration  projects  in  the  field  of  public 
health. 


Scope  of  the  Audit 

17.188  Separate   reviews  of  these  three  grants  and  contributions  programs 

represented  a  partial  integration  into  the  1977-78  audit  activities  of  the  special 
government-wide  survey  of  grants  and  contributions  reported  in  Part  12  of  the 
1977  annual  Report.  These  three  programs  were  selected  at  random  from  several 
of  the  Department's  smaller  non-statutory  grants  and  contributions  programs  that 
have  not  been  dealt  with  elsewhere  in  this  Chapter. 


438 


Department  of  National  Health  and  Welfare 


17.189  The    audits    were    performed    in    1977    and    included    reviews   of    the 

compliance  with  legislation  and  Treasury  Board  policies,  the  1977-78  Estimates 
and  budgets,  the  adequacy  of  financial  controls,  and  selected  sample  files  with  the 
supporting  documentation  and  authorities.  Detailed  observations  have  been 
provided  to  management. 


General  Standards  of  Control 

17.190  Within  the  three  programs  examined  there  were  incidences  of  the  same 

types  of  weaknesses  reported  in  Part  12  of  the  1977  annual  Report  that  included 
government-wide  observations  and  recommendations  dealing  with  disclosure  in  the 
Estimates,  confusion  in  terminology,  program  criteria,  terms  and  conditions, 
contribution  applications  and  agreements,  monitoring  and  evaluation,  and  internal 
financial  controls. 


17.191  Our  review  indicated  that  these  three  programs  are  generally  being 

administered  in  accordance  with  the  Treasury  Board  policies  but  the  detailed  tests 
of  selected  cases  identified  weaknesses  in  control  and  exceptions  to  normal 
procedures,  all  of  which  were  discussed  with  program  officials  and  corrective 
action  undertaken. 


17.192  A   common   characteristic    of    the   three   programs   is   that   they   are 

administered  by  small  groups  of  individuals  and  within  these  groups  it  is  not 
always  feasible  to  establish  effective  segregation  of  duties,  supervisory  controls 
and  systems  of  accountability. 


17.193  Because  of  the  lack  of  segregation  of  duties  among  program  officers 
and  financial  officers  within  these  programs,  the  Headquarters  financial  and 
internal  audit  functions  should  develop  a  program  to  ensure  that  there  is  effective 
independent  monitoring  of  the  financial  controls  over  these  grants  and  contribu- 
tion programs. 


Medical  Research  Council 


Description 

17.194  The  Council  was  established  by  the  Medical  Research  Council  Act,  R.S., 

c.  M-9,oi  1969  as  a  departmental  corporation.  The  Council  reports  to  Parliament 
through  the  Minister  of  National  Health  and  Welfare  but  operates  outside  the 
organizational  structure  of  the  Department.  The  Council  promotes,  assists  and 
undertakes  basic,  applied  and  clinical  research  in  the  health  sciences  and  advises 
the  Minister  on  matters  relating  to  such  research.  It  awarded  payments  of  $57 
million  in  grants  and  scholarships  in  1977-78. 
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Scope  of  the  Audit 

17.195  The   audit    was   carried   out   in   accordance   with   generally   accepted 

auditing  standards  to  support  an  audit  opinion  on  the  financial  statements  of  the 
Council  and  included  an  evaluation  of  the  system  of  internal  control  and  the 
verification  of  a  representative  sample  of  transactions.  The  scope  was  extended 
to  review  matters  of  a  financial  and  management  control  nature  with  particular 
reference  to  grants  and  scholarships. 


Strengths 

17.196  The  Council,  which  employs  approximately  40  persons,  has  experienced 

stability  of  personnel  and,  through  the  prompt  publication  of  the  President's 
annual  report,  an  annual  Grants  and  Award  Guide  and  a  quarterly  newsletter,  all 
of  which  receive  wide  distribution,  it  has  created  a  very  visible  profile  in  the  medical 
research  community.  There  are  good  internal  financial  controls  and  explicit  terms 
and  conditions,  approved  by  Council,  which  govern  the  awarding,  payment  and 
accounting  for  grants  and  scholarships.  Twenty-four  Review  Committees  assess 
individual  applications  and  submit  recommendations  for  financial  support  to  the 
Executive  and  the  Council  itself  approves  the  majority  of  grants  and  scholarship 
disbursements.  Most  payments  are  made  through  financial  officers  of  third 
parties,  universities  or  medical  institutions,  for  payment  to  Council-approved 
recipients.  Payments  are  made  by  instalment  and  Council  requests  an  accounting 
by  both  the  institution  and  the  individual  for  a  grant  and  by  the  institution  for  a 
scholarship. 


Organization  and  Staffing  of  the  Financial  Function 

17.197  The  Council  has  not  developed  the  organizational  arrangements  and 
procedural  documentation  to  ensure  the  continued  effective  operation  of  the 
systems  of  financial  management  and  control.  Present  internal  responsibilities 
and  procedures  are  based  on  tradition  and  the  experience  of  long-serving  staff  and 
have  not  been  documented.  The  Director  of  Grants,  responsible  for  the  financially 
most  significant  component  of  the  program,  has  also  assumed  the  position  of 
Director  of  Administration.  This  is  an  onerous  and  potentially  competing 
combination  of  responsibilities,  and  provides  little  time  to  attend  to  internal 
administrative  matters  such  as  the  supervision  of  staff  or  the  documentation  of 
financial  responsibilities  policies  and  procedures. 

17.198  Financial  responsibilities  and  procedures  should  be  comprehensively 
documented  and  there  should  be  an  experienced  senior  financial  officer  without 
major  program  responsibilities  reporting  directly  to  the  President. 
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Observations  Reported  in  Accordance  with  the  Requirements  of  Section  7(2) 

of  the  Auditor  General  Act 


Failure  to  Obtain  a  Contract  for  Electronic  Data  Processing  Services 


17.199  The    Department    of    National    Health   and   Welfare   has   developed   a 

comprehensive,  integrated  computer  information  system  which  contains  banked 
information  needed  for  policy  and  program  research,  evaluation  and  planning  and 
program  administration  in  the  social  security  and  socio-economic  fields.  This 
system,  known  as  ANSSIR  (A  Network  of  Social  Security  Information  Resources), 
provides  on  request,  information  on  an  on-line  basis  to  federal,  provincial  and 
municipal  government  departments. 


17.200  The  Department  has  paid  $1,776,000  over   four   years  to  an  outside 

supplier  of  electronic  data  processing  services  for  the  development  and  operation 
of  a  major  specialized  information  system,  without  seeking  tenders  or  obtaining  a 
contract,  other  than  by  National  Master  Standing  Offer.  The  payments  amounted 
to  $1+70,000  in  1977-78,  $413,000  in  1976-77,  $551,000  in  1975-76  and  $342,000  in 
1974-75. 


17.201  This  omission  was  drawn  to  the  attention  of  the  Department  by  the 

Department  of  Supply  and  Services  in  1975  and  by  the  Treasury  Board  Secretariat 
in  1976  and  1977.  The  responsible  officers  have  explained  that  they  were  unable 
to  complete  the  detailed  systems  documentation  for  such  a  complex  new  system 
to  the  standards  required  to  request  tenders  in  accordance  with  the  Government 
Contract  Regulations. 


17.202  Preparation  of  the  required  detailed  systems  documentation,  which 

began  in  1976,  has  now  been  completed,  a  Request  for  Proposal  has  been  issued, 
and  the  review  of  tenders  is  expected  to  be  completed  and  a  contract  signed  by 
April  1,  1979. 
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Summary  of  Recommendations  and  Department's  Comments 


Recommendations 


Department's  Comments 


Role  of  the  Financial  Function 


17.41  The  role  of  the  financial  func- 
tion should  be  clarified  and  the 
implementation  of  the  newly 
established  policies  closely 
monitored  to  ensure  that: 

-  they  are  appropriately  inter- 
preted and  applied  in 
practice; 


Agreed.  The  draft  policy  statements 
on  the  organization  of  the  financial 
administration  function  will,  when 
approved  by  the  Executive  Committee, 
provide  a  clear  and  accepted  basis  on 
which  the  Assistant  Deputy  Minister, 
Administration,  and  his  key  financial 
officers  can  perform  effectively. 


-  the  Assistant  Deputy 
Minister,  Administration,  is 
able  to  perform  the  functions 
of  senior  financial  officer 
effectively;  and 

-  the  responsibilities,  organiza- 
tions and  staff  of  the 
Director  General,  Financial 
Administration  and  the 
Director  of  Internal  Audit 
fully  support  the  responsibili- 
ties of  the  Assistant  Deputy 
Minister,  Administration  and 
enable  him  to  provide  com- 
prehensive, objective  advice 
on  departmental  resource 
management. 

17.42  The  appropriateness  of  the 
existing  organizational  arrange- 
ments should  be  subject  to  a 
comprehensive  review  after  a 
suitable  trial  period. 

17.47  A  comprehensive  plan  should  be 
developed  to  identify  needs, 
establish  priorities  and  make 
improvements  to  the  financial 
management,  control  and  per- 
formance measurement  sys- 
tems. 


Agreed. 


Agreed. 
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Recommendations 


Department's  Comments 


17.50  To  the  extent  that  the  role  of 
the  financial  function  may  be 
better  understood  and  accepted 
throughout  the  Department, 
consideration  should  be  given  to 
revising  the  titles  of  senior 
financial  officers;  the  titles, 
Departmental  Comptroller  and 
Branch  Comptrollers  are  sug- 
gested. 

Internal  Audit 


An  assessment  of  the  adequacy  of  the 
titles  of  senior  financial  officers  at 
the  departmental  and  branch  levels 
will  be  incorporated  in  the  review 
mentioned  in  paragraph  17.42. 


17.65  The  Internal  Audit  Directorate 
should  continue  its  efforts  to 
ensure  that: 

-  all  authorized  man-years  are 
used;  and 

-  it  acquires  appropriate  EDP 
audit  capability. 

17.67  The  Directorate  should  re- 
examine and  amend  its  plans  for 
the  benefit  payment  systems 
audits  to: 

-  ensure  that  the  Directorate 
has  a  comprehensive  under- 
standing of  the  payment  sys- 
tems before  any  aspect  of  the 
field  work  is  contracted  out 
to  Audit  Services  Bureau  or 
others; 

-  ensure  that  it  has  an  appro- 
priate involvement  in  systems 
amendments;  and 

-  detail  the  nature  and  extent 
of  the  coverage  necessary  to 
ensure  that  key  elements 
of  all  systems  are  audited 
annually. 


The  Directorate  has  developed  a  staf- 
fing plan  which  is  being  executed  and, 
as  in  the  past  and  current  year,  all 
authorized  man-years  will  be  used. 

As  part  of  the  staffing  plan  the  EDP 
audit  capability  has  been  improved  and 
provision  made  for  special  audit  orien- 
tation and  training  sessions. 

The  Directorate's  plans  have  been 
amended  and  it  intends  to  acquire  a 
comprehensive  knowledge  of  the  pay- 
ment systems  prior  to  contracting  out. 
In  fact,  this  is  being  pursued  during  the 
audit  of  the  Alberta  Region,  Income 
Security  Programs  Branch,  this  year. 

The  Directorate's  revised  role  state- 
ment provides  for  involvement  in  sys- 
tems design  and  amendments. 

Determination  of  the  nature  and 
extent  of  coverage  necessary  is  an 
integral  part  of  the  operational  plan 
for  the  acquisition  and  development  of 
an  EDP  audit  capability  in  the  Direc- 
torate. 


W3 


Department  of  National  Health  and  Welfare 


Recommendations 


Department's  Comments 


17.70  The  Directorate  should  regu- 
larly evaluate  all  audit  activi- 
ties under  the  direct  control  of 
program  officials,  including  the 
work  of  any  contracted  audit 
groups  involved  in  the  verifica- 
tion and  control  of  contribu- 
tions. 


17.71  The  Directorate  should  com- 
municate with  legislative  audi- 
tors whose  work  is  being  relied 
on  by  the  Department. 


17.73  The  Internal  Audit  Directorate 
should  update  its  manual  and 
procedures  emphasizing  the 
need  to  strengthen  and  maintain 
documented  evidence  of  super- 
vision and  file  review  to  provide 
greater  assurance  that  signifi- 
cant areas  of  audit  or  audit 
observations  are  not  omitted. 


Program  officials  currently  provide 
the  Directorate  with  copies  of  con- 
tracts, prior  to  signing,  between  the 
Department  and  any  external  agency. 
As  part  of  normal  audit  coverage  the 
Directorate  examines  the  adequacy  of 
audits  performed  on  behalf  of  program 
officials.  In  addition,  guidelines  are 
being  developed  to  assist  program 
officials  in  establishing  suitable  stan- 
dards and  scope  in  contract  audit 
work. 

The  Directorate  has  had  communica- 
tion with  legislative  auditors  when 
circumstances  required  it.  The  Direc- 
torate is  prepared  to  continue  this 
action  in  any  set  of  circumstances  in 
which  it  would  appear  beneficial.  In 
normal  circumstances,  however,  the 
regular  line  of  communication  through 
program  officials  should  continue. 

The  Directorate's  revised  Handbook  of 
Standard  Practices  and  Procedures  will 
contain  specific  instructions  to  meet 
these  requirements. 


Canada  Pension  Plan  Contributions 
and  Benefits  Controls 

17.83  Controls  over  implementing  and 
maintaining  computer  systems 
and  files  should  be  improved  to 
ensure  that: 

-  existing  computer  programs 
are  properly  documented; 

-  all  systems  and  program 
amendments  are  subject  to 
appropriate  authorization  and 
controls  by  the  responsible 
users,  systems  analysts,  data 
processing  management  and 
financial  officers;  and 


Agreed.  Certain  improvements  in  con- 
trol procedures  and  documentation 
have  already  been  made;  others  are 
currently  being  implemented  or  are 
under  study  by  the  Department  of 
Supply  and  Services  and  this  Depart- 
ment. Negotiations  to  acquire  emer- 
gency computer  back-up  and  off-site 
storage  are  in  process. 
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Recommendations 


Department's  Comments 


-  adequate  arrangements  exist 
for  emergency  computer  pro- 
cessing and  offsite  storage  of 
backup  fiies. 

17.89  A  study  should  be  made  to 
examine  the  benefits  and  costs 
of  alternative  ways  of  improv- 
ing the  manual  and  computer 
controls  over  contributory  earn- 
ings records  and  of  identifying 
and  correcting  any  errors  that 
may  be  on  file.  Manual  and 
computer  program  controls 
should  be  introduced  to  ensure 
that: 


Agreed  in  principle.  The  cost  and 
benefits  of  alternative  courses  of 
action  to  improve  existing  controls  are 
now  being  studied  jointly  by  this 
Department  and  the  Department  of 
Supply  and  Services.  This  includes 
improvements  in  areas  such  as  authori- 
zation of  error  corrections,  review  of 
reconciliations  and  key  controls,  and 
documentation  of  policies,  procedures 
and  controls. 


all  error  corrections  will  be 
authorized  by  persons  other 
than  those  involved  in  sub- 
mitting corrections  and  after 
batching  or  equivalent 
accounting  controls  have 
been  established; 

independent  check  and  recon- 
ciliation procedures  are 
maintained  to  confirm  that 
the  number  and  dollar  value 
of  transactions  received  from 
National  Revenue  -  Taxation 
will  be  accounted  for  after 
the  final  update  of  the  earn- 
ings and  contributions  master 
file,  and  the  detailed 
contribution  records  will  be 
in  agreement  with  the  monies 
received  and  the  principal 
accounting  records; 

reconciliations  and  key  con- 
trol conditions  will  be 
checked  by  independent  staff 
and  reviewed  and  approved  by 
supervisors;  and 


The  implementation  of  the  recommen- 
dation concerning  the  reconciliation  of 
contributions  and  earnings  involves 
this  Department  and  the  Department 
of  Supply  and  Services,  National 
Revenue-Taxation,  and  Finance.  The 
extensive  systems  and  procedural 
changes  which  would  be  required  to 
implement  the  controls  recommended 
are  now  being  assessed. 
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Recommendations 


Department's  Comments 


-  policies  procedures  and  con- 
trols will  be  comprehensively 
documented  and  communi- 
cated to  the  staff  involved 
and  applied  in  practice. 

17.92  Accounting  or  batch  controls 
over  benefit  applications  and 
change  orders  should  be  estab- 
lished before  authorization  of 
these  input  documents  and  the 
important  reconciliations  of  in- 
put control  totals  to  updated 
master  files  and  the  principal 
accounting  records  should  be 
subject  to  independent  check 
and  supervisory  approval. 

Family  Allowance  and  Old  Age 
Security-Benefit  Controls 

17.99  Document  and  accounting  con- 
trols should  be  established 
before  the  key  steps  in  the 
verification  and  authorization 
process  and,  where  this  is  not 
economic  or  feasible,  post-audit 
programs  to  monitor  the  signifi- 
cance of  the  weaknesses  should 
be  improved. 

17.101  Controls  over  reconciliations 
and  follow-up  procedures  on 
exception  reports  should  be 
made  more  reliable  through  im- 
proved procedural  documenta- 
tion, training  and  supervisory 
review. 

17.103  Procedures  should  be  developed 
to  confirm  that  control  over 
standing  data  on  computer  files 
is  being  properly  maintained, 
including  measures  such  as: 

-  systematically  test-checking 
selected  records  of  benefici- 
aries to  source  information; 
and 


Insofar  as  controls  over  benefit  appli- 
cations and  change  orders  are  con- 
cerned, the  Department  will  study  the 
recommendation  to  determine  whether 
the  recommended  or  other  compensat- 
ing controls  should  be  introduced.  The 
Department  agrees  with  the  recom- 
mendation pertaining  to  independent 
check  and  supervisory  approval. 


Agreed. 


Agreed. 


Agreed.  A  number  of  steps  have 
already  been  taken  to  systematically 
assess  the  validity  of  data  on  computer 
files,  including  measures  such  as  those 
recommended.  Continued  strengthen- 
ing of  these  control  mechanisms  is 
under  way. 
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Recommendations 


Department's  Comments 


-  periodically  scanning  the 
master  benefit  files  for  un- 
usual items. 

Canada  Assistance  Plan 

17.126  The  plans  and  progress  of  pro- 
gram officials  in  giving  effect 
to  legislative  changes  should  be 
independently  reviewed  and 
periodically  monitored  to  en- 
sure that  all  practicable  action 
is  being  taken  to  expedite  and 
maintain  control  over  the 
establishment  of  cost  informa- 
tion required. 

17.133  Subject  to  the  need  to  obtain 
and  allocate  experienced  staff 
resources,  management  should 
initiate  a  program  to: 

-  develop  comprehensive  sys- 
tems documentation  relative 
to  the  public  assistance  pro- 
gram that  will  continue  under 
the  Canada  Assistance  Plan; 

-  provide  more  active  direction 
and  supervision  to  the  con- 
tract audits  performed  on  be- 
half of  program  management; 

-  ensure  that  the  work  of  Field 
Representatives  and  contract 
auditors  are  reviewed  by 
Departmental  Internal  Audit; 
and 

-  ensure  that  there  is  an  effec- 
tive, independent  monitoring 
process  to  confirm  that  pro- 
gram management  continues 
to  take  all  possible  effective 
action  to  ensure  program  and 
client  eligibility,  resolve  un- 
settled accounts  and  recover 
overpayments. 


The  Department  agrees  that  an  inde- 
pendent review  of  the  financial  admin- 
istrative aspects  of  action  being  taken 
to  effect  legislative  changes  is  justi- 
fied. 


The  Department  agrees  in  principle 
with  the  first  two  parts  of  this  recom- 
mendation. Subject  to  the  availability 
of  resources,  plans  for  improving  docu- 
mentation and  clarifying  direction  to 
contract  auditors  will  be  developed 
within  the  next  twelve  months.  In 
terms  of  priority,  program  manage- 
ment must  first  consider  the  costing 
problems  associated  with  the  two  new 
major  legislative  actions  (Federal-Pro- 
vincial Fiscal  Arrangements  and 
Established  Programs  Financing  Act, 
1977,  and  the  Social  Services  Fin- 
ancing Bill  tabled  in  the  House  of 
Commons  in  May  1978). 

Internal  Audit  Directorate  will  con- 
tinue its  cyclical  reviews  of  the  work 
of  Field  Representatives  and  contract 
auditors,  and  the  scope  and  frequency 
of  these  reviews  will  be  increased  as  a 
result  of  the  recent  augmentation  of 
Internal  Audit  resources.  In  addition, 
the  Internal  Audit  Directorate  will 
continue  to  support  activities  of  pro- 
gram management,  by  providing  advice 
regarding  audit  policies  and  audit  con- 
tracts, as  required. 
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Department's  Comments 


The  Director  General,  Financial 
Administration  is  responsible  for 
ensuring  that  financial  controls  are 
developed  and  are  in  place  in  this 
regard.  The  normal  management  pro- 
cess involving: 

a.  interaction  of  program  manage- 
ment with  the  Assistant  Deputy 
Minister,  Social  Service  Programs 
Branch  and  the  Deputy  Minister; 

b.  cyclical  reviews  by  the  Internal 
Audit  Directorate;  and 

c.  periodic  assessment  of  the  ade- 
quacy of  the  system  of  financial 
controls; 


Health  Care 

17.1^3  Payments      made      under      the 
Federal-Provincial  Fiscal 

Arrangements  and  Established 
Programs  Financing  Act,  1977 
and  allocated  to  the  Health 
Care  and  Post-Secondary  Edu- 
cation Programs,  should  be  sup- 
ported in  the  Estimates  and 
Public  Accounts  by  a  compre- 
hensive schedule  providing  cash 
and  non-cash  costs  and  com- 
parative information  reflecting 
payments  under  the  previous 
fiscal  arrangements  for  Hos- 
pital Insurance,  Medical  Care, 
Extended  Health  Care  Services 
and  Post-Secondary  Education. 


is  considered  sufficient  for  the  purpose 
of  ensuring  that  program  management 
is  taking  all  possible  effective  action 
on  an  ongoing  basis. 


Agreed  in  principle.  This  recommen- 
dation will  be  brought  to  the  attention 
of  appropriate  officials  of  the  depart- 
ments and  central  agencies  concerned. 
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Recommendations 


Department's  Comments 


Medical  Services 


17.155  The  budget  preparation  process 
should  be  strengthened  by: 

-  improving  the  central  direc- 
tions to  be  followed  in  pre- 
paring operational  budgets, 
standards  of  financial 
analysis  and  information  to 
accompany  budget  sub- 
missions, policies  and  guide- 
lines on  program  matters, 
such  as  the  nature  and  level 
of  services  to  be  provided;  and 


ensuring 
Financial 


that  the  Branch 
Adviser  is  respon- 
sible for  performing  a  de- 
tailed review  and  challenge 
of  budget  documentation  to 
establish  the  reliability  of  the 
information  as  a  reflection  of 
operating  plans  and  as  a  basis 
for  establishing  accounta- 
bility and  monitoring  per- 
formance. 


Extensive  inter-branch  and  inter- 
departmental consultations  are  being 
conducted  continuously  with  the  aim 
of  improving  policies  and  guidelines  on 
program  matters.  For  example,  these 
consultations  have  recently  resulted  in 
the  promulgation  of  a  revised  policy  on 
non-insured  medical  care  costs  under 
the  Indian  Health  Services  Activity. 

Guidelines  to  branch  managers  esta- 
blishing the  methodology  for  budget 
submissions  and  the  required  standards 
of  financial  analysis  are  reviewed 
annually  and  discussed  in  detail  at 
Regional  Financial  Workshops  and 
Regional  Directors'  meetings.  The 
Branch  recognizes  that  further  im- 
provements are  possible  in  this  area. 

The  role  of  the  Branch  Senior 
Financial  Officer  in  supporting  the 
detailed  review  of  budgets  by  senior 
program  managers  is  recognized.  For 
example,  senior  program  managers  and 
the  Branch  Senior  Financial  Officer 
have  recently  performed  an  exhaustive 
review  of  branch  operational  budgets 
wherein  all  regional  budgets  and  oper- 
ational plans  were  rigorously  chal- 
lenged. A  group  of  senior  program 
managers,  chaired  by  the  Branch 
Senior  Financial  Officer  reporting  to 
the  ADM,  continues  to  review  and 
challenge  all  resource  allocation  sub- 
missions for  the  Branch. 


17.157  Revenues  for  hospital  care 
recovered  from  provincial 
hospital  insurance  plans  should 
be  under  continuous  review  and 
analysis  by  the  Branch  Financial 
Officer  to  ensure  that: 
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Recommendations 


Department's  Comments 


-  Regional  Management  in- 
volved in  negotiating  per 
diem  and  service  rates  is  pro- 
vided with  complete  and 
accurate  cost  information; 
and 

-  possible  inequities  or  anoma- 
lies in  per  diem  and  service 
rates  are  brought  to  the 
attention  of  senior  branch  or 
departmental  officials. 

Fitness  and  Amateur  Sport 

17.162  The  role  of  the  Branch's  finan- 
cial function  should  be  closely 
monitored  to  ensure  that 
planned  systems  improvements 
are  effectively  implemented 
and  that  the  function  will 
receive  the  necessary  leader- 
ship and  staff  support  in  the 
future. 

17.166  The  procedures  for  performing 
and  monitoring  the  verification 
of  contributions  should  be  based 


on: 


formal  agreements  with 
recipients  specifying  the 
terms  and  conditions  of  the 
contributions; 

formal  plans  and  audit  pro- 
grams to  ensure  consistent 
and  objective  standards  of 
audit;  and 

formal  reporting  procedures 
and  supervisory  controls  to 
ensure  that  audit  activities 
remain  timely,  any  required 
corrective  follow-up  action  is 
taken,  and  the  results  of  the 
audit  activity  are  communi- 
cated to  Branch  officials. 


Regional  Management  have  always 
been  provided  with  complete  and 
accurate  cost  information  in  this 
regard,  and  will  continue  to  be  so 
provided  as  an  integral  part  of  the 
financial  administration  of  the  region. 

Resolution  of  inequities  or  anomalies 
in  per  diem  and  service  rates  is 
achieved  through  continuous  negotia- 
tions in  the  normal  Federal-Provincial 
consultative  process. 


The  Director  General,  Financial 
Administration  will  continue  to  work 
closely  with  Branch  personnel  in  this 
regard.  Monitoring  of  the  develop- 
ment of  systems  improvements  will 
continue  as  implementation  progresses 
to  ensure  that  financial  controls  are 
strengthened,  and  that  sufficient 
resources  are  available. 

Agreed.  Subsequent  to  the  Auditor 
General's  audit,  the  Branch  has 
adopted  a  policy  of  requiring  written 
acknowledgement  from  recipients  in 
the  form  of  agreements  specifying 
terms  and  conditions  of  the  contribu- 
tions. 

In  addition,  Branch  audit  plans  and 
work  programs  are  being  improved  and 
formal  reporting  procedures  and  super- 
visory controls  are  in  place  to  ensure 
that  available  audit  resources  are  used 
as  effectively  as  possible. 
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Recommendations 


Department's  Comments 


17.168  Financial  policies,  responsibili- 
ties and  procedures  should  be 
comprehensively  documented 
and  communicated  in  manuals 
for  use  within  the  Branch  and 
by  recipients  of  contributions. 

17.172  Further  improvements  to  the 
budgeting,  project  approval  and 
management  information  sys- 
tems should  ensure  that: 

-  activity  classifications,  pro- 
ject accounting  records  and 
organization  structures  are 
effectively  integrated  so  the 
financial  responsibility  and 
authority  of  program  officers 
can  be  established  and  moni- 
tored; 

-  budgets  are  comprehensive 
and  as  clear  a  reflection  of 
objectives,  operating  plans, 
resource  allocation  decisions 
and  criteria  for  measuring 
performance  as  is  feasible  at 
the  time  of  their  preparation; 


Agreed. 


Subsequent  to  the  Auditor  General's 
audit,  a  new  activity  structure  has 
been  approved  by  the  Treasury  Board 
Secretariat  and  this  structure,  com- 
bined with  the  new  contribution  con- 
trol process  will  effectively  establish 
financial  responsibility  and  authority 
of  program  officers.  In  addition, 
revised  budgeting  and  reporting  pro- 
cedures are  being  developed  in  order 
to  provide  the  basis  for  more  effective 
integration  of  objectives,  plans, 
budgets,  resource  allocation  decisions 
and  performance  measurement,  and 
hence  improve  the  financial  advice  and 
information  available  to  senior 
management. 


the  senior  financial  officer 
will  be  in  a  position  to  pro- 
vide the  Assistant  Deputy 
Minister  with  more  complete 
and  reliable  advice  and 
information  on  all  financial 
matters;  and 

appropriate  consideration  is 
given  to  potentially  more 
efficient  ways  of  directing 
financial  support  than  the 
existing  project-based  contri- 
butions, to  recipients  with 
good  planning  and  financial 
management  systems. 


The  Branch  is  initiating  a  project  to 
identify  and  assess  the  practicality  of 
alternatives  to  project  based  contribu- 
tions. 
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Recommendations 


Department's  Comments 


Payroll 

17.178  Functional  direction  and  finan- 
cial control  over  pay  adminis- 
tration should  be  strengthened 
by: 

-  clarifying  and  communicating 
the  responsibilities  and  auth- 
orities of  the  key  participants 
in  the  systems  of  pay  admin- 
istration; and 

-  ensuring  that  the  Personnel 
Administration  and  Financial 
Administration  Directorates 
have  the  appropriate  staff 
resources  and  reporting  rela- 
tionships in  place  to  provide 
effective  functional  direc- 
tion. 


Agreed.  The  Department  is  in  the 
process  of  clarifying  the  roles  and 
responsibilities  of  managers,  personnel 
officers,  and  financial  officers  with 
respect  to  pay  administration,  as  part 
of  its  overall  response  to  T.B.  Circular 
1977-37.  Discussions  with  T.B.  offi- 
cials, concerning  the  transfer  of  re- 
sources to  the  Department  in  order  to 
carry  out  the  verification  of  pay  input 
documents  required  by  the  T.B.  Cir- 
cular, are  still  in  progress.  Also  the 
Department  will  examine  the  addi- 
tional resource  requirements  necessary 
to  provide  more  effective  functional 
direction. 


17.181  Comprehensive  standards  and 
instructions  for  the  financial 
control  over  payroll  source  doc- 
uments should  be  developed  and 
communicated  throughout  the 
Department. 


The  need  for  improved  documentation 
and  training  and  control  has  been 
recognized  and  work  is  under  way  in 
this  area. 


17.184  Payroll  accounting  systems 
should  be  improved  to  provide 
the  necessary  audit  trails  to 
enable  reconciliation  from 
source  documentation  to  the 
payroll  records  and  to  the  prin- 
cipal accounting  records. 


While  this  recommendation  is  theoreti- 
cally sound,  the  Department  has  not 
yet  established  whether  design  and 
implementation  of  improved  audit 
trails  and  reconciliation  procedures 
envisaged  by  the  Auditor  General  is 
practical.  This  is  a  low  priority  item 
in  relation  to  other  work  to  be  done  in 
the  pay  administration  area. 
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Recommendations 


Department's  Comments 


Grants  and  Contributions  for  National 
Welfare,  Family  Planning  and  National 
Health  Research  and  Development 

17.193  Because  of  the  lack  of  segrega- 
tion of  duties  among  program 
officers  and  financial  officers 
within  these  programs,  the 
Headquarters  financial  and 
internal  audit  functions  should 
develop  a  program  to  ensure 
that  there  is  effective  indepen- 
dent monitoring  of  the  financial 
controls  over  these  grants  and 
contribution  programs. 

Medical  Research  Council 


The  Department  acknowledges  that  at 
the  time  of  the  audit  there  was  a  lack 
of  segregation  of  duties  in  some  of 
these  programs;  however,  this  problem 
was  subsequently  resolved.  Financial 
controls  are  already  assessed  annually 
by  the  Director  General,  Financial 
Administration,  as  part  of  an 
established  program  to  review  and 
update  financial  signing  authorities. 


17.198  Financial  responsibilities  and 
procedures  should  be  compre- 
hensively documented  and  there 
should  be  an  experienced  senior 
financial  officer  without  major 
program  responsibilities  report- 
ing directly  to  the  President. 


A  financial  administration  manual  is  in 
preliminary  draft  form.  A  senior 
financial  officer  reporting  to  the 
President  and  without  major  program 
responsibilities  would  be  desirable  but 
is  not  immediately  feasible.  In  view  of 
current  restrictions  on  expansion 
implementation  will  necessarily  be 
deferred. 
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18 
DEPARTMENT  OF  NATIONAL  REVENUE  —  CUSTOMS  AND  EXCISE 

SUMMARY  OF  FINDINGS,  OBSERVATIONS  AND  RECOMMENDATIONS 

Introduction 


18.1  This  Chapter  of  my  Report  contains  the  principal  observations  and 
recommendations  arising  from  the  current  year's  audit  and  an  outline  of  the 
Customs  revenue  operations  and  certain  important  perspectives  considered  in 
reaching  our  findings. 

18.2  This  Department's  cyclical  audit  has  been  planned  to  include  coverage 
under  all  provisions  of  the  Auditor  General  Act,  carried  out  throughout  the 
Department  over  a  three-year  period. 

18.3  The  Department's  expenditure  systems  (of  which  personnel  cost  is  the 
prime  component)  are  not  included  in  this  examination  since  they  were  reported 
on  in  1975  as  part  of  the  Financial  Management  and  Control  Study  (FMCS) 
undertaken  by  this  Office.  They  will  be  dealt  with  at  a  later  date. 


18.4  Further,  this  Office  intends  to  continue  to  monitor  and  follow  up  on 

recommendations    made    in    previous    years    and    to    report    on    implementation 
progress. 


18.5  We    provided    the    Department    with   a   detailed    management    report 

containing  an  in-depth  treatment  of  the  findings,  analyses  and  recommendations 
of  our  audit. 


18.6  We  would  like  to  acknowledge  and  express  our  appreciation  for  the 

Department's  co-operation  during  the  audit.  The  willingness  of  the  executive  and 
staff  at  all  levels  to  discuss  the  issues  with  the  aim  of  improvement  not  only 
greatly  facilitated  the  conduct  of  our  audit  but  should  also  contribute  significantly 
to  the  benefits  that  can  flow  from  implementing  our  recommendations. 


18.7  The  Department's  participation  in  the  statistical  determination  of  the 

assessment  revenue  gap,  by  assembling  data  requested  and  re-appraising  declara- 
tions, proved  a  valuable  contribution  to  the  audit,  as  did  the  invitation  extended  to 
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us  to  be  privy  to  the  deliberations  of  the  Department's  Financial  Management 
Task  Force  and  to  offer  our  comments  on  the  courses  of  action  then  under 
consideration. 


Overview  of  Customs  Operations 


Background 


18.8  The  present  Department  of  National  Revenue  was  established  in  1972 

under  the  provisions  of  the  Department  of  National  Revenue  Act,  R.S.,  c.  N-15, 
with  two  components  —  Taxation,  and  Customs  and  Excise.  A  Deputy  Minister 
heads  each  and  they  operate  administratively  as  independent  departments. 


18.9  The  taxes  imposed  by  Customs  and  Excise  are  primarily  commodity 

oriented,  i.e.,  taxes  and  duties  imposed  on  the  importation  and  the  sale  of  goods. 
A  distinction  exists,  however,  between  the  types  of  duties  imposed  by  Customs 
and  those  imposed  by  Excise.  The  duties  imposed  by  the  Customs  Tariff,  R.S.,  c. 
C-41,  and  Anti-Dumping  Act,  R.S.,  c.  A-15,  are  primarily  protectionist  in  nature, 
designed  to  protect  Canadian  industry  by  imposing  tariff  barriers  where 
appropriate.  The  duties  and  taxes  imposed  by  Excise  are  primarily  oriented 
towards  revenue. 


Organization 

18.10  Under    a    reorganization    that    was    announced   on   October    1,    1976, 

Customs  was  divided  into  two  main  Branches: 

Customs  programs:  This  Branch,  headed  by  an  Assistant  Deputy 
Minister,  develops  policies,  programs  and  systems  to  provide  for 
the  efficient  and  uniform  application  of  the  Customs  Act,  R.S., 
c.  C-40,  the  Customs  Tariff,  the  Anti-Dumping  Act  and  the 
Countervail  and  Surtax  Regulations.  It  also  accepts  responsi- 
bility for  the  enforcement  of  other  legislation  and  regulations  by 
Canada  Customs  personnel  as  a  service  to  other  departments  and 
agencies.  The  senior  personnel  of  the  Branch  exercise  functional 
authority  over  the  Field  Operations  Branch  staff  on  all  aspects  of 
the  Customs  program  and  encourage  input  from  Branch  personnel 
in  developing  effective  systems  and  procedures.  The  Branch 
consists  of  four  Divisions:  Tariff  Programs,  Special  Assessment 
Programs,  International  Traffic  Programs  and  Customs  Programs 
Branch  Services.  Its  staff  is  located  in  Ottawa,  except  for  a 
small  group  of  offices  in  foreign  countries. 

Field  Operations:  Also  headed  by  an  Assistant  Deputy  Minister, 
this  is  the  large  operational  Branch  of  Customs.  Within  the 
framework  of  departmental  policies,  it  is  responsible  for  operat- 
ing   the    systems    and    procedures    principally    designed   by   the 
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Customs  Programs  Branch  relating  to  the  assessment  and 
collection  of  import  duties  and  taxes,  and  the  examination  and 
release  of  goods,  persons  and  vehicles  entering  or  leaving 
Canada.  It  provides  service  to  the  importing  public  through  a 
headquarters  and  regional  organization  with  more  than  650 
locations.  Customs  ports,  outports  and  vessel  clearing  stations 
are  located  at  various  inland  centres,  as  well  as  at  seaports, 
frontier  ports  and  major  airports  across  Canada. 


18.11  General  administrative  support  is  provided  to  the  above  Branches  and 

Excise  by  a  group  of  functions  consisting  of  Finance  and  Administration,  Personnel 
Administration,  Legal  Services,  Planning  and  Consulting  Services,  Public  Relations 
and  Information  Services  and  Internal  Audit.  The  staffs  are  located  primarily  in 
Ottawa. 


Financial  and  Other  Data 

18.12  A  breakdown  of  the  expenditure  and  man-year  figures  for  Customs  and 

Excise  activities,  taken  from  the  1976-77  Public  Accounts  and  Main  Estimates, 
shows: 

Activities 


Expenditure 

Man-years 

($  millions) 

10.9 

503 

127.1 

7,112 

33.4 

1,647 

15.2 

478 

$  186.6 

9,740 

Customs  programs 

Field  operations 

Excise 

General  administration 


18.13  A  breakdown  of  the  revenue  collected  by  Customs  and  Excise  for  1976- 

77,  as  reported  in  Public  Accounts,  shows: 

($  millions) 

Customs  import  duties  $  2,097.5 

Excise  duties  and  taxes  1,949.2 

Sales  tax  3,928.8 

Miscellaneous  revenue  10.2 

$  7,985.7 
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18.14  In  addition  to  its  revenue  collection  responsibilities,  Customs  carries 

out  a  number  of  other  activities.  These  include  controls  over  the  importation  of 
prohibited  goods  and  substances  and  over  the  movement  of  people  entering  the 
country,  aimed  at  protecting  Canadian  industry  and  society.  Both  the  revenue  and 
non-revenue  aspects  of  operations  create  major  challenges.  The  Department  must 
establish  control  systems  that  will  meet  the  challenges,  at  the  same  time 
remaining  responsive  to  the  needs  of  the  public. 


Summary  of  Audit  Office  Activities 

18.15  Our    audit    focused    on    Customs,    with    particular    emphasis    on    the 

procedures  and  practices  used  to  control  the  following  functions,  each  a  critical 
element  in  the  general  process  of  collecting  revenue: 

examination  and  control  of  inland  movement  of  goods; 

cargo  control  documentation; 

collection  and  cash  handling; 

bonded  warehouse  operations; 

assessment; 

drawbacks,  refunds  and  remissions; 

investigations; 

the  automated  Cargo  Entry  Processing  and  Collection  System 
(CEPACS);  and 

internal  audit. 


18.16  Under    the    Auditor    General's    new     mandate    on  value-for-money 

auditing,  one  area  of  our  audit  concentrated  on  management  controls  in  Customs. 
Another  examined  control  over  the  declaration  of  commercial  imports,  including 
the  extent  of  controls  covering: 

the  physical  examination  of  commercial  goods; 

carriers  permitted  to  transport  imported  goods  inland  from  the 
border  (under  seal)  without  examination;  and 

practices  and  procedures  the  Field  Operations  Branch  follow 
from  the  point  at  which  ports  of  importation  receive  documents 
used  to  advise  Customs  of  an  import,  to  the  point  at  which 
revenues  collected  have  been  deposited  in  the  bank  and  the 
transaction  concluded. 
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18.17  The  Department  has  embarked  on  an  extensive  program  of  computer- 

ization for  processing  certain  import  documentation  and  declarations.  Although 
the  computerized  system  was  only  operational  in  one  region  at  the  time  of  our 
audit,  departmental  plans  call  for  its  eventual  implementation  across  Canada. 
Certain  aspects  of  this  system,  which  is  known  as  the  Cargo  Entry  Processing  and 
Collection  System  (CEPACS),  were  examined  as  part  of  our  audit.  These  aspects 
include  the  organizational,  management  and  planning  controls  connected  with  the 
system's  development,  the  internal  controls  it  provides  for  and  certain  considera- 
tions concerning  further  implementation  of  the  system  across  the  country. 


18.18  The  quantification  of  probable  revenue  loss  in  declaration,  assessment 
and  collection  is  an  important  element  in  assessing  the  cost  effectiveness  of 
alternative  control  mechanisms.  Accordingly,  our  audit  included  a  statistical  test, 
designed  to  measure  the  difference  between  the  revenue  actually  collected  and 
that  which  the  Department's  assessment  function  might  have  identified. 

18.19  In  addition,  we  included  as  part  of  the  audit  a  review  of  the  internal 
audit  function  of  Customs  and  Excise,  with  primary  emphasis  on  the  audit  of 
Customs  activities,  to  determine  the  extent  to  which: 

the  recommendations  of  the  Financial  Management  and  Control 
Study  in  1974-75  have  been  adopted  and  implemented;  and 

the  internal  audit  function,  in  terms  of  the  way  it  is  currently 
organized  and  carried  out,  forms  an  effective  part  of  the 
managerial  control  system,  commensurate  with  our  evaluation  of 
the  Department's  needs  in  this  area. 


Extent  of  Audit 

18.20  We  examined  the  controls  in  each  of  the  functions  listed  in  paragraph 
18.16  in  the  Vancouver  and  Hamilton  regions  and  at  the  Department's  Headquarters 
in  Ottawa.  We  also  conducted  reviews  in  the  Montreal,  Toronto  and  Halifax 
regions  for  those  functions  listed  in  paragraph  18.15  with  less  comprehensive  reviews 
in  the  Ports  of  Ottawa  and  Hamilton.  The  audit  was  conducted  principally  during 
the  period  from  September  1977  to  May  1978. 

18.21  We  interviewed  appropriate  personnel  at  all  levels  in  the  regions 
visited  and  at  Headquarters.  In  addition,  we  examined  supporting  documentation, 
studies  done  previously  by  departmental  and  outside  groups  and  the  reports  of  the 
Financial  Management  Task  Force. 
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18.22  Other  than  the  testing  described  in  paragraph  18.18,  we  conducted  only 

sufficient  tests  to  confirm  the  information  about  controls  obtained  through  the 
interviews  and  examinations.  These  tests  were  not  of  sufficient  depth  to  enable 
us  to  determine  the  extent  to  which  individual  internal  controls  were  operating  in 
a  reliable  manner. 


18.23  At  the  time  of  our  audit,  the  Department  had  identified  a  number  of 

areas  as  requiring  improvement  and  was  developing  or  implementing  new  and 
revised  procedures  in  certain  cases.  These  involved  substantial  alterations  in 
Drawbacks,  Refunds  and  Remissions,  as  well  as  Accounts  Receivable  and  Internal 
Audit.  Although  our  audit  did  not  attempt  to  evaluate  these  new  or  revised 
systems  in  detail,  it  did  include  an  examination  on  whether  they  would  be  capable 
of  remedying  the  control  deficiencies  observed  in  the  existing  systems. 


Scope  Exclusions 

18.24  Our  audit  was  designed  to  highlight  areas  where  risk  of  fraud,  error  or 

abuse  is  high.  It  was  not  designed  to  uncover  specific  instances  where  these  may 
have  occurred  or  where  fraud  may  have  been  involved  because  controls  were  non- 
existent or  had  been  poorly  designed  or  applied. 


18.25  Certain  audit  tests  could  not  be  carried  out  because  in  some  cases  key 

documents   are   normally   destroyed   as  a  part  of   the  system's   routine.      Their 
destruction  precluded  any  post -audit  of  how  they  were  treated  initially. 


18.26  Because  our   audit   focused  on  revenue  systems,  it  concentrated  on 

activities  that  collect  the  bulk  of  Customs'  total  revenue  —  duty  and  taxes  on 
commercial  goods  imported  into  Canada.  The  audit  did  not  deal  with  what  is 
perhaps  the  more  conspicuous  part  of  Customs  operations,  the  enforcement  of 
regulations  covering  Canadians  returning  from  outside  the  country  or  foreign 
visitors  entering  Canada. 


The  Customs  Environment 

18.27  Our  audit  sought  primarily  to  assess  the  adequacy  of  the  Department's 

policies,  rules  and  procedures  in  providing  an  effective  control  over  the 
assessment,  collection  and  allocation  (accounting  classification)  of  revenue  from 
Customs  activities  and  to  determine  whether  essential  records  had  been 
maintained. 


18.28  To  place  our  findings  in  their  proper  perspective,  it  is  important  to 

consider  the  potential  exposure  to  errors,  abuse  and  internal  or  external  fraud  due 
to  the  absence  of  certain  controls  or  deficiencies  in  applying  existing  controls 
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within  the  environment  in  which  the  related  activities  are  carried  out.  With  these 
considerations  in  mind,  the  cost  of  maintaining  or  introducing  certain  controls  can 
be  weighed  against  the  benefits  to  be  derived  from  them.  Such  benefits  can  be 
measured  in  terms  of  extra  dollars  of  revenue  collected,  reduced  risk  of  error  or 
fraud  and  other  factors  management  considers  relevant. 


18.29  This  section  does  not  attempt  to  analyse  the  effectiveness  of  specific 

controls.  Its  purpose  is  to  set  out  matters  which  add  to  the  basic  risk  factor  of 
Customs  activities,  because  they  are  inherent  in  the  very  nature  and  history  of  the 
Canadian  Customs  operations,  including  the  need  to  avoid  controls  that  would 
reduce  the  level  of  service  to  the  importing  public.  By  bringing  all  these 
considerations  together  in  one  section,  it  is  possible  to  indicate  the  nature  of  the 
environment  in  which  much  of  the  related  revenue  assessment  and  collection 
activities  are  carried  out  and  thus  the  need  for  more  extensive  or  more  effective 
controls  or  both. 


Voluntary  Compliance 

18.30  The  Estimates  define  the  objective  of  the  Customs  and  Excise  Program 

as  "to  assess,  collect  and  control  duties  and  taxes  on  imported  and  domestically 
produced  goods  and  exercise  control  over  international  movements  of  persons  and 
goods".  Although  no  attempt  has  been  made  to  define  precisely  the  degree  of 
control  to  be  exercised,  presumably  the  Department  is  expected  to  pursue  the 
Program  objectives  within  cost-effective  means  and  within  overall  government 
policy. 


18.31  As  in  other  countries,  the  Canadian  Customs  system  is  based  on 
voluntary  compliance  with  applicable  laws,  regulations  and  procedures  by 
importers,  their  agents,  carriers  and  others.  The  system  requires  those  subject  to 
Canadian  Customs  laws  (including  tariffs  and  numerous  other  provisions)  to  report 
to  the  appropriate  authorities  that  goods  are  being  imported,  to  make  a  self- 
assessment  of  the  applicable  duties  and  taxes,  to  answer  questions  truthfully  and 
to  make  the  appropriate  payment. 

18.32  Because  of  the  complexities  surrounding  the  legislation  and  regulations 
that  apply  to  the  importation  of  goods,  importers  and  their  agents  are  bound  to 
make  unintentional  errors  in  attempting  to  interpret  and  meet  requirements.  In 
addition,  there  will  be  conscious  efforts  on  the  part  of  certain  members  of  the 
importing  public  to  escape  applicable  duties  and  taxes  unlawfully  or  to  abuse  the 
system  otherwise. 

Accordingly,  the  Customs  system  is  designed  to: 

encourage  full  and  accurate  compliance  and  to  deter  those  who  may  be 
tempted  to  escape  duties  and  taxes  deliberately; 
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detect  errors  made  by  the  importing  public  and  obtain  payment 
of  the  appropriate  duties  and  taxes;  and 

detect    deliberate     fraud    or     abuse    and    impose    appropriate 
penalties. 

18.33  Customs  examination,  appraisal  and  review  are  done  on  a  selective 

basis.  This  "selective"  process,  coupled  with  the  natural  tendency  for  importers  to 
attempt  to  minimize  their  liabilities,  presents  a  real  challenge  to  those  who  must 
enforce  a  "voluntary"  system. 


Enforcement  and  Clearance 

18.3*  The  Customs  system  must  be  capable  of  collecting  the  import  duties 

and  taxes  due  the  Government  without  causing  undue  delay  in  the  movement  of 
goods,  which  could  have  a  detrimental  effect  on  importers  who  need  them  to  carry 
on  business.  Thus,  the  system  must  be  responsive,  but  it  must  also  provide  an 
acceptable  level  of  control,  all  at  reasonable  cost. 

18.35  Since  responsiveness  normally  decreases  as  control  increases,  striking 

an  appropriate  balance  between  the  two  involves  a  great  deal  of  judgment  and  the 
careful  selection  of  appropriate  controls. 


Other  Factors 

18.36  A  number  of  other  aspects  of  Customs  operations  make  the  establish- 

ment of  effective  controls  more  difficult.   These  include: 

the  geographic  dispersion  of  Customs  ports  necessary  to  meet 
the  needs  of  the  importing  public  (over  650  locations); 

changes  in  transportation  technology,  such  as  the  advent  of 
containerization  and  jumbo  jets,  which  increase  the  time  and  the 
cost  of  carrying  out  the  Customs  function  to  a  point  where 
certain  traditional  controls  are  no  longer  effective  and  there  is  a 
tendency  to  reduce  the  extent  of  examinations,  thereby  increas- 
ing the  risk  factor; 

the  existence  of  small  ports,  often  staffed  by  one  or  two 
employees,  precluding  the  use  of  segregation  of  duties  as  a 
control;  and 

the  complexity  of  rules,  procedures  and  legislation,  many 
involving  a  high  degree  of  judgment  in  their  interpretation  and 
application  to  a  wide  variety  of  imported  goods. 
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18.37  Each  of  the  foregoing  factors,  along  with  the  sheer  volume  of  entries 

processed  by  Customs'  staff,  adds  a  dimension  of  complexity.  Customs  must  be 
capable  of  coping  with  these  high-risk  factors  within  a  collection  framework  that 
depends  on  voluntary  declaration  and  self-appraisal,  and  in  which  it  has  only 
limited  control  over  other  participants,  such  as  carriers  and  brokers.  Intelligence 
arrangements  with  law  enforcement  agencies  and  information  provided  by  the 
public  at  large  could  have  the  effect  of  mitigating  to  some  degree  the  amount  of 
exposure  to  error  or  fraud.  Although  the  impact  of  none  of  the  above  factors  has 
been  specifically  determined  it  is  clear  that  Customs  operates  in  an  environment 
in  which  there  is  substantial  exposure  to  error  or  fraud,  internally  and  externally. 


General  Assessment 


18.38  The  Department  has  made  a  number  of  organizational  changes 
designed  to  enable  it  to  cope  better  with  the  challenges  it  faces.  It  has  taken 
steps  to  remedy  certain  deficiencies  it  identified  in  financial  management  and 
control  and  it  is  also  taking  steps  to  increase  its  ability  to  cope  with  a  major 
increase  in  the  volume  of  work  through  an  extensive  program  of  computerization. 
At  the  time  of  our  audit,  the  Department  had  identified  the  need  to  review  a 
number  of  areas  commented  on  in  our  report. 

18.39  While  these  represent  positive  steps,  there  is  still  considerable  scope 
for  further  improvement  in  the  Department's  management  and  control  systems, 
particularly  in: 

determining  what  effect  the  absence  of  certain  individual 
controls  or  groups  of  controls  may  have  had  on  revenue  received; 

assessing  existing  Customs  procedures  and  practices  to  find  out 
how  much  of  the  total  revenue  which  can  be  collected  is  being 
collected  (i.e.,  the  effectiveness  of  the  program),  as  well  as  the 
degree  of  success  the  Department  is  having  in  enforcing  other 
Acts; 

developing  a  system  for  measuring  the  economy  and  efficiency  of 
Customs  activities; 

establishing  or  amending,  based  on  the  above,  procedures  and 
controls  to  capture  the  greatest  amount  of  revenue  at  the  least 
cost;  and 

providing  management  with  proper  support  through  the  internal 
audit  function. 


18.40  Successfully  addressing  the  above  matters  could  provide  significant 

short  and  long-term  benefits  to  the  Department  by: 
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helping  to  establish  better  accountability  within  the  Department 
and  on  a  government-wide  basis  through  performance  measure- 
ment systems; 

providing  information  that  would  help  to  maximize  revenue 
collection;  and 

helping  the  Department  to  cope  with  present  and  increasing 
volumes  within  an  environment  of  resource  constraints. 


Study  of  Procedures  In  Cost  Effectiveness 


18.41  The    Study    of    Procedures    in    Cost    Effectiveness    focused    on    the 

Department's  ability  to  manage  its  resources  in  enforcing  the  various  Acts  and 
Regulations  on  importation  of  commercial  goods. 


18.42  The  questions  posed  to  departmental  management  were  designed  to 

determine  the  extent  to  which  satisfactory  procedures  have  been  established  to 
measure  and  report  on  the  effectiveness  of  the  Customs  sub-program  and  whether 
appropriate  information  is  available  to  help  managers  make  decisions  with  due 
regard  to  economy  and  efficiency. 


Measurement  of  Program  Effectiveness 

18.43  Under   the  self -assessment   system,   those   responsible   for   controlling 

commercial  imports  should  know: 

the  amount  of  revenue  from  import  duties  and  taxes  which  with 
100%  compliance  theoretically  could  be  collected  by  Customs 
compared  to  that  actually  received;  and 

the  Department's  effectiveness  in  enforcing  other  Acts  which  are 
not  revenue  oriented  but  play  an  important  role  in  protecting 
Canadian  industry  and  society. 


18.44  These  factors  are  central  to  the  measurement  of  the  Examination  and 

Control  of  Commercial  Operations  sub-activity  of  Customs.  Although  the 
Department  established  objectives  for  the  Customs  sub-program,  it  did  not 
develop  effectiveness  indicators  for  the  sub-activity  and  the  major  operations  it 
comprises  such  as  examination,  assessment  and  investigation. 


18.45  Effectiveness  indicators  can  be  used  for  more  than  assessing  perform- 

ance. They  also  aid  in  the  allocation  of  resources  among  operational  components, 
in  determining  the  optimum  enforcement  balance  and  in  assessing  the  impact  on 
operations  of  accepting  responsibility  for  new  or  revised  legislation. 


464 


Department  of  National  Revenue  —  Customs  and  Excise 


18.46  The  Department's  mandate  to  control  the  international  movement  of 
goods  also  gives  it  an  administrative  or  enforcement  role  for  legislation  that  is 
primarily  the  responsibility  of  other  Government  departments.  The  enforcement 
of  the  Customs,  Customs  Tariff,  Excise,  R.S.,  c.  E-12,  Excise  Tax,  R.S.,  c.  E-13, 
and  Anti-Dumping  Acts  are  of  primary  concern  to  the  Department,  although 
there  are  over  50  other  Acts  for  which  the  Department  accepts  some  enforcement 
responsibility,  such  as  The  Canada  Shipping  Act,  R.S.,  c.  S-9,  The  Animal  Contag- 
ious Diseases  Act,  R.S.,  c.  A- 13,  and  The  Canadian  Commercial  Corporation  Act, 
R.S.,  c.  C-6.  The  degree  of  effectiveness  the  sponsoring  Department  requires  is 
not  defined  and  there  is  insufficient  effort  to  measure  effectiveness. 

18.47  To  measure  the  effectiveness  of  the  Examination  and  Control  of 
Commercial  Operations  sub-activity,  the  Department  must  be  able  to: 

determine  how  well  it  "enforces"  these  Acts;  and 

ascertain  whether  it  collects  the  "correct"  revenue. 

18.48  The  Department  designed  systems  and  procedures  to  verify  the 
accuracy  of  revenue  actually  collected  with  respect  to  individual  importations  and 
to  help  detect  undeclared  revenue  which  would  otherwise  not  be  collected. 
However,  the  Department  did  not  measure  what  portion  of  revenue  potentially 
available  was  in  fact  being  collected.  Our  audit,  conducted  with  the  assistance  of 
departmental  staff,  demonstrated  that  practical  means  are  available  to  measure 
the  effectiveness  of  the  assessment  function.  Similar  tests  could  be  applied  to 
measure  the  effectiveness  of  the  Department's  other  operations,  such  as 
examination  of  goods,  investigations,  the  post-audit  carriers  system  and  draw- 
backs and  refunds.  The  findings  from  a  test  conducted  by  our  Office  in  the 
assessment  area  to  determine  the  difference  between  revenue  collected  and 
revenue  which  could  have  been  collected  are  described  in  detail  later  in  the 
Report  in  paragraphs  18.102  to  18.110. 

18.49  The  above  measures  would  also  provide  an  indication  of  the  success  of 
the  voluntary  compliance  system,  keeping  in  mind  that  this  success  is  also 
influenced  by  the  quality  of  information  provided  to  the  commercial  public  and 
other  system  participants. 

18.50  The  Department  should  develop  effectiveness  indicators  for  the 
Examination  and  Control  of  Commercial  Operations  sub-activity  so  that  its 
contribution  to  program  objectives  can  be  measured. 

Measurement  of  Operational  Performance 

18.51  In  a  highly  labour-intensive  operation  such  as  Customs,  the  develop- 
ment and  use  of  systems  to  measure  efficiency  is  essential  for  effective  control. 

18.52  Since  1970  the  Department  has  been  actively  engaged  in  defining 
performance  measures.  Standard  operating  procedures  have  been  developed  for 
most  of  the  tasks  involved  in  performing  the  Customs  role.     For  each  standard 
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operating  procedure,  also  termed  a  subordinate  indicator,  the  Department  has 
developed  engineered  performance  standards.  It  also  has  developed  a  single 
performance  indicator  for  the  Examination  and  Control  of  Commercial  Opera- 
tions sub-activity  —  the  time  per  commercial  entry.  However,  comparison  of  the 
value  of  this  performance  indicator  to  that  of  the  base  year  is  not  meaningful 
since  the  mix  of  the  subordinate  indicators  from  which  it  is  formed  may  change 
over  time.  Thus  the  value  of  the  indicator  and  the  reported  performance  may 
change  although  efficiency  may  or  may  not  have  changed. 

18.53  Although  the  Department  made  an  effort  to  record  and  communicate 

performance  measurement  data,  it  achieved  only  limited  success.  Managers 
generally  made  little  use  of  such  data  because  the  form  and  content  of  the  reports 
did  not  facilitate  detailed  resource  allocation  decisions.  Consequently,  manage- 
ment personnel  at  all  levels,  from  the  ports  to  Headquarters  were  not  receiving 
adequate  information  on  the  efficiency  of  the  operations  for  which  they  were 
responsible. 


18.54  The  lack  of  success  of  the  program  to  measure  operational  perform- 

ance can  be  attributed  to  many  factors,  including: 

the  failure  to  keep  the  work  standards  current; 

the  failure  to  establish  a  means  of  adjusting  the  performance 
indicator  to  reflect  the  changes  in  the  mix  of  the  subordinate 
indicators;  and 

the  questionable  validity  and  utility  of  the  management  informa- 
tion data. 


18.55  The  Department  has  recognized  the  above  issues  and  is  attempting  to 

address  them  as  it  reconsiders  its  approach  to  performance  measurement. 


18.56  As  part  of  the  Department's  current  efforts  to  develop  a  revised 
approach  to  performance  measurement,  it  should  place  greater  emphasis  on 
clearly  defining  appropriate  outputs  and  establishing  work  standards  at  a  number 
of  key  work  locations  which  will  contribute  to  the  development  of  a  set  of 
national  standards  and  to  the  improvement  of  management  reports. 

Controls  in  the  Customs  Revenue  System 

Controls  Over  the  Examination  and  Inland  Movement  of  Goods 

18.57  The  declaration  process  is  the  first  step  in  controlling  imported  goods. 
It  consists  of  the  work  associated  with  clearing  goods,  from  their  entry  into 
Canada  to  the  presentation  of  documentation  by  brokers  or  importers  requesting 
their  release.  The  basic  method  of  identifying  discrepancies  between  the  goods 
declared  and  the  goods  imported  is  to  examine  the  goods  to  verify  that  they 
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conform  to  the  entry  documents.  Physical  examination  requires  that  appropriate 
facilities  be  available  to  carry  out  examinations  and  are,  along  with  the  number  of 
inspectors  available,  a  determining  factor  in  the  number  of  examinations  done. 


18.58  There  is  no  systematic  approach  in  selecting  goods  for  examination. 

For  example,  the  examination  of  highway  trucks  depends  on  the  judgment  of  the 
individual  Inspector  and  the  physical  facilities  available  for  examination,  without 
the  use  of  statistically  valid  sampling  techniques.  Inclusion  of  the  latter  would 
help  make  it  possible  to  quantify  the  impact  of  increased  or  decreased 
examination.  In  addition,  the  intelligence  data  that  the  Customs  Inspector 
requires  on  carriers,  importers  and  brokers  is  not  available  in  a  comprehensive 
form. 


18.59  Documentation  of  inspection  results  is  not  sufficiently  detailed  and  the 

Customs  Inspector  does  not  always  report  information  to  the  Commodity 
Specialist  even  though  there  are  procedures  in  this  area.  Therefore,  the 
assessment  of  goods  for  duty  and  taxes,  sight  unseen,  may  not  be  correct.  In 
summary,  management  at  any  level  has  insufficient  information  for  measuring  the 
effectiveness  of  the  examination  process,  or  for  deciding  on  the  most  effective 
deployment  of  inspection  resources,  although  port  managers  by  providing  for 
proper  supervision  are  in  a  position  to  determine  the  quality  of  individual 
examinations  done  by  Customs  Inspectors. 


18.60  Certain  major  highway  carriers  are  granted  the  status  of  "post-audit 

carrier",  enabling  them  to  transport  goods  into  the  country  without  examination  at 
the  border.  Control  of  the  post-audit  carrier  is  exercised  through  spot  checks  of 
the  loads  at  the  inland  warehouse  and  audits  of  the  carrier's  records. 


18.61  Because  of  the  post-audit  procedures,  fewer  examinations  are  under- 

taken on  these  carriers  than  on  others.  Weaknesses  in  the  post-audit  system 
include  inadequate  staffing  of  the  post-audit  team,  no  audit  manual,  lack  of  EDP 
expertise  and  methodology  limitations.  These  weaknesses  in  control  over  the 
post-audit  carriers  provide  the  potential  for  undetected  fraud  or  importation  of 
items  without  payment  of  duty  or  taxes. 


18.62  We  have  also  advised  the  Department  of  control  weaknesses  in  other 
areas  of  the  declaration  process.  These  are  mentioned  in  the  next  sub-section  of 
this  Chapter.  The  weaknesses  in  the  declaration  process,  coupled  with  the  lack  of 
information  on  the  results  of  the  examination  process,  mean  that  the  Department 
does  not  know  if  there  is  a  significant  discrepancy  between  the  goods  being 
declared  and  the  goods  being  imported. 

18.63  The  Department  should: 

evaluate  alternative  approaches  to  conducting  the  examination 
selection  process  to  determine  the  most  appropriate  method  of 
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measuring  non-compliance.  Such  approaches  could  be  based  on  a 
combination  of  statistically  valid  sampling  techniques,  profiles 
and  intelligence  information; 

develop  an  improved  system  of  documenting  the  results  of  the 
examination  process  and  ensure  that  it  is  implemented  con- 
sistently on  a  national  basis.  This  information  should  form  the 
basis  for  improved  communication  between  the  Customs  Inspec- 
tor and  the  Commodity  Specialist; 

re-evaluate  the  post-audit  carrier  system  to  determine  whether 
it  achieves  acceptable  levels  of  effectiveness  in  detecting  and 
deterring  error  or  fraud ;  and 

establish  selective  tests  to  determine  the  impact  of  weaknesses 
in  the  declaration  process  and  the  most  cost-effective  method  of 
implementing  controls. 


Cargo  Control  Documentation 

18.64  Cargo  control  documents  represent  the  initial  evidence  in  support  of 

goods  imported  into  Canada.  They  are  a  critical  component  in  the  entire  Customs 
revenue  collection  system.  A  strong,  well  defined  system  of  control  is  necessary 
to  ensure  that  an  accurate  inventory  of  goods  is  maintained  until  subsequently 
acquitted  by  declaration  and  payment.  The  geographic  dispersion  of  Customs 
operations  hinders  the  development  of  an  effective  system  to  achieve  these 
objectives  since  documents  from  many  points  are  presented  to  the  various  ports  in 
a  random  manner,  precluding  the  use  of  number  sequences  as  a  control. 


18.65  Fundamental    weaknesses    exist    in    the    procedures    for    establishing 

control  over  the  receipt  and  disposition  of  documents  at  inland  ports  of  clearance. 
These  weaknesses  increase  the  risk  of  revenue  loss  due  to  the  Department's 
inability  to  ensure  that  control  files  are  complete. 


18*66  The  Department  has  neither  adequate  physical  security  nor  sufficient 

access  restrictions  over  its  cargo  control  file  system.     For  an  open  file  system 
such  as  this,  these  controls  are  essential. 


18.67  Certain  deficiencies  in  acquittal  procedures  reduce  the  certainty  that 

all  acquittals  are  valid  and  that  all  outstanding  documents  have  been  properly 
followed  up.  These  deficiencies  include  the  destruction  of  documents,  preventing 
an  assessment  of  the  integrity  of  the  matching  process;  limited  supervision; 
restricted  use  of  reconciliations  of  input  and  output  of  documents;  and  limited 
reporting  to  management. 
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18.68  Lack  of  control  at  this  stage  in  the  Customs  clearance  process  affects 

controls  throughout  the  system.    Prompt  action  is  required  to  remedy  the  present 
conditions. 


18.69  The  Department  should  assess  the  impact  of  existing  control  weak- 
nesses on  revenue  collection  and  re-evaluate  the  control  needs  in  this  area,  with 
emphasis  on  document  control,  supervision,  reconciliation  and  reporting. 

18.70  The  Department  should  provide  better  physical  safeguards  over  open 
cargo  control  document  files  and  provide  that  key  documents  be  retained. 


Accounts  Receivable 

18.71  The  Department  has  recognized  a  number  of  problems  in  the  Customs 

accounts  receivable  systems  and  has  formulated  new  policies  and  procedures 
aimed  at  strengthening  internal  control  over  this  area.  At  the  time  of  writing  this 
Report,  we  had  not  reviewed  the  implementation  and  actual  operation  of  the  new 
system.  Our  review  of  the  new  procedures  indicated  a  limited  number  of  internal 
control  weaknesses  that  warrant  further  review  and  evaluation. 


18.72  These  weaknesses  include  a  lack  of  integrated  control  over  all  types  of 
receivables;  inadequate  segregation  of  duties,  both  in  the  maintenance  of  accounts 
receivable  control  in  the  various  operating  units  and  in  the  collection  by  the 
receivables  personnel  of  amounts  owing;  and  a  lack  of  training  on  collection 
procedures  for  personnel  in  the  various  operating  units  that  maintain  their  own 
accounts  receivable.  We  understand  that  the  Department  plans  to  remedy  these 
control  deficiencies  as  a  further  part  of  implementing  its  new  receivables  system. 

18.73  The  Department  should  further  improve  internal  control  over  Customs 
accounts  receivable  by  ensuring  that  all  forms  of  receivables  are  covered  by  its 
revised  procedures  and  by  providing  appropriate  training  for  operational  staff 
outside  of  the  accounts  receivable  units  who  are  involved  in  the  collection  of 
receivables. 


Collection 

18.7*  in  many  ports,  we  observed  a  lack  of  segregation  of  duties  and  of 

supervisory  review  of  work  performed,  thus  exposing  the  Department  to  the 
possibility  of  error  and  fraud.  Collection  reports  are  not  sufficiently  detailed  to 
act  as  a  secondary  control  over  the  collection  operations  or  as  a  management 
decision-making  tool,  particularly  with  regard  to  the  use  of  staff.  In  some  cases 
we  noted  that  government  regulations,  including  those  covering  the  receipt  and 
deposit  of  public  money,  are  not  being  followed. 
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18.75  The  Department's  sole  data  base  for  collection  is  the  records  room  in 
each  port.  Access  to  them  is  not  adequately  controlled  and  therefore  they  do  not 
provide  secure  storage  of  important  records. 

18.76  The  above  weaknesses  in  internal  control  restrict  the  Department's 
ability  to  control  the  receipt  and  deposit  of  public  money  and  to  provide  accurate 
and  complete  records  to  support  this  activity. 

18.77  The  Department  should  expand  procedures  and  make  them  more 
explicit  in  the  areas  of  segregation  of  duties,  physical  security  of  records  and 
supervisory  involvement  in  cashier  functions;  and  ensure  adherence  to  these 
procedures. 

18.78  The  Department  should  enforce  adherence  to  regulations,  including 
those  covering  the  receipt  and  deposit  of  public  money. 

Bonded  Warehouses 

18.79  Importers  may,  under  certain  circumstances,  bring  goods  into  Canada 
under  bond  and  pay  the  applicable  duties  and  taxes  as  the  goods  are  used,  rather 
than  at  the  time  of  import.  The  Department  has  allowed  the  establishment  of 
approximately  1,200  bonded  warehouses  operated  by  the  private  sector,  which  it 
inspects  (audits)  to  enforce  bonded  warehouse  regulations  and  to  ensure  eventual 
payment  of  the  appropriate  duty  and  tax. 

18.80  Weaknesses  in  the  system  of  numbering  and  registering  of  entries,  poor 
record  keeping  and  inadequate  physical  control  over  documents  and  ledgers  may 
result  in  a  loss  of  revenue. 

18.81  In  our  review  of  the  procedures  for  controlling  bonded  warehouses,  we 
noted  that  the  criteria  for  selecting  warehouses  for  inspection,  based  on  the 
bonded  warehouse  registration  numbers,  do  not  include  such  factors  as  inventory 
size  and  history  of  irregularities.  There  are  also  a  number  of  weaknesses  in  the 
inspection  procedures,  including  insufficient  supervisory  involvement  in  inspec- 
tions and  inadequate  reporting  of  inspection  findings.  As  a  result,  there  is  a  risk 
of  seriously  weakening  the  inspection  function's  effectiveness  as  a  deterrent 
against  non-compliance  by  warehouse  operators  and  in  detecting  accidental  or 
deliberate  errors.  We  understand  that  the  Department  is  preparing  procedures 
intended  to  standardize  the  penalty  structure  and  bonded  warehouse  inspection 
procedures. 

18.82  The  Department  should  provide  for  better  accounting  records  for  goods 
stored  in  bonded  warehouses,  as  well  as  greater  security  and  more  regular  and 
effective  follow-up  of  open  files. 
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18.83  Inspections  of  bonded  warehouses  should  stress  the  importance  of 
verifying  physical  inventory  and  ensure  that  warehouse  operators'  and  Customs' 
records  agree. 

18.84  Provision  should  be  made  for  greater  involvement  of  supervisory 
personnel  in  the  inspection  function  and  for  improved  reporting  of  inspection 
findings.  Also  the  criteria  used  in  determining  which  bonded  warehouses  to  audit 
should  be  re-examined. 

Assessment 

18.85  Customs  Inspectors  and  Commodity  Specialists  appraise  import  entry 
documents,  with  calculation  checks  provided  by  calculator  operators.  Commodity 
Specialists  review  the  majority  of  entries  over  prescribed  value  limits.  These 
account  for  the  bulk  of  Customs1  revenue.  The  review  requires  the  exercise  of 
judgment  on  the  content  of  an  extensive  volume  of  complex  documents.  Although 
they  have  already  been  reviewed  by  Customs  Inspectors,  the  physical  attributes  of 
the  goods  concerned  may  not  always  be  clearly  identified. 

18.86  The  lack  of  registration  of  documents  under  review  and  poor  physical 
security  over  the  working  area,  coupled  with  the  destruction  of  documentation 
immediately  following  its  review,  prevent  the  Department  from  ensuring  the 
completeness  of  the  assessment  process. 

18.87  The  use  of  arbitrarily  established  limits,  under  which  entries  will 
receive  only  cursory  review,  and  the  adjustment  of  these  limits  by  certain  regions 
based  on  their  workload,  may  be  having  a  detrimental  effect  on  Customs'  ability 
to  assess  and  therefore  ultimately  collect  all  the  revenue  owing  to  the 
Government. 

18.88  Supervision  and  management  reporting  are  not  acting  as  overriding 
controls  over  the  output  and  quality  of  the  assessment  function.  In  addition,  the 
lack  of  staffing  arrangements  based  on  regional  volumes,  and  insufficient  use  of 
formal  and  regular  training  programs  for  all  employees  in  the  assessment  function, 
detract  from  the  Department's  ability  to  ensure  an  appropriate  quality  of 
document  review. 

18.89  Given  the  difficulty  of  the  task,  strong  controls  are  needed  to  assure 
the  quality  of  the  assessment  function. 

18.90  The  Department  should  analyse  all  cost-benefit  implications  before 
establishing  value  for  duty  limits  below  which  entries  will  not  receive  regular 
review  by  the  Commodity  Specialist  Unit. 

18.91  The  Department  should  strengthen  control  of  the  assessment  function 
by  retaining  key  documents  for  an  appropriate  period  of  time,  establishing  better 
supervisory  procedures  and  ensuring  that  training  and  staffing  levels  are 
commensurate  with  its  needs. 
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Drawbacks,  Refunds  and  Remissions 

18.92  Under  trade  stimulus  programs,  the  Department  allows  importers  a 

recovery  of  duty  paid  (drawback),  or  forgives  duties  otherwise  payable  (remission). 
It  also  refunds  duties  and  taxes  that  have  been  overpaid.  In  the  last  year,  this 
activity  processed  repayments  amounting  to  over  $260  million. 


18.93  Our    review    of    the   remissions   activity   included   only   the    regional 

Drawback,  Refund  and  Remission  units,  excluding  computer  operations  for 
machinery  remissions,  the  Headquarters  administration  of  remissions  applications 
and  the  automotive  free  tariff  program. 


18.9*  We  endorse  the  improvements  in  internal  control  over  the  processing 

and  accounting  the  Department  is  implementing  for  paying  refunds.  However, 
there  are  still  areas  where  controls  are  weak.  These  include:  a  lack  of 
standardized  procedures  for  claim  verification;  insufficient  supervisory  review  of 
source  data  supporting  claims;  no  system  of  rotation  for  claim  auditors  to  ensure 
independence;  and  poor  physical  security  over  claims  being  processed.  Moreover, 
management  reporting  does  not  provide  information  on  claims  processed  by  type 
or  importer.  These  weaknesses  increase  the  risk  of  paying  improper  or  duplicate 
claims. 


18.95  In  accordance  with  the  Department's  mandate  to  assess,  collect  and 

account  for  duties  and  taxes,  various  operational  units  have  been  assigned 
responsibility  for  ensuring  that  goods  imported  under  remission  orders  are  in  fact 
entitled  to  forgiveness  of  duties  and  taxes.  In  addition,  the  Financial 
Administration  Act  requires  the  Department  to  report  annually  in  the  Public 
Accounts  remissions  that  exceed  $1,000.  However,  there  are  weaknesses  in  the 
system  --  in  document  control,  audit  verification  (similar  to  those  mentioned 
above),  and  reporting.  These  weaknesses  could  allow  invalid  or  unauthorized 
remissions  to  go  undetected.  This,  in  turn,  could  lead  to  information  and  amounts 
reported  in  Public  Accounts  being  understated  or  inaccurate.  Departmental 
officers,  with  whom  we  discussed  this  matter,  recognize  the  need  to  review  the 
remission  system,  and  indicated  that  such  a  review  would  be  undertaken  in  1980. 


18.96  The  Department  should  amend  its  procedures  to  provide  for  adequate 

physical  security  over  claims,  improved  supervision  and  reporting  of  refund 
activity  and  improved  claims  file  documentation.  It  should  develop  selection 
criteria  and  audit  profiles  that  can  be  used  in  selecting  and  examining  claimants. 


18.97  The  Department  should  make  sure  that  its  plan  to  re-examine  present 

controls    over    accounting    and    reporting    of   remissions    includes   a    complete 
evaluation  of  all  internal  controls  relating  to  this  function. 
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Investigations 

18.98  By    investigating    suspected,    alleged    or    known    misrepresentations, 

evasions,  or  commissions  of  fraud  by  importers,  exporters  or  their  agents,  the 
Investigations  Unit  seeks  to  detect  those  who  have  committed  and  deter  those 
who  would  commit  breaches  of  laws  Customs  and  Excise  administers. 


18.99  Our  audit  included  an  evaluation  of  the  system  of  internal  control  in 
the  cases  identified  for  investigation  and  the  subsequent  investigation,  accounting 
for  and  collection  of  the  underpayments  involved.  It  also  included  the  financial 
reporting  system,  investigative  procedures  and  the  independence,  training  and 
deployment  of  investigation  staff. 

18.100  We  observed  that  many  of  the  above  were  governed  by  inadequate 
criteria,  standards  and  procedures,  making  it  difficult  for  the  Department  to 
ensure  that  the  quality  and  effectiveness  of  field  investigations  are  commensurate 
with  its  needs.  In  addition,  there  were  no  clear  directives  to  ensure  that  staff  in 
other  functions  would  refer  information  to  the  Investigations  Unit  in  appropriate 
circumstances.  We  also  observed  that  a  significant  number  of  cases  were  closed 
without  investigations  and  without  a  determination  of  the  impact  on  revenue 
collection  that  this  action  may  have  had. 


18.101  The  Department  should  take  action  to  strengthen  control  over  the 
information  referred  to  the  Investigations  Unit  and  the  files  the  Unit  maintains. 
It  should  also  re-evaluate  staffing  and  training  requirements  and  investigation 
procedures.  In  addition,  more  effort  is  required  to  ascertain  the  potential  for 
revenue  collection  in  cases  referred  to  the  Unit  for  possible  investigation. 


Statistical  Determination  of  Assessment  Revenue  Gap 


18.102  We  considered  the  quantification  of  revenue  loss  in  at  least  one  of  the 

functions  of  declaration,  assessment  and  collection  to  be  an  important  element  in 
examining  issues  of  cost  effectiveness,  particularly  for  determining: 

whether  practical  means  are  available  to  measure  the  effective- 
ness of  the  assessment  function; 

the  extent  to  which  alternative  cost-effective  methods  may  be 
available  for  maximizing  revenue;  and 

whether  there  is  a  revenue  gap  and,  if  so,  its  size  and  some 
indication  of  its  causes. 
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18.103  Because  the  test  was  limited  to  assessment,  the  results  should  not  be 
construed  as  indicative  of  the  combined  "revenue  gap"  that  may  exist  in  all 
functions.  In  view  of  the  voluntary  compliance  aspect  of  Customs'  operations, 
there  is  the  possibility  that  as  much  or  more  chance  of  revenue  loss  exists  in  the 
declaration  process  as  in  assessment.  Moreover,  the  test  was  designed  to  identify 
situations  which  give  rise  to  incorrect  assessments,  resulting  in  either  under- 
collection  or  over-collection  of  revenue,  and  could  not  determine  whether  errors 
were  accidental  or  deliberate. 


18.104  The  tests  showed  that  in  a  six-month  period,  one  major  port  had  an 
estimated  $14  million  (approximately  three  per  cent)  of  additional  revenue,  which 
could  have  been  identified  by  the  assessment  function.  This  is  our  best  estimate 
of  the  assessment  revenue  gap  for  these  six  months,  although  it  could  lie  within  a 
range  of  $5  million  to  $22  million.  The  period  our  test  covered  in  this  port 
included  the  introductory  phase  of  the  Examination  Release  Appraisal  System 
(ERA).  We  carried  out  similar  tests  in  one  other  large  port  and  two  smaller  ports. 
It  should  be  noted  that  with  respect  to  all  ports  tested  the  monetary  expression  of 
the  collectible  revenue  gap  at  the  point  in  the  system  tested  is  not  necessarily 
equivalent  to  the  amount  of  duty  and  tax  which  would  be  collected  from 
importers.  To  ascertain  this  amount  an  entirely  different  type  of  test  would  be 
required. 

18.105  We  could  not  place  confidence  in  the  test  results  for  the  smaller  ports, 
because  departmental  filing  systems  and  accounting  procedures  precluded  the 
extraction  of  the  required  sample  of  documents  in  the  appropriate  way.  The 
results  of  the  test  on  the  remaining  large  port  for  a  sample  period  of  nine  months 
showed  an  estimated  gap  of  $4  million  (0.7%)  within  a  range  of  $1  million  to  $6.5 
million.  During  the  nine  months  a  partially  computerized  assessment  system  was 
operational.  The  ERA  System  was  in  place  for  the  entire  period.  Because  of  a 
number  of  considerations  about  this  port,  we  have  suggested  that  the  test  be 
undertaken  again,  as  the  Department  did  for  the  port  with  the  larger  revenue  gap, 
to  ascertain  why  the  results  are  at  such  variance  with  the  other  large  port  tested. 


18.106  Our  audit,  with  the  assistance  of  departmental  staff,  demonstrated 

that  practical  means  are  available  to  quantify  the  effectiveness  of  the  assessment 
function.  Similar  tests  could  be  applied  to  measure  the  effectiveness  of  the 
Department's  other  operations,  such  as  examination  of  goods,  investigations,  the 
post-audit  carrier  system  and  drawbacks  and  refunds.  The  results  of  our  tests 
indicate  (as  could  reasonably  be  expected  in  any  large  and  complex  voluntary 
compliance  revenue  system)  that  there  is  a  difference,  biased  in  favour  of 
importers,  between  the  duties  and  taxes  which  could  appropriately  be  considered 
collectible  and  those  which  actually  are  assessed.  Of  greater  importance,  and 
particularly  in  view  of  the  Department's  resource  constraints,  these  tests  not  only 
show  the  effectiveness  of  existing  control  mechanisms,  but  analysis  of  the  results 
also  suggests  approaches  to  maximizing  revenue  collection  or  carrying  out  other 
activities  on  a  cost-effective  basis.  This  subject  is  also  discussed  in  paragraphs 
18.48  to  18.50  (Study  of  Procedures  in  Cost  Effectiveness). 
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18.107  The  results  of  these  tests,  in  turn,  could  help  determine  the  adequacy 

of  present  staffing  levels  and  the  true  impact  of  increasing  or  decreasing  staff  on 
potential  revenue  collection  and  other  enforcement  activities.  For  example,  we 
noted  that  in  the  port  referred  to  in  paragraph  18.104,  80%  of  the  Department's 
revenue  derived  from  the  upper  20%  of  entries  ranked  in  order  of  their  value  for 
duty;  90%  of  the  assessment  revenue  gap  we  identified  derived  from  the  upper 
15%  of  entries  ranked  by  value  for  duty. 


18.108  The  results  showed  that  setting  the  critical  value  for  duty  on  entries  to 

be  reviewed  by  Commodity  Specialists  at  a  level  higher  than  the  existing  one 
would  reduce  the  volume  for  review  substantially,  while  at  the  same  time,  likely 
result  in  just  as  high  a  revenue  capture  rate. 


18.109  Tlie  Department  should  undertake  tests,  based  on  statistical  sampling 
techniques,  to  measure  the  effectiveness  of  the  assessment  function  and  should 
consider  their  use  in  the  measurement  of  other  functions. 

18.110  Criteria  used  to  determine  which  import  declarations  should  be  subject 
to  detailed  review  by  the  Department  should  be  carefully  examined  to  determine 
whether  they  meet  the  Department's  need  for  the  most  cost-effective  use  of  its 
staff  resources. 

Computerized  Cargo  Entry  Processing  and  Collection  System  (CEP ACS) 

18.111  To  cope  more  efficiently  and  effectively  with  the  volume  of 
transactions,  the  Department  embarked  on  a  major  program  of  computerization, 
starting  in  1970. 

18.112  The  CEPACS  system  which  evolved  was  closely  patterned  after 
existing  manual  procedures  and  comprises  two  major  segments.  One  segment 
creates  and  maintains  a  file  representing  cargo  control  documents  for  all  imported 
goods  entering  the  country.  It  relieves  this  file  by  comparing  the  information  on 
the  documents  presented  by  importers  and  brokers  with  that  on  the  corresponding 
import  entry  documentation,  thereby  helping  to  ensure  that  all  goods  are  properly 
acquitted  and  duty  paid.  A  second  segment  checks  the  accuracy  of  certain  of  the 
information  on  declarations  by  importers  and  brokers. 

18.113  In  1977,  we  examined  the  development  of  the  CEPACS  system  as  part 
of  a  government-wide  review  of  the  controls  over  electronic  data  processing 
systems  (the  CAISE  Study).  This  review  covered  the  adequacy  of  the 
organizational  controls  and  the  management  and  planning  controls  in  the 
development  of  the  CEPACS  system  from  its  inception  to  the  time  of  the  CAISE 
Study. 
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The  CAISE  Study  observed  that: 

A  major  computer  systems  development  had  been  undertaken  without 
the  necessary  capability  and  resources  for  such  a  large  project. 
Throughout  the  developmental  stages  of  the  project,  there  were 
indications  of  serious  weaknesses  in  planning,  budgeting  and  general 
management  control  practices. 

The  system  was  not  fully  implemented  and  there  was  still  a  significant 
number  of  important  questions  pertaining  to  the  basic  feasibility  of  the 
system  and  its  cost-effectiveness. 


18.114  During  the  last  year,  the  Department  made  a  number  of  important 

changes  aimed  at  upgrading  management  controls  over  development  of  this 
system.  At  the  time  of  our  1978  audit  of  revenue  systems,  CEP  ACS  had  become 
operational  in  the  pilot  region  and  the  Department  was  considering  further 
implementation  in  other  regions.  Because  of  the  impact  of  CEPACS  on  control 
over  revenue  and  the  findings  of  the  CAISE  Study  in  systems  development,  we  felt 
it  appropriate  to  examine  the  financial  controls  in  the  system  and  to  review  the 
planning  controls  over  its  further  implementation. 


18.115  Our  review  of  controls  in  effect  at  the  time  of  our  audit  indicated  that 

in  a  number  of  situations  controls  had  been  established  in  such  a  way  as  to  give 
only  minimal  protection  against  fraud  and  certain  types  of  errors. 


18.116  As   to   further   implementation,   we  noted  that  the  Department  was 

aware  of  a  number  of  significant  problems  surrounding  the  operation  of  this 
system.  Owing  to  these  problems  and  the  magnitude  of  the  system,  the 
Department  established  a  number  of  criteria  to  guide  its  decision  making  on 
further  implementation.  These  criteria  included  the  system's  effectiveness  in 
accurate  revenue  assessment,  its  ability  to  meet  user  turnaround  needs,  its 
compatibility  with  manual  systems,  adequacy  of  the  existing  configuration  and 
capability  for  accepting  new  functions. 


18.117  During  the  last  year,  the  Department  conducted  a  number  of  reviews 

and  prepared  various  analyses  to  address  the  questions  and  issues  posed  by  the 
criteria. 


18.118  Our  review  of  the  methodology  chosen  to  examine  CEPACS1  impact  on 

revenue  led  us  to  believe  that  insufficient  work  has  been  done  to  justify  further 
expansion,  based  on  its  ability  to  improve  revenue  assessment  and  collection. 
Departmental  reports  acknowledged  that  on  the  basis  of  the  work  done,  the 
increases  in  revenue  in  the  one  region  where  the  system  was  operational  could  not 
be  specifically  identified  with  CEPACS.  We  believe  that  greater  emphasis  should 
be  placed  on  testing  designed  to  compare  the  processing  of  specific  actual 
transactions  through  CEPACS  with  the  processing  of  these  same  documents 
through  manual  systems. 
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18.119  As  to  the  other  non-revenue  criteria  established  by  the  Department, 

we  noted  that  reports  in  a  number  of  cases  recognized  that  performance  criteria 
will  have  to  be  established  and  sufficient  underlying  factual  data  accumulated  to 
undertake  suitable  evaluation  of  CEPACS.  These  criteria  should  include  standards 
for  speed,  accuracy  and  cost-effectiveness  of  CEPACS  processes.  The  Depart- 
ment has  recognized  that,  in  other  regions,  certain  features  of  manual  systems 
(which  do  not  conform  to  established  Customs  regulations)  will  have  to  be 
amended  to  help  ensure  the  orderly  and  efficient  introduction  of  CEPACS. 


15. 120  We  believe  that  the  resolution  of  these  matters  calls  for  broad 
fundamental  decisions  which  will  affect  much  more  than  just  the  CEPACS  system 
and  which  may  have  an  impact  on  a  number  of  present  practices. 

18.121  In  summary,  the  departmental  reports  on  CEPACS  we  reviewed  raise 
many  important  issues  and  questions,  the  answers  to  which  will  have  a  major 
influence  on  further  implementation  decisions. 

18.122  The  Department  recently  decided  to  implement  and  carefully  monitor 
the  system  in  another  location.  We  understand  that  this  decision  was  based  on 
judgment  of  circumstances  and  that  whatever  risks  the  decision  entailed  were 
clearly  recognized  and  considered  reasonable  by  the  Department.  The  Depart- 
ment is  conducting  further  studies  on  the  effectiveness  of  CEPACS  in  the  revenue 
area. 

18.123  The  Department  should  defer  further  implementation  of  the  CEPACS 
system  until  cost-benefit  analyses  have  been  completed  and  the  underlying  issues 
and  questions,  raised  in  departmental  reports  evaluating  CEPACS,  have  been  fully 
answered. 


18.124  Where  CEPACS  is  already  installed,  action  should  be  taken  to  assess 

the  impact  of  existing  control  deficiencies  and  to  take  appropriate  remedial 
action. 


Internal  Audit 


18.125  The  Department  maintains  an  internal  audit  function  with  an  author- 

ized staff  complement  of  65  man-years  and  a  budget  exceeding  $1.6  million.  In 
1974-75  we  reviewed  this  function  to  determine  whether  any  major  deficiencies 
existed  which  would  diminish  the  potential  effectiveness  of  Internal  Audit  as  a  key 
component  of  the  Department's  general  system  of  financial  management  and 
control.   At  that  time  certain  recommendations  were  made  for  improvement. 
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18.126  As  part  of  our  recently  completed  audit  of  controls  in  the  Customs' 
revenue  system,  we  again  reviewed  the  internal  audit  function  to  determine  the 
extent  to  which  the  Department  had  adopted  and  implemented  the  recommenda- 
tions of  the  Financial  Management  Control  Study  (FMCS)  in  1974-75.  Our  review 
also  sought  to  determine  whether  the  internal  audit  function,  as  organized, 
planned,  staffed  and  carried  out,  played  an  effective  part  in  the  managerial 
control  system,  commensurate  with  our  evaluation  of  the  Department's  needs  in 
this  area. 


18.127  It  is  evident  that  functional  and  line  managers  carry  the  burden  of 

developing  and  operating  the  Department's  control  systems.  Internal  Audit  has  a 
significant  role  to  play:  first,  by  designing  and  executing  an  audit  program  that 
will  identify  areas  where  controls  are  not  geared  to  the  degree  of  risk  in  the 
process  and  where  exposure  to  error,  fraud  or  abuse  has  been  increased  because  of 
poorly  developed  or  improperly  applied  control  mechanisms;  and  secondly,  by 
carrying  out  audits  that  include  full  consideration  of  the  effectiveness,  efficiency 
and  economy  of  departmental  programs  and  procedures. 


18.128  In  attempting  to  provide  a  suitable  framework  within  which  Internal 
Audit  can  fulfill  the  demands  of  its  role,  senior  management  has  taken  a  number 
of  initiatives.  These  include  the  establishment  of  suitable  terms  of  reference,  a 
consolidated  organization,  clear  lines  of  reporting  and  a  review  process  through  an 
Audit  Committee.  The  major  benefits  of  these  recent  changes  will  be  felt  over 
the  longer  term. 


18.129  During  our  audit  the  Internal  Audit  Branch  was  defining  revised 
programs  that  place  greater  emphasis  on  Customs  activities.  However,  we 
understand  that  during  the  last  year  it  has  placed  greater  emphasis  on  Excise 
activities.  These  represent  positive  steps  in  upgrading  the  Department's  internal 
audit  function.  In  our  opinion,  however,  Internal  Audit  has  not  thus  far  given  the 
Department  the  required  support  primarily  because  it  has  not  conducted  a 
sufficient  number  of  audits  which  recognize  the  degree  of  risk  and  exposure 
inherent  in  the  nature  of  operations  and  because  the  necessary  audit  techniques 
and  procedures  have  not  yet  been  fully  developed.  The  findings  of  our  study  of 
internal  auditing  in  this  Department  should  be  viewed  against  our  study  of  internal 
auditing  in  a  government-wide  context.   The  latter  is  set  out  in  Chapter  12. 

18.130  Our  review  of  internal  audit  in  the  Department  revealed  the  following: 

Traditionally  audits  have  been  primarily  concerned  with  compli- 
ance and  placed  insufficient  emphasis  on  providing  a  proper 
evaluation  of  the  quality  of  control  mechanisms  in  major  revenue 
related  activities.  Only  recently  has  Internal  Audit  started  a 
planning  process  intended  to  culminate  in  audit  reports  capable 
of  providing  a  proper  overview  of  the  various  major  components 
of  Customs  activities. 
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Internal  Audit  has  formulated  a  number  of  plans  and  estimates  of 
required  resources.  These  plans  provide  for  audits  intended  to 
achieve  the  objectives  set  out  in  the  new  audit  mandate. 
However,  in  certain  important  areas  these  plans  are  not  yet 
sufficiently  detailed  to  allow  for  the  suitable  identification  of 
staffing  needs  and  time  required. 

There  have  been  significant  delays  in  providing  audit  reports  to 
the  Deputy  Minister,  although  the  contents  of  these  reports  have 
been  provided  to  those  responsible  for  the  particular  function  or 
region  or  both. 

Systems-based  audit  techniques  have  only  been  partially  applied 
and  other  techniques  that  would  help  ensure  efficient  and 
effective  audits  have  not  been  used. 

There  has  been  a  lack  of  supervision  necessary  to  help  ensure  the 
adequacy  of  detailed  planning,  execution  and  reporting  of  audits. 

18.131  Our  review  of  internal  audit  has  led  us  to  the  opinion  that  our  Office 
will  continue  to  be  in  a  position  where  it  can  only  place  limited  reliance  on  the 
Department's  internal  audit  work  until  significant  improvements,  some  currently 
under  way,  have  been  effectively  implemented  in  the  manner  Internal  Audit  is 
planned,  staffed,  carried  out  and  reported.  This  degree  of  reliance  will  not  be 
sufficient  to  affect  materially  the  nature,  timing  and  extent  of  audit  work  by  this 
Office  on  Customs  activities. 

18.132  The  new  audit  mandate  and  the  Audit  Committee  will  help  clarify 
roles  and  relationships  and  provide  ongoing  monitoring  and  general  emphasis  to  the 
function.  However,  the  root  deficiencies  which  have  affected  Internal  Audit  point 
to  a  more  fundamental  problem  in  determining  the  ways  in  which  audits  might  be 
designed  and  staffed  to  achieve  objectives.  Present  plans  to  upgrade  Internal 
Audit  to  achieve  its  new  audit  mandate  will  create  a  major  challenge  to  achieve 
success  in  both  the  short  and  long-term. 

18.133  The  Department  should  place  greater  emphasis  on: 

clearly  identifying  the  nature  of  audits  required  and  their 
constituent  components; 

establishing  priorities  and  time  frames  to  achieve  the  audit 
objectives  contained  in  the  departmental  audit  policy; 

assessing  staff  skills  against  new  and  existing  audit  plans  and 
necessary  audit  techniques  and  obtaining  appropriate  resources  if 
required;  and 

adopting  the  most  suitable  audit  techniques  or  refining  existing 
ones. 
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Summary  of  Recommendations  and  Department's  Comments 

Recommendations  Department's  Comments 


STUDY  OF  PROCEDURES  IN  COST 
EFFECTIVENESS 

Measurement  of  Program  Effectiveness 

18.30    The  Department  should  develop  Agreed.    The  Department  is  continuing 

effectiveness  indicators  for  the  to    evaluate    its    operations    for    the 

"Examination    and    Control    of  purpose    of    establishing    satisfactory 

Commercial     Operations"    sub-  procedures  to  measure  and  report  on 

activity  so  that  its  contribution  effectiveness, 
to   program    objectives   can   be 
measured. 


Measurement  of  Operational  Performance 

18.56  As  part  of  the  Department's  Agreed, 
current  efforts  to  develop  a 
revised  approach  to  perform- 
ance measurement,  it  should 
place  greater  emphasis  on 
clearly  defining  appropriate 
outputs  and  establishing  work 
standards  at  a  number  of  key 
work  locations  which  will  con- 
tribute to  the  development  of  a 
set  of  national  standards  and  to 
the  improvement  of  manage- 
ment reports. 


CONTROLS  IN  THE  CUSTOMS 
REVENUE  SYSTEM 

Controls  over  Examination  and 
Inland  Movement  of  Goods 

18.63    The  Department  should: 

-     evaluate      alternative      ap-         Agreed.     High  priority  has  been  given 
proaches   to  conducting  the         to  this  in  departmental  plans, 
examination    selection    pro- 
cess to  determine  the  most 
appropriate  method  of  mea- 
suring non-compliance. 
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Recommendations 


Department's  Comments 


Such  approaches  could  be 
based  on  a  combination  of 
statistically  valid  sampling 
techniques,  profiles  and  in- 
telligence information; 

develop  an  improved  system 
of  documenting  the  results 
of  the  examination  process 
and  ensure  that  it  is  imple- 
mented consistently  on  a 
national  basis.  This  infor- 
mation should  form  the  basis 
for  improved  communication 
between  the  Customs  In- 
spector and  the  Commodity 
Specialist ; 

re-evaluate  the  post-audit 
carrier  system  to  determine 
whether  it  achieves  accept- 
able levels  of  effectiveness 
in  detecting  and  deterring 
error  or  fraud  ;  and 

establish  selective  tests  to 
determine  the  impact  of 
weaknesses  in  the  declara- 
tion process  and  the  most 
cost-  effective  method  of 
implementing  controls. 


The  Department  agrees  that  even 
greater  emphasis  be  given  to  ensuring 
that  policies  are  consistently  applied 
on  a  national  basis. 


Agreed. 


The  Department  will  continue  to  re- 
view the  declaration  process  periodic- 
ally and  make  such  changes  as  are 
justified  by  cost-benefit  analysis. 


Cargo  Control  Documentation 

18.69  The  Department  should  assess 
the  impact  of  existing  control 
weaknesses  on  revenue  collec- 
tion and  re-evaluate  the  control 
needs  in  this  area,  with  em- 
phasis on  document  control, 
supervision,  reconciliation  and 
reporting. 


The  Department  will  continue  to  re- 
view Revenue  Collection  procedures 
periodically  and  make  such  changes  as 
are  justified  by  cost-benefit  analysis. 
Re-evaluation  of  the  control  needs 
with  emphasis  on  document  control, 
supervision,  reconciliation  and  report- 
ing will  be  part  of  the  next  review. 
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Recommendations 

18.70  The  Department  should  provide 
better  physical  safeguards  over 
open  cargo  control  document 
files  and  provide  that  key  docu- 
ments be  retained. 


Department's  Comments 

The  departmental  document  control 
policy  will  be  reviewed  and  strength- 
ened where  necessary.  It  is  also 
agreed  that  an  effective  audit  trail 
should  be  maintained. 


Accounts  Receivable 


18.73  The  Department  should  further 
improve  internal  control  over 
Customs  accounts  receivable  by 
ensuring  that  all  forms  of  re- 
ceivables are  covered  by  its 
revised  procedures  and  by  pro- 
viding appropriate  training  for 
operational  staff  outside  of  the 
accounts  receivable  units  who 
are  involved  in  the  collection  of 
receivables. 


The  Department  agrees  that  its  proce- 
dures will  apply  to  all  types  of  receiv- 
ables and  that  appropriate  training  will 
be  provided  for  operational  staff  invol- 
ved in  the  collection  of  receivables. 


Collection 


18.77  The  Department  should  expand 
procedures  and  make  them 
more  explicit  in  the  areas  of 
segregation  of  duties,  physical 
security  of  records  and  super- 
visory involvement  in  cashier 
functions;  and  ensure  adherence 
to  these  procedures. 

18.78  The  Department  should  enforce 
adherence  to  regulations,  in- 
cluding those  covering  the 
receipt  and  deposit  of  public 
money. 


The  Department  is  reviewing  existing 
procedures  governing  segregation  of 
duties,  physical  security  of  records  and 
supervision  involvement  in  cashier 
functions  and  will  amend  them  where 
appropriate. 


Compliance  with  regulations  is  cur- 
rently enforced  by  communicating  the 
policies  and  procedures  in  manuals  and 
bulletins,  doing  systems  reviews,  oper- 
ating compliance  check  systems  and 
internal  and  external  audit  reviews. 
The  effectiveness  of  these  processes 
will  be  reviewed. 
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Recommendations 
Bonded  Warehouses 

18.82  The  Department  should  provide 
for  better  accounting  records 
for  goods  stored  in  bonded 
warehouses,  as  well  as  greater 
security  and  more  regular  and 
effective  follow-up  of  open 
files. 

18.83  Inspections  of  bonded  ware- 
houses should  stress  the  impor- 
tance of  verifying  physical  in- 
ventory and  ensure  that  ware- 
house operators'  and  Customs' 
records  agree. 

18.84  Provision  should  be  made  for 
greater  involvement  of  super- 
visory personnel  in  the  inspec- 
tion function  and  for  improved 
reporting  of  inspection  findings. 
Also  the  criteria  used  in  deter- 
mining which  bonded  ware- 
houses to  audit  should  be  re- 
examined. 


Department's  Comments 


Agreed.     A  study  is  currently  under- 
way. 


Agreed. 


Agreed.  This  will  be  considered  as 
part  of  the  study  mentioned  in  para- 
graph 18.82  above. 


Assessment 

18.90  The  Department  should  analyse 
all  cost-benefit  implications  be- 
fore establishing  value  for  duty 
limits  below  which  entries  will 
not  receive  regular  review  by 
the  Commodity  Specialist  Unit. 

18.91  The  Department  should 
strengthen  control  of  the 
assessment  function  by  retain- 
ing key  documents  for  an  appro- 
priate period  of  time,  establish- 
ing better  supervisory  proce- 
dures and  ensuring  that  training 
and  staffing  levels  are  commen- 
surate with  its  needs. 


Agreed. 


The  Department  will  continue  to  re- 
view the  assessment  functions  period- 
ically and  make  such  changes  as  are 
justified  by  cost-benefit  analysis. 
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Recommendations 


Department's  Comments 


Drawbacks,  Refunds  and  Remissions 

18.%  The  Department  should  amend 
its  procedures  to  provide  for 
adequate  physical  security  over 
claims,  improved  supervision 
and  reporting  of  refund  activ- 
ity, and  improved  claims  file 
documentation.  It  should  devel- 
op selection  criteria  and  audit 
profiles  that  can  be  used  in 
selecting  and  examining  claim- 
ants. 

18.97  The  Department  should  make 
sure  that  its  plan  to  re-examine 
present  controls  over  account- 
ing and  reporting  of  remissions 
includes  a  complete  evaluation 
of  all  internal  controls  relating 
to  this  function. 

Investigations 

18.101  The  Department  should  take 
action  to  strengthen  control 
over  the  information  referred 
to  the  Investigations  Unit  and 
the  files  the  Unit  maintains.  It 
should  also  re-evaluate  staffing 
and  training  requirements  and 
investigation  procedures.  In 
addition,  more  effort  is  requir- 
ed to  ascertain  the  potential  for 
revenue  collection  in  cases  re- 
ferred to  the  Unit  for  possible 
investigation. 

Statistical  Determination  of  Assessment 
Revenue  Gap 

18.109  The  Department  should  under- 
take tests,  based  on  statistical 
sampling  techniques,  to  mea- 
sure the  effectiveness  of  the 
assessment  function  and  should 
consider  their  use  in  the  mea- 
surement of  other  functions. 


The  Department  will  continue  to  re- 
view claims  procedures  periodically 
and  make  such  changes  as  are  justified 
by  cost-benefit  analysis.  The  Depart- 
ment agrees  to  develop  selection 
criteria  and  audit  profiles  taking  into 
consideration  the  observations  raised 
by  the  Auditor  General. 


Agreed. 


The  Department  will  continue  to  re- 
view its  investigation  policies  and  pro- 
cedures and  make  such  changes  as  are 
justified  by  cost-benefit  analysis. 


It  is  agreed  that  effectiveness  mea- 
surement systems  must  be  strength- 
ened for  all  functions  including  assess- 
ment. 
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Recom  mendations 


Department's  Comments 


18.110  Criteria  used  to  determine 
which  import  declarations 
should  be  subject  to  detailed 
review  by  the  Department 
should  be  carefully  examined  to 
determine  whether  they  meet 
the  Department's  need  for  the 
most  cost-effective  use  of  its 
staff  resources. 


The  Department  will  continue  to  re- 
view these  criteria  periodically  and 
make  such  changes  as  are  justified  by 
cost-benefit  analysis. 


Computerized  Cargo  Entry  Processing 
and  Collection  System  (CEP ACS) 

18.123  The  Department  should  defer 
further  implementation  of  the 
CEPACS  system  until  cost- 
benefit  analyses  have  been 
completed  and  the  underlying 
issues  and  questions,  raised  in 
departmental  reports  evaluating 
CEPACS,  have  been  fully  an- 
swered. 

18.124  Where  CEPACS  is  already  in- 
stalled, action  should  be  taken 
to  assess  the  impact  of  existing 
control  deficiencies  and  to  take 
appropriate  remedial  action. 


Agreed.     The  Department  has  already 
taken  this  action. 


Agreed.  The  Department  will  continue 
to  improve  the  CEPACS  system  and  to 
correct  whatever  deficiencies  are 
identified. 


Internal  Audit 


18.133  The    Department    should 
greater  emphasis  on: 


place 


-  clearly  identifying  the 
nature  of  audits  required 
and  their  constituent  com- 
ponents; 

-  establishing  priorities  and 
time  frames  to  achieve  the 
audit  objectives  contained  in 
the  departmental  audit 
policy; 


Agreed.  Emphasis  will  continue  to  be 
placed  on  these  areas  and  refinements 
and/or  adjustments  in  line  with  the 
intent  of  the  recommendations  will  be 
made  as  necessary. 
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Recommendations 


Department's  Comments 


assessing  staff  skills  against 
new  and  existing  audit  plans 
and  necessary  audit  tech- 
niques and  obtaining  appro- 
priate resources  if  required; 
and 

adopting  the  most  suitable 
audit  techniques  or  refining 
existing  ones. 
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19 
DEPARTMENT  OF  TRANSPORT 

SUMMARY  OF  FINDINGS,  OBSERVATIONS  AND  RECOMMENDATIONS 

Introduction 


19.1  This    Chapter    reports    the    results    of    our    audit    work    within    the 

Department  of  Transport  and  related  agencies  and  Crown  corporations  during  the 
1977-1978  fiscal  year.  It  includes  a  brief  background  of  the  Department's 
operations  and  a  summary  of  our  audit  activities  and  observations.  In  addition  to 
our  regular  audit  activities  we  conducted  several  special  studies  as  part  df  our 
examination  of  the  Department  during  the  year,  and  have  devoted  a  separate 
segment  of  the  Chapter  to  each  of  them. 


Departmental  Overview 

19.2  The  Department  of  Transport  is  responsible  for  the  administration  of 

the  Federal  Government's  transportation  policies  and  programs.  It  is  one  of  the 
larger  and  more  complex  government  departments,  accounting  for  20,929  man- 
years  and  total  expenditures  of  $1,017  million  excluding  payments  to  related 
agencies  and  Crown  corporations  in  the  fiscal  year  ended  March  31,  1978.  The 
total  cost  of  assets  under  its  administration  exceeds  $3,000  million. 


19.3  The   basic   objective  of   the   Department,   as  stated  in  the  proposed 

amendment  to  the  National  Transportation  Act,  R.S.,  c.  N-17,  is  to  admjunisterv  a 
transportation  policy  that  gives  Canada  an  efficient  transportation  system  that  is 
an  effective  instrument  of  support  for  achieving  national  and  regional  social  and 
economic  objectives  and  provides  accessibility  and  equity  of  treatment  for  users. 


ISA  The  Department  consists  of  a  Headquarters  and  three  Administrations 

-  Air,  Marine  and  Surface.  These  are  further  sub-divided  into  some  2,000 
responsibility  and  cost  centres  which  are  responsible  for  over  110  separate  and 
distinct  program  sub-activities.  In  addition,  the  Department  is  responsible  for  the 
Airports  Revolving  Fund  which  is  treated  as  a  separate  entity  for  financial 
reporting  purposes. 


19.5  In  addition,  the  Minister  of  Transport  is  responsible  for  the  following 

related  agencies  and  Crown  corporations,  all  of  which  contribute  directly  to  the 
achievement  of  the  Department's  objectives. 
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Canadian  Transport  Commission 

National  Harbours  Board 

St.  Lawrence  Seaway  Authority 

Seaway  International  Bridge  Co.,  Ltd. 

Atlantic  Pilotage  Authority 

Great  Lakes  Pilotage  Authority 

Laurentian  Pilotage  Authority 

Pacific  Pilotage  Authority 

Northern  Transportation  Company  Limited 

Air  Canada 

Canadian  National  Railways 

Canadian  National  (West  Indies)  Steamships,  Ltd. 

Via  Rail  Canada  Inc. 


19.6  The  nature  of  these  agencies  and  Crown  corporations  is  discussed  later 

in  this  Report.  Although  each  organization  is  essential  to  achieving  the  objectives 
of  the  Department,  their  impact  on  the  Department  of  Transport  section  of  the 
Public  Accounts  is  limited  to  specific  parliamentary  appropriations  which  fund 
certain  limited  aspects  of  their  programs  or  operations.  Separate  financial 
statements  are  prepared  for  each  of  these  entities.  The  problems  resulting  from 
this  practice  are  discussed  in  Chapter  6  of  our  Report. 


19.7  The    total   expenditures   of    the    Department,   including  payments   to 

related  Crown  corporations,  agencies  and  the  Airports  Revolving  Fund  can  be 
summarized  as  follows: 


Budgetary 


Operating 

Capital 

Grants  and  Contributions 


1977-78 


1976-77 


(thousands  of  dollars) 

S     846,203       $      733,749 
231,525  229,228 

546,416  492,391 


1,624,144 


1,455,368 


Less:   Receipts  and 

revenues  credited  to  the  Vote 


153,362 


142,322 


1,470,782  1,313,046 


Non-Budgetary 
Loans  and  advances 
Total 


172,217 


145,445 


$  1,642,999       $  1,458,491 
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Operating  Expenditures 

19,8  Headquarters  Administration.   Headquarters    Administration    includes 

the  offices  of  the  Minister  and  Deputy  Minister  and  provides  for  central  functions 
including  planning,  policy  formulation,  research  and  development.  The  Head- 
quarters consisted  of  1,233  employees  at  March  31,  1978,  and  its  total  operating 
expenditures  were  $48.0  million  for  1977-78  and  $44.3  million  for  1976-77. 


19.9  Air  Administration.   The  Canadian  Air  Transportation  Administration 

(CATA),  responsible  for  the  construction,  operation  and  maintenance  of  civil 
airports  and  seaplane  docking  facilities  owned  or  controlled  by  the  Department,  is 
the  largest  of  the  Department's  Administrations.  It  also  operates  and  maintains 
telecommunications  and  electronic  navigation  facilities;  provides  an  air  traffic 
control  system  for  Canada  and  designated  international  airspace;  develops  and 
enforces  aeronautic  legislation  standards  and  procedures  for  the  inspection, 
examination  and  licensing  of  aviation  personnel,  commercial  operators  and 
aircraft  and  for  investigating  aircraft  accidents;  and  operates  and  maintains  a 
fleet  of  55  aircraft  for  use  in  calibrating  navigational  aids  and  transporting 
government  officials. 


19.10  CATA   consists  of   a  Headquarters  staff  and  six  regional  offices  as 

shown  below: 


Number  of 

Gross  Operating 

Region 

Location 

Employees 

Expenditures 

1977-78 

1976-77 

(thousands  of  dollars) 

Headquarters 

Ottawa 

1,744 

$    71,896 

$    77,278 

Atlantic 

Moncton 

2,246 

61,921 

59,626 

Western 

Edmonton 

1,662 

48,095 

41,945 

Quebec 

Montreal 

1,552 

44,851 

41,460 

Ontario 

Toronto 

1,625 

43,486 

37,234 

Central 

Winnipeg 

1,349 

42,703 

37,200 

Pacific 

Vancouver 

1,342 
11,520 

36,151 

31,375 

$349,103 

$326,118 







Within  the  regions,  the  Federal  Government  owns  168  domestic  airports  of  which 
90  are  operated  by  CATA  (including  Malton,  Dorval,  Mirabel  and  Vancouver  which 
are  part  of  the  Airports  Revolving  Fund). 
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19.11  Marine  Administration.  The  Canadian  Marine  Transportation  Adminis- 

tration (CMTA)  co-ordinates  a  number  of  bodies  engaged  in  marine  activities 
including  the  National  Harbours  Board,  the  St.  Lawrence  Seaway  Authority  and 
the  Pilotage  Authorities.  The  principal  element  of  CMTA  is  the  Canadian  Coast 
Guard  (CCG),  which  is  responsible  for  navigational  aids,  ship  safety  and 
regulations,  telecommunications  and  electronic  services  and  other  marine  support 
services  its  fleet  provides.  These  services  include  icebreaking  and  ice  escort, 
search  and  rescue,  fishing  zone  patrol  and  maritime  pollution  control.  CMTA  also 
administers  designated  public  harbours  and  other  federal  marine  properties  and 
legislation  pertaining  to  local  harbour  commissions. 


19.12  The  Canadian  Coast  Guard  consists  of  a  Headquarters  staff  and  five 

regional  offices  as  shown  below: 


Number  of 

Gross  Operating 

Region 

Location 

Employees 

Expenditures 

1977-78 

1976-77 

(thousands  of  dollars) 

Headquarters 

Ottawa 

752 

$    60,611 

$    53,898 

Maritimes 

Dartmouth 

1,296 

40,058 

36,705 

Laurentian 

Quebec 

1,028 

36,949 

32,869 

Western 

Vancouver 

707 

22,803 

21,163 

Central 

Toronto 

494 

15,637 

14,524 

Newfoundland 

St.  John's 

442 

13,435 
$  189,493 

11,434 

4,719 

$170,593 

Within    the   above   regions   there   are    11   district   offices,   400   wharfingers  and 
harbour-masters  and  over  150  ships,  including  several  large  icebreakers. 


19.13  Surface  Administration.   The  Canadian  Surface  Transportation  Admin- 

istration (CSTA)  is  responsible  for  administering  federal  policies  relating  to 
railways,  motor  vehicle  safety,  highway  and  ferry  services.  It  is  also  responsible 
for  the  operation  of  certain  maritime  ferry  services,  assumed  by  Canada  either  at 
the  time  of  Confederation  or  under  the  Terms  of  Union  with  Newfoundland.  CN 
Marine  operates  these  ferry  services  for  the  Department.  CSTA  had  251 
employees  at  March  31,  1978,  and  operating  and  maintenance  expenditures  of 
$139.6  million  in  1977-1978  and  $99.5  million  in  1976-1977,  including  ferry 
operating  deficit  payments. 
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Capital  Expenditures 

19.14  The   Department   is   heavily   involved   in   acquiring  and  constructing 

various  facilities  and  equipment.  Capital  expenditures  during  the  year  totalled 
$231.5  million,  representing  approximately  14%  of  the  total  capital  spending 
within  the  Federal  Government.  Many  of  the  items  involve  substantial  amounts  of 
funding  over  a  number  of  years  and  are  handled  on  a  project  basis.  Major  projects 
which  were  in  process  during  the  year  under  review  are  as  follows: 


Project 


Total 
Estimated  Current  Future 

Cost  Expenditure    Requirements 

(millions  of  dollars) 


Air  Navigation  Services-JETS         $  26.7 

Calgary  International 
Airport 


Edmonton  International 
Airport  Addition 

Pickering  Airport  Project 

Integrated  Communication 
Control  Equipment 

Toronto  (Malton)  International 
Airport  Additions 

Vancouver  International 
Airport  Addition 

Lightstation  Automation 

"R"  Class  Icebreakers 

West  Coast  Vessel  Traffic 
Management  System 

Motor  Vehicle  Test  Centre 

Newfoundland  Passenger 
Vessels  1  and  2 

Port-aux-Basques  Terminal 

Replacement  for  Motor 
Vessel  Abegweit 

Transport  Canada  Training 
Institute 


127.4 

32.7 
112.0 

14.2 
159.7 


$    3.9 

26.9 

2.2 
12.5 

4.2 
35.3 


$    6.4 


10.9 
16.9 

1.7 
54.8 


33.5 

4.3 

6.9 

14.2 

1.0 

.1 

108.0 

39.8 

34.8 

18.0 

4.9 

6.3 

25.8 

8.2 

1.0 

85.5 

- 

83.6 

22.7 

4.2 

12.3 

35.5 

0.2 

34.4 

58.0 

21.8 

14.5 
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Grants  and  Contributions 

19.15  The  Department  makes  substantial  contributions  or  transfer  payments 

to  the  provinces,  municipalities  and  certain  research  organizations  to  improve 
transportation  facilities  in  Canada.  Contributions  are  used  to  improve  and  extend 
major  highway  and  rail  facilities  and  to  support  coastal  passenger  and  ferry 
services. 


19.16 


Major  contributions  are  shown  below: 


1977-78      1976-77 
(thousands  of  dollars) 


Contributions 


The  capital  costs  of  rehabilitating 
Prairie  Branch  Railway  Lines 

Upgrading  primary  highway  networks 
in  Alberta,  Saskatchewan  and  Manitoba 

The  construction  and  operation  of  certain 
railway  lines  in  British  Columbia 

Water  transportation  subventions  for  ferry 
and  coastal  passenger  and  freight  services 

Extending  the  network  of  highways  and  road 
facilities  in  the  northern  areas  of  British 
Columbia,  Alberta,  Saskatchewan  and 
Manitoba 

Payments  to  Alberta  in  respect  of 
the  maintenance  of  domestic  oil  prices 

Provision  of  ferry  and  coastal  freight  and 
passenger  services  in  British  Columbia 


$  30,000     $     - 


28,447 


27,000 
13,494 

11,033 

14,000 

8,000 


26,702 


54,000 


15,564 


10,736 


20,000 


Summary  of  Audit  Activities 


19.17  A  major  emphasis  in  our  examination  of  the  Department  concerned  the 

Office's  responsibility  for  expressing  an  opinion  on  the  financial  statements  of  the 
Government  of  Canada  for  the  fiscal  year  ended  March  31,  1978.  Transport  was 
selected  as  one  of  a  number  of  departments  for  an  in-depth  examination  as  part  of 
a  rotating  emphasis  from  year  to  year. 
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19.18  Our    examination    within    the    Department    considered    the    various 

program  activities,  the  significance  of  expenditures,  the  individual  parliamentary 
appropriations,  the  decentralized  nature  of  the  operations  as  well  as  the  scope  and 
results  of  audits  performed  in  prior  years.  In  performing  our  work,  we  reviewed 
the  various  accounting  procedures  and  internal  control  measures  at  selected 
locations  as  a  basis  for  determining  the  extent  of  our  examination  and  number  of 
items  to  be  tested.  In  addition,  the  work  of  the  Financial  Audit  and  Review 
Branch  was  reviewed  as  another  element  of  the  internal  control  system  within  the 
Department. 


19.19  We    placed    considerable    emphasis    on    testing    and    evaluating    the 

Department's  accounting  procedures  and  internal  control  measures,  since  the 
extent  of  activities  and  volume  of  transactions  make  it  impracticable  to  perform  a 
detailed  audit  of  all  of  the  Department's  transactions.  Our  examination  also 
sought  to  determine  whether  the  Department  has  complied  with  the  various 
legislative  requirements,  including  Treasury  Board  policies  and  guidelines. 


19.20  Our  selection  of  individual  transactions  for  examination  was  facili- 

tated by  extracting  specific  data  from  the  Department's  EDP  records  with  an 
audit  extract  program.  This  technique  allows  a  relatively  easy  identification  and 
segregation  of  "risk"  items,  based  on  both  dollar  amounts  and  nature  of 
expenditure,  for  in-depth  substantive  testing. 


19.21  During  the  year,  in  addition  to  the  work  performed  at  the  various 

Headquarters  locations,  the  following  locations  were  visited: 


Air  Administration 


Regional  Offices 


Atlantic 

Moncton 

Central 

-     Winnipeg 

Ontario 

Toronto 

Pacific 

Vancouver 

Quebec 

-     Montreal 

Western 

Edmonton 

Marine  Administration 

Coast  Guard  Regional  Offices 

Central  -  Toronto 

Laurentian  -  Quebec 

Maritime  -  Dartmouth 

Newfoundland     -  St.  John's 

Western  -  Vancouver 


Other  locations 
Calgary  Airport 
Goose  Bay  Airport 
London  Airport 


Coast  Guard  Bases 
Quebec 
Parry  Sound 


19.22  In  addition  to  financial  and  compliance  audit  work,  we  conducted  a 

number  of  special  studies  within  the  Department  in  connection  with  our  expanded 
mandate  and  certain  government-wide  studies  of  specific  areas.  These  special 
studies  included: 
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an  evaluation  of  the  internal  audit  function; 

an  evaluation  of  the  planning  and  acquisition  of  capital  assets  as 
it  relates  to  seven  major  projects; 

an  evaluation  of  controls  over  fixed  assets;  and 

an  evaluation  of  human  resource  management. 

Results  of  Financial  Audit 


19.23  As  indicated  in  the  summary  of  audit  activities,  extensive  audit  work 

was  performed  within  the  Department  of  Transport  to  assist  the  Office  in  forming 
an  opinion  on  the  financial  statements  of  the  Government  of  Canada.  During  our 
examination  we  noted  a  number  of  weaknesses  in  accounting  procedures  and 
internal  controls.  These  observations  and  our  recommendations  were  formally 
reported  to  the  Department  in  management  letters.  Most  of  these  observations 
and  recommendations  were  not  significant  enough  to  warrant  inclusion  in  this 
Report.   Those  that  are,  are  discussed  in  the  paragraphs  that  follow. 


19.2*  Inadequate  guidelines  for  determining  ferry  deficits.  Previous  Reports 

(paragraph  18.10  in  1977)  drew  attention  to  the  lack  of  a  formal  agreement 
covering  the  terms  and  conditions  for  the  operation  of  the  Newfoundland  coastal 
service,  the  Prince  Edward  Island  ferry  service  and  the  North  Sydney/Port-aux- 
Basques  ferry  service.  These  services  are  operated  for  the  Department  of 
Transport  by  the  Canadian  National  Railways  (CNR).  The  Department  has 
underwritten  deficits  calculated  annually  by  CNR  but,  in  the  absence  of  a  formal 
agreement,  has  been  unable  to  verify  the  deficits  charged  to  its  appropriation 
each  year.  These  deficits  amounted  to  $112.0  million  for  the  15  months  ended 
March  31,  1978,  and  $85.8  million  for  the  12  months  ended  December  31,  1976. 


19.25  The  Canadian  National  Marine  Corporation  (CNMC),  a  subsidiary  of 

the  CNR,  has  been  formed  to  operate  the  services  but  no  agreements  have  been 
signed  establishing  the  terms  and  conditions  for  doing  so. 


19.26  The  Department  should  expedite  the  completion  of  a  comprehensive 

operating  agreement  establishing  the  terms  and  conditions  under  which   Canadian 
National  Marine  Corporation  will  operate  the  specified  ferry  services. 


19.27  Unauthorized  contracting  of  translation  services.  Under  the  Translat- 

ion Bureau  Act,  R.S.,  c.  T-13,  the  Translation  Bureau  of  the  Secretary  of  State 
Department  provides  translation  services  to  individual  government  departments 
free  of  charge.  Where  the  Translation  Bureau  is  unable  to  provide  the  translation 
service  required  by  a  Department,  the  Bureau  contracts  for  the  specific 
translation  service  required. 
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19.28  In    our    examination    of    certain    projects    it    was    noted    that    the 

Department  of  Transport  had  let  a  number  of  contracts  at  an  estimated  cost  of 
$107,000  with  private  firms  for  translating  a  number  of  technical  manuals  for  use 
by  various  operating  branches.  The  Translation  Bureau  was  not  asked  to  have 
these  manuals  translated  since  the  Department  was  of  the  opinion  that  the  Bureau 
did  not  have  the  necessary  expertise  to  do  so  within  a  reasonable  time. 
Conversely,  no  authorization  had  been  issued  by  the  Translation  Bureau  authoriz- 
ing the  Department  to  contract  for  translation  services. 


19.29  Departmental   procedures  should   be   established   to   ensure   that  all 

translation  requirements  are  referred  to  the  Translation  Bureau. 


19.30  Payment  for  services  not  received.  The    Department      of      Transport 

chartered  a  new  type  of  vessel  and  crew  to  evaluate  its  performance  in 
icebreaking  and  rescue  services.  Early  in  the  five-month  charter,  the  vessel  was 
damaged  due  to  ice  conditions  and  dry-docked  for  a  period  of  45  days.  The 
charter  agreement  called  for  either  an  alternative  vessel  acceptable  to  the 
Department  or  the  termination  of  the  contract  if  the  original  vessel  was  removed 
from  service.  Neither  option  was  exercised.  Reasons  cited  for  continuing  the 
charter  were  an  inaccurate  estimate  of  the  length  of  the  repair  time  and  a  desire 
to  complete  the  evaluation  during  the  current  ice  season. 


19.31  The  Department's  failure  to  terminate  the  charter  agreement  resulted 
in  unnecessary  payments  of  $100,000,  while  the  vessel  was  unserviceable  in  dry- 
dock.  Negotiations  are  now  under  way  in  an  attempt  to  recover  a  portion  of  the 
charter  fees  paid  while  the  ship  was  out  of  service. 

19.32  The  Department  should  take  steps  to  ensure  that  payments  for  services 
not  received  are  avoided  in  the  future. 


19.33  Failure  to  follow  up  budgetary  variances.  Responsibility  centre  mana- 

gers at  all  levels  receive  monthly  reports  comparing  performance  for  the  year  to 
date  to  budgeted  amounts.  Our  review  disclosed  several  instances  where 
managers  were  not  analysing  these  variances  to  determine  their  causes  so  that 
corrective  action  could  be  taken  where  applicable. 


19.3*  Significant   monthly  variances  should  be   analysed  and   the   reasons 

documented.  This  documentation  should  contain  plans  for  corrective  action  where 
necessary  and  notification  as  to  the  need  for  or  availability  of  funds. 

19.35  Failure  to  observe  payment  authorization  regulations.  The      Financial 

Administration  Act  and  related  regulations  detail  the  approvals  required  on  each 
payment  requisition;  e.g.,  certification  as  to  goods  supplied,  services  rendered, 
availability  of  funds,  etc..    Where  delegation  of  the  above  authority  is  allowed, 


495 


Department  of  Transport 


this  delegation  must  be  documented  on  a  signature  card  signed  by  the  person  to 
whom  the  authority  is  delegated  and  authenticated  with  the  signature  of  a 
responsible  officer.  These  procedures  are  key  elements  of  the  internal  control 
system  developed  to  maintain  the  integrity  of  inputs  gathered  from  a  highly 
decentralized  operating  system.  We  noted  numerous  instances  where  payment 
requisitions  were  signed  by  individuals  who  lacked  documented  authority  to  do  so 
and  others  where  the  required  signature  was  lacking  altogether. 


19.36  The  Department  should  take  steps  to  ensure  that  only  authorized 
individuals  are  allowed  to  certify  requests  for  payment  and  that  all  required 
approvals  are  obtained  before  payment. 

Interned  Audit 
Introduction 

19.37  The  Department  of  Transport  spent  approximately  $1.5  million  on 
internal  audit  coverage  in  1977-78  representing  a  total  of  approximately  50  man- 
years  excluding  seconded  non-audit  staff  who  performed  certain  operations 
reviews. 


19.38  Our  general  approach  to  reviewing  the  internal  audit  function  was  to 

examine  sufficient  material  on  organizational  and  reporting  relationships,  use  of 
resources,  planning  of  the  audit  function,  audit  practices  and  reporting,  and  audit 
follow-up  to  determine  the  effectiveness  of  the  function. 


19.39  The  internal  audit  groups  considered  within  the  scope  of  our  review 
included  the  Financial  Audit  and  Review  Branch,  the  three  Operations  Review 
Groups  and  the  Evaluation  Branch.  Due  to  the  breadth  of  pre-audit  and  post-audit 
functions  within  the  Department  we  excluded  from  our  review  the  functional 
review  groups  (e.g.,  personnel  review,  telecommunications,  quality  assurance),  the 
Cost  Reduction  Task  Force  and  the  Contract  Review  Board. 

Audit  and  Operations  Review  Committee 

19.40  The  Audit  and  Operations  Review  Committee  was  established  in  1976, 
when  the  Deputy  Minister  outlined  the  responsibilities  of  the  Committee.  The 
Senior  Assistant  Deputy  Minister  chairs  the  Committee  and  reports  to  the 
Transport  Management  Committee  of  which  the  Deputy  Minister  is  the  Chairman. 


19.41  The    Audit    and    Operations    Review    Committee    comprises    eight 

members:  the  Senior  Assistant  Deputy  Minister,  the  three  Administrators,  the 
Assistant  Deputy  Minister,  Finance,  the  Director  General  of  Programming  and 
Evaluation,  the  Director  of  the  Financial  Audit  and  Review  Branch  and  the 
Director  of  the  Evaluation  Branch. 
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19.42  Up  to  March  31,   1978,  the  Chairman  had  called  only  three  meetings, 

usually  once  a  year,  to  consider  the  reports  of  the  Auditor  General  and  to  co- 
ordinate internal  financial  audit  and  operations  review  activities.  Subsequent  to 
our  review,  the  Deputy  Minister  announced  his  intention  to  chair  the  Committee, 
hold  monthly  meetings  and  expand  the  Committee's  terms  of  reference.  In 
addition,  it  is  intended  that  the  Assistant  Deputy  Minister,  Finance  of  the 
Department  of  National  Defence  will  be  added  to  the  Committee  to  provide 
constructive  advice  and  challenge  from  outside  the  Department  of  Transport 
organization. 


19.43  The  Committee  will  be  further  strengthened  by  having  it  review  and 

recommend  policy  directives,  procedural  guidelines  and  methodologies  for  audit 
and  review  processes.  These  and  other  proposed  changes  in  the  terms  of  reference 
and  the  composition  of  the  Audit  Committee  should  result  in  a  much  more 
effective  Committee. 


Financial  Audit  and  Review  Branch 

19.44  The  Financial  Audit  and  Review  Branch  was  established  in  1966  after 

the  Treasury  Board  Guide  on  Financial  Administration  was  issued.  The  Branch 
performed  approximately  125  audits  at  50  separate  locations  during  the  year 
ended  March  31,  1978.  These  audits  were  conducted  by  a  staff  of  approximately 
23  at  a  cost  of  approximately  $600,000. 


19.45  Our   review  of  the  Financial  Audit  and  Review  Branch  consisted  of 

interviews,  a  review  of  its  organization  and  an  examination  of  working  papers  and 
reports. 


19.46  Reporting.     The  Financial  Audit  and  Review  Branch  reports  to  the 

Assistant  Deputy  Minister,  Finance  who  reports  directly  to  the  Deputy  Minister. 
This  could  result  in  a  lack  of  independence  and  objectivity  in  carrying  out  the 
internal  audit  function. 


19.47  The  Financial  Audit  and  Review  Branch  should  report  to  an  individual 

independent  of  the  financial  function,  who  reports  directly  to  the  Deputy  Minister 
and  is  responsible  for  co-ordinating  all  internal  audit  functions. 


19.48  Audit  plan.   At    present    the    Branch    prepares    an   annual   audit   plan 

outlining  the  locations  to  be  visited  and  the  elements  of  financial  control  to  be 
reviewed.  Our  review  of  these  plans  and  the  planning  process  has  revealed  several 
weaknesses,  including  the  following: 

The  audit  plan  was  not  approved  by  senior  management  or  the 
audit  committee. 

The  audit  universe  was  not  adequately  defined  and  documented. 
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The  audit  plan  does  not  consider  or  evaluate  risk  factors  such  as 
known  internal  control  weaknesses,  etc. 

Audit  priorities  did  not  give  adequate  consideration  to  costs 
versus  benefits  expected  to  be  obtained,  especially  in  the  area  of 
concession  type  audits. 

The  audit  plan  is  based  on  authorized  man-years  within  the  Branch 
rather  than  the  man-years  which  will  be  available. 

Little  or  no  attention  was  paid  to  grants  and  contributions,  and 
capital  expenditures  which  together  amount  to  50%  of  the  total 
departmental  expenditures. 

No  assessment  was  made  of  the  impact  of  electronic  data 
processing  systems  in  determining  the  plans  of  the  Branch. 

19.^9  The  Branch  should  develop  a  multi-year  audit  plan  based  on  a  clearly 

defined  audit  universe  and  taking  into  account  high-risk  elements,  expected  staff 
resources,  a  rotation  of  coverage  and  an  analysis  of  costs  versus  benefits.  The 
audit  plan  should  be  reviewed  and  approved  by  the  audit  committee. 


19.50  Audit  manual.  The  "Financial  Audit  and  Review  Branch  Audit  Manual" 
sets  out  the  policies  to  be  followed  by  the  audit  staff.  Responding  to  the 
Financial  Management  and  Control  Study's  May  1975  recommendation  that  the 
Branch  complete  its  audit  manual  as  soon  as  possible,  the  Department  stated  in 
August  1975  that  a  revised  manual  had  been  issued.  However,  several  important 
sections  still  have  not  been  completed,  including  auditing  standards,  audit 
programs  and  procedures.  Without  auditing  standards,  audits  cannot  be  ade- 
quately or  consistently  planned  or  performed. 

19.51  The  Branch  should  establish  a  firm  timetable  for  completing  the 
manual  and  should  ensure  that  the  manual  is  completed  in  accordance  with  this 
schedule. 


19.52  Working  paper  preparation.  Our  review  of  a  sample  of  audit  working 

papers  revealed  serious  documentation  weaknesses  including: 

Assignment  sheets  contained  inadequate  documentation  of  the 
scope  of  work  to  be  performed. 

Work  programs  were  not  used  consistently  and  when  used  were 
not  approved  before  starting  the  work. 

Documentation  of  reasons  for  performing  work,  the  basis  for 
scope  selection  and  sample  selection  methods  was  not  set  out  in 
the  working  papers. 
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19.53  Because    of    the    weaknesses    outlined    above,    we    were    unable    to 

determine  whether  the  work  performed  was  adequate.  The  adequacy  of  the  audits 
cannot  be  properly  assessed  unless  objectives  are  stated  in  advance,  auditing 
standards  are  applied,  control  strengths  and  weaknesses  identified,  the  scope 
adopted  justified,  the  work  completed  in  accordance  with  a  prepared  and  approved 
program,  conclusions  reached  and  supervisory  reviews  performed. 

19.5*  The  Branch  should  develop  and  implement  standards  and  procedures 

covering  all  aspects  of  working  paper  documentation  including  the  scope  adopted, 
work  performed,  conclusions  reached  and  supervisory  reviews  completed. 


19.55  Before  starting  field  work,  detailed  work  programs  should  be  prepared 

and  approved.     These  programs  should  document  the  basis  for  selecting  audit 
samples,  the  size  of  samples  to  be  obtained  and  the  method  of  selection. 


19.56  Conclusion.  As  a  result  of  the  above  observations,  we  have  concluded 

that  significant  improvements  are  required  in  the  Financial  Audit  and  Review 
Branch's  operations  to  increase  the  effectiveness  to  a  satisfactory  level.  Although 
the  Financial  Audit  and  Review  Branch  carried  out  much  audit  work  the  scope  and 
quality  does  not  allow  the  Office  of  the  Auditor  General  to  materially  alter  the 
nature,  timing  or  extent  of  its  audit  work. 


Operations  Review 

19.57  Operations   reviews   were   initially   introduced   in  the  Department  in 

1968.   Three  operations  review  branches  operate  within  the  Department: 

Operations  Review  -  Air  (established  1971); 

Operations  Review  -  Marine  (established  1977);  and 

Operations    Review    -    Headquarters    and    Surface    (established 
1977). 


19.58  Our    work    in    connection    with   the  operations   review  branches    was 

limited  to  discussions  and  a  reading  of  reports  and  therefore  did  not  constitute  an 
audit  as  no  detailed  review  of  the  work  performed  by  the  branches  was  conducted. 
We  did  not  carry  out  a  complete  audit  of  operations  review,  because  two  of  the 
three  branches  involved  are  in  the  developmental  stage  having  completed  only  one 
review  each. 


19.59  Mandate  and  planning.  Senior   management   indicated  its  support  for 

operations  audit  in  a  mandate  issued  in  1976  which  stated: 
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"All  units  in  Transport  Canada  except  those  engaged  in  planning  and 
policy-formulation  activities  or  those  conducting  functional  reviews 
are  to  have  their  operations  reviewed  at  intervals  of  not  more  than 
three  years." 


19.60  The  Air  Operations  Review  Branch  planned  to  review  16  locations  for 

the  fiscal  year  1977-78.    Some  locations  are  scheduled  for  reviews  on  a  frequency 
of  only  once  every  six  years. 


19.61  The  Marine  and  Headquarters  and  Surface  Operations  Review  Branch 

began  operations  in  the  late  fall  of  1977.  The  Marine  Branch  plans  to  review  15 
locations  in  1978-79  and  the  Headquarters  and  Surface  Branch  plans  to  review  four 
locations. 


19.62  The  mandate  for  operations  reviews  should  be  adhered  to  or  it  should 
be  revised  in  the  light  of  the  number  of  operational  units,  known  time 
requirements  per  review  and  staff  resources  available. 

19.63  Reporting.  The  Operations  Review  Branch  in  the  Marine  Administra- 
tion reports  to  a  director  who  in  turn  reports  to  the  Administrator,  whereas  the 
Operations  Review  Branch  in  the  Air  Administration  reports  directly  to  the 
Administrator.  The  Headquarters  and  Surface  Operations  Review  Branch  reports 
directly  to  a  director  general  who  in  turn  reports  to  the  Deputy  Minister.  In  the 
case  of  the  Marine  Administration,  the  reporting  relationship  may  not  ensure 
adequate  emphasis  and  attention  is  given  to  this  important  function. 


19.6*  Each  Operations  Review  Branch  should  report  directly  to  an  individual 

who  reports  directly  to  the  Deputy  Minister  and  is  responsible  for  co-ordinating  all 
internal  audit  functions. 


19.65  Personnel  resources.  The  personnel  resources  used  by  the  three  opera- 
tions review  branches  vary  in  nature.  The  Air  and  Marine  Operations  Review 
Branches  use  seconded  staff  from  other  Transport  locations  similar  to  the  location 
being  reviewed.  The  Headquarters  and  Surface  Branch  uses  only  permanent 
reviewers.   Several  observations  were  made  concerning  the  use  of  seconded  staff. 

19.66  A  formal  training  program  for  seconded  staff  was  developed  approxi- 
mately two  years  ago.  However,  the  training  program  has  not  been  given  within 
the  last  year.  The  efficiency  and  effectiveness  of  using  seconded  staff  for 
relatively  short  periods  depends  on  both  the  individual's  expertise  in  a  particular 
discipline, as  well  as  his  skills  as  an  evaluator  and  management  auditor. 
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19.67  Methods  of  obtaining  staff  should  be  reviewed  to  develop  a  consistent 

policy  on  using  seconded  staff.  This  review  should  consider  the  benefits  which 
seconded  staff  receive  versus  the  audit  efficiencies  inherent  in  using  full-time 
staff. 


19.68  Review  practices  and  procedures.  Our  review  indicated  that  the  oper- 

ations review  groups  do  not  consistently  follow  established  procedures  and  the 
procedures  that  are  followed  vary  from  one  group  to  another.  Specific  findings 
include: 

Working  papers  were  not  prepared  in  a  formal  manner  and  do  not 
include  sufficient  evidence  to  support  the  reports  issued  by  the 
Operations  Review  Branch  (Air). 

Recommendations  were  not  made  by  the  Operations  Review 
Branch  (Air)  as  required  in  a  circular  issued  by  the  Deputy 
Minister. 

Procedures  manuals  did  not  exist  for  the  guidance  of  reviewers 
(Headquarters  and  Surface). 


19.69  Standard  procedures  should  be  established  for  the  performance  of 

operations  reviews.  These  procedures  should  include: 

required  work  steps  and  documentation  standards; 

the  extent  of  the  evidence  required  as  support  for  issued  reports;  and 

a    requirement  to  include  the  use  of  recommendations  in  reports. 


19.70  Conclusion.   The  establishment  of  operational  review  groups  represents 

a  significant  step  in  providing  assurance  to  senior  management  concerning  the 
efficiency  of  operational  systems  within  the  Department.  Implementation  of  the 
above  recommendations  would  improve  the  effectiveness  of  these  groups. 


Evaluation  Branch 

19.71  The   Evaluation  Branch  was  accorded  official  status  by  the  Deputy 

Minister  in  1975.  Fourteen  evaluations  were  completed  as  of  March  31,  1978.  As 
was  the  case  with  Operations  Review,  our  work  was  limited  to  interviews  and 
examination  of  information  concerning  the  history,  organization,  reporting 
responsibilities  and  reports  issued. 


19.72  The  Deputy  Minister  has  issued  a  comprehensive  mandate  assigning  the 

evaluation  and  reporting  responsibilities  of  the  group.     Assignments  are  derived 
from  specific  directives  of  the  Deputy  Minister,  advice  from  other  departmental 
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officials  or  from  the  Evaluation  Branch  itself.  The  mandate  established  this 
Branch  as  a  "special  projects  group"  in  contrast  to  the  other  internal  audit  units 
which  are  intended  to  perform  recurring  review  assignments  within  a  comprehen- 
sive universe. 


19.73  The  Director  General  of  Programming  and  Evaluation  is  responsible 

both  for  the  programming  function  and  for  the  Evaluation  Branch  and  the 
Operations  Review  Branch  for  Headquarters  and  Surface.  The  assignment  of  these 
post-audit  functions  to  the  individual  responsible  for  the  challenge  of  depart- 
mental plans,  appears  to  represent  a  conflict  of  interest.  It  is  doubtful  that  the 
same  individual  can  maintain  the  appearance  of  independence  in  this  situation. 


19.74  The  responsibilities  for  challenge  of  departmental  plans  and  post-audit 

functions  should  be  segregated. 


19.75  The  establishment  of  the  Evaluation  Branch  is  a  positive  step  towards 
providing  senior  management  with  significant  information  as  to  departmental 
problems,  potential  areas  for  improved  efficiency  or  effectiveness,  as  well  as 
areas  of  specific  concern.  Continued  development  of  this  Branch  will  enhance  the 
Department's  procedures  to  measure  and  report  the  effectiveness  of  programs 
through  the  use  of  internal  audit. 

Planning  and  Acquisition  of  Capital  Assets 

Introduction 

19.76  This  section  contains  the  principal  findings  and  recommendations 
resulting  from  our  examination  of  seven  capital  projects  carried  out  by  the 
Department  of  Transport.  These  examinations  are  part  of  a  government-wide 
review  of  capital  projects  which  comprise  one  aspect  of  the  Auditor  General's 
Study  of  Procedures  in  Cost  Effectiveness  (SPICE).  Chapter  3  of  this  Report, 
Planning  Capital  Acquisition  Projects,  contains  a  detailed  account  of  this  work, 
describes  each  project  audited  and  specifies  the  major  audit  findings.  This 
Chapter  highlights  findings  particularly  relevant  to  the  Department  of  Transport 
and  includes  a  summary  of  our  observations  on  each  project. 


19.77  The  capital  acquisitions  selected  for  audit  were  as  follows: 
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Estimated 
Final  Cost 

(millions  of  dollars) 

Air  Administration 

Calgary  International  Airport  $  127.4 

Toronto  (Mai ton)  International  Airport  Additions  159.7 

Marine  Administration 

Lightstation  Automation  14.2 

"R"  Class  Icebreakers  108.0 

West  Coast  Vessel  Traffic  Management  System  18.0 

Surface  Administration 

Motor  Vehicle  Test  Centre  25.8 

Headquarters  Administration 

Transport  Canada  Training  Institute  58.0 


Total  $511. 1 


19.78  The  projects  we  examined  were  large,  complex,  costly  and  character- 
ized by  long  development  and  construction  periods.  Moreover,  some  of  the 
projects  incorporated  sensitive  public  policy  objectives  such  as  regional  develop- 
ment. 


19.79  Our  examinations  took  the  form  of  post-audits,  examining  results  after 
the  fact.  Accordingly  we  were  able  to  observe  how  actual  events  related  to 
planning  work  that  in  most  instances  had  begun  seven  or  eight  years  ago. 

19.80  Our  audits  disclosed  serious  deficiencies  in  the  systems  and  procedures 
the  Department  used  in  acquiring  capital  assets  in  the  projects  we  examined.  Five 
of  the  projects  did  not  achieve  a  reasonable  standard  of  "due  regard  for  economy." 

19.81  The  Department  has  recognized  that  these  deficiencies  exist  and  has 
introduced  a  number  of  initiatives  in  recent  years  to  improve  its  capital 
acquisition  procedures.  We  support  these  initiatives  and  refer  to  them  in  the 
discussion  that  follows.  However,  we  have  not  attempted  to  assess  their  potential 
impact  since  they  are  in  various  stages  of  development  and  implementation.  We 
will  be  evaluating  them  as  part  of  our  continuing  work  within  the  Department  of 
Transport  in  the  future. 
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Responsibility  and  Accountability  for  Projects 

19.82  For  several  of  the  projects,  responsibility  and  accountability  were  not 

clearly  documented  and  communicated  on  a  timely  basis.  This  resulted  in  unclear 
lines  of  authority  and  delays  in  project  execution  which  otherwise  might  have  been 
avoided. 


19.83  The    Department    is    aware    of    the    importance    of    clearly    defining 

responsibility  and  accountability  for  all  phases  of  major  projects.  The  Department 
now  defines  project  responsibilities  through  a  management  charter  for  major 
projects.  Further,  in  1976  the  Department  issued  a  Transport  Canada  Project 
Management  Policy  and  Guidelines  manual  to  all  administrations  within  the 
Department.  This  manual  covers  all  aspects  of  project  management  including  how 
to  allocate  responsibilities  for  project  tasks. 

19.8*  The  Department  should  continue  recent  efforts  to  clearly  define  and 

communicate  responsibility  and  accountability  for  capital  projects. 

Documentation  of  Capital  Proposals 

19.85  Large,  complex  projects   require   thorough   planning  and   analysis   to 

support  departmental  approval  and  requests  for  capital  and  operating  resources. 
In  five  of  the  seven  projects  examined,  the  documentation  supporting  the  request 
for  approval  was  clearly  incomplete  or  inadequate  to  demonstrate  due  regard  for 
the  economy  of  these  projects.  We  noted  major  weaknesses  in  the  areas  of 
analysis  of  needs,  definition  of  objectives  and  intended  effects,  assessment  of 
alternatives,  realistic  estimates  of  capital  cost,  and  analysis  of  life-cycle  costs. 


19.86  Although    there    is    a    natural    tendency    for    program    managers   and 

departments  to  advocate  projects  that  will  further  their  particular  program's 
objectives,  nevertheless,  an  objective  assessment  of  each  project  is  essential  if 
the  proper  decision  is  to  be  reached  in  the  approval  process.  In  some  cases  we 
encountered  advocacy  planning  without  adequate  formal  documentation  of  all  the 
relevant  factors  including,  for  instance,  important  project  alternatives.  During 
our  examination,  the  Department  advised  us  that  project  options  and  other 
analyses  had  been  used  in  evaluating,  approving  and  recommending  a  proposed 
course  of  action  to  the  Treasury  Board  Secretariat.  However,  formal  documenta- 
tion to  support  this  type  of  analysis  was  not  always  on  file. 


19.87  The  Department  is  aware  of  the  need  to  document  proposals  and  to 

provide  an  "audit  trail."  To  improve  its  project  planning  and  control  system,  the 
Department  established  a  Programming  and  Evaluation  Group  in  1975  with 
responsibility  for  monitoring  and  evaluating  all  major  capital  proposals. 
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19.88  Capital   proposals   should   be   supported   by   accurate   and   complete 

documentation  including: 

a  proper  analysis  of  needs; 

a  clear  statement  of  objectives  and  intended  effects; 

an  impartial  assessment  of  alternatives; 

realistic  capital  cost  estimates;  and 

an  analysis  of  life-cycle  costs. 


Approval  of  Projects 

19.89  As  a  project  develops,  its  scope,  design  and  costs  advance  from  rough 

preliminary  estimates  to  well-defined,  firm  estimates.  At  each  phase  of  project 
development,  approval  should  be  sought  for  the  funds  needed  to  complete  the  next 
stage.   Final  approval  should  not  be  given  until  all  the  facts  are  in. 


19.90  We  noted  that  in  a  number  of  cases  the  Department  committed  itself 

to  projects  before  the  scope  and  design  were  finalized,  realistic  cost  estimates 
were  developed,  and  before  firm  agreements  on  rental  rates  and  other  charges  for 
use  of  the  facilities  were  reached.  Therefore,  the  decision  to  proceed  with  a 
project  was  not  always  based  on  realistic  information  which  is  essential  to  proper 
benefit-cost  studies  and  up  to  date  analyses  of  needs  and  alternatives. 


19.91  To  improve  its  evaluation  and  review  process,  the  Department 
introduced  new  procedures  in  1976.  These  procedures  require  managers  to  prepare 
detailed  cost-benefit  studies  for  significant  projects.  New  projects  have  to  be 
approved  in  stages  and  in  accordance  with  standardized  proposal  documents,  an 
Approval  in  Principle  Document  (APD)  and  a  Program  Approval  Document  (PAD). 
In  addition,  the  Department  has  initiated  a  "counter-advocacy"  review  of  all 
capital  proposals  over  $3  million  through  its  Programming  and  Evaluation  Branch. 

19.92  Final  approval  of  all  projects  should  be  withheld  until  full  information 
is  available,  including  items  such  as  detailed  design,  realistic  cost  estimates  and 
rental  commitments  from  major  users. 


Project  Control 

19.93  The  Department  and  the  Treasury  Board  approve  projects  subject  to 

conditions  related  to  cost,  size,  technical  performance  and  a  construction 
schedule.  Once  projects  have  been  approved,  effective  monitoring  and  control 
procedures  are  necessary  to  ensure  that  they  are  completed  according  to  these 
conditions. 


505 


Department  of  Transport 


19.9^  We  found  that  procedures  did  not  prevent  significant  increases  in  the 

cost  and  size  of  several  of  the  projects.  We  also  found  instances  where  records  of 
actual  cost  and  performance  could  not  be  readily  compared  with  original 
estimates. 


19.95  Project  implementation  should  be  properly  controlled  to  ensure  that 

facilities  of  an  approved  size  and  quality  are  completed  on  schedule  and  within  the 
authorized  budget. 


Post-Completion  Review 

19.96  The  purpose  of  a  post-audit  or  review  of  a  major  capital  project  is  to 

determine  whether  the  objectives  of  the  project  have  been  realized  and  to  see  how 
to  improve  similar  projects  in  the  future.  Since  the  projects  we  audited  have  only 
recently  been  completed  or  are  not  yet  complete,  post-completion  reviews  have 
not  been  done.  The  Department  has  advised  us,  however,  that  a  number  of  the 
projects  will  be  reviewed. 


19.97  The  Department  should  ensure  that  all  capital  projects  are  reviewed  to 

determine  the  extent  to  which  project  objectives  were  achieved,  to  evaluate  the 
performance  of  managers  and  to  improve  the  planning  and  control  of  similar 
projects  in  the  future. 


Case  Histories  of  Capital  Acquisitions 

19.98  Calgary  International  Airport.   The  Department  of  Transport  held  con- 

sultations in  1971  with  representatives  of  the  City  of  Calgary,  the  Province  of 
Alberta  and  the  air  carriers  to  plan  the  future  development  of  Calgary  Airport. 
The  Department  presented  a  number  of  alternatives  for  consideration,  including 
both  the  expansion  of  the  existing  terminal  and  the  construction  of  a  completely 
new  terminal  on  a  new  site.  The  air  carriers  expressed  strong  reservations  as  to 
the  immediate  need  for,  and  concern  about  the  cost  of,  new  terminal  facilities. 
On  the  other  hand,  the  City  of  Calgary  and  the  Province  of  Alberta  favoured 
construction  of  new  facilities  as  soon  as  possible. 


19.99  In  1973,  the  Treasury  Board  approved  the  construction  of  a  new  air 

terminal  complex  within  the  existing  airport  boundaries.  The  first  phase  of  the 
complex,  opened  in  the  fall  of  1977,  was  planned  to  satisfy  the  1980  forecast 
demand.  However  certain  components,  for  example  utilities,  were  designed  to 
satisfy  future  development.  Three  subsequent  phases  are  planned  to  provide 
capacity  for  estimated  traffic  growth  to  1995. 
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19.100  In  our  opinion,  the  Department  of  Transport  did  not  give  due  regard  to 

economy  in  the  Calgary  Airport  project.  The  written  information  provided  by  the 
Department  to  the  Treasury  Board  in  support  of  the  initial  request  for  approval 
was  inadequate  as  a  basis  for  evaluating  the  economy  of  the  proposed  project 
because: 

alternatives    to   the   proposed   new  complex,   such  as   the 
modification  of  the  existing  terminal,  were  not  presented; 

the    concerns    expressed    by    the    air    carriers    were    not 
disclosed; 

financial  information  was  incomplete; 

cost   estimates,  which  were  based  on  conceptual  designs, 
were  unrealistic;  and 

the  Department's  written  replies  to  certain  questions  posed 
by  the  Treasury  Board  officials  were  incomplete. 

However,  we  understand  that  the  Treasury  Board  Secretariat  was  informed  orally 
that  the  existing  terminal  could  be  further  modified  and  might  suffice  until  1979. 
Later  requests  to  the  Treasury  Board  for  additional  project  funds  did  not  update 
financial  projections.  Thus  the  impact  of  the  increased  capital  costs  on  the  future 
financial  viability  of  the  airport  was  not  revealed. 


19.101  The  Department  did  not  reach  agreement  with  the  air  carriers  on  user- 

pay  cost-recovery  charges  until  just  prior  to  the  opening  of  the  new  terminal.  The 
rates  agreed  upon  will  be  substantially  below  those  deemed  necessary  to  achieve 
full  cost  recovery  at  the  original  planned  rate.  Although  the  present  five-year 
agreement  will  be  renegotiated  upon  expiry,  there  is  no  guarantee  that  cost 
recovery  will  be  achieved  over  the  life  of  the  facilities.  In  our  view,  reaching  an 
agreement  on  cost-recovery  charges  prior  to  the  start  of  construction  was 
essential  to  ensure  concern  for  economy  and  discourage  any  unjustified  user 
demands. 


19.102  During  the  course  of  the  project,  the  size  and  cost  of  the  air  terminal 

building  increased  substantially  as  compared  with  the  original  Treasury  Board 
approval  of  the  concept: 

Total  size  increased  by  59%  from  452,530  square  feet  to 
720,550  square  feet. 

Total   cost  increased  by  255%  from  approximately  $21.3 
million  estimated  in  1973  to  $75.7  million. 
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19.103  The  Department  attributes  the  increase  in  the  size  of  the  building  to: 

changes    arising    from    the    preparation    of    detail    design 
drawings; 

the   provision    for    future    utilities   to   meet  the   ultimate 
(1995)  terminal  development; 

the  inclusion  of  United  States  preclearance  requirements; 

the  expansion  of  holdrooms  to  accommodate  wide-bodied 
aircraft;  and 

the  addition  of  certain  office  and  concession  space. 

The  Calgary  terminal  is  substantially  larger  than  Toronto  Terminal  II  when 
compared  on  an  area  per  peak  hour  passenger  basis  in  the  design  year  of  1980.  It 
is  5.5  times  larger  than  the  old  terminal  which  it  replaced.  The  Department 
advises  that  comparisons  of  air  terminal  buildings  can  be  invalid  for  various 
reasons.  However,  it  has  been  unable  to  demonstrate  by  other  means  that  the  size 
of  the  Calgary  terminal  is  not  out  of  line. 


19.104  The    increase    in    cost    is    attributed    by    the    Department    to    the 

development  of  firm  cost  estimates  based  on  detailed  design  drawings,  the 
increase  in  the  size  of  the  terminal  due  to  design  changes  and  inflation.  Although 
the  exact  impact  of  inflation  is  difficult  to  determine,  construction  cost  indices 
show  an  inflation  rate  of  approximately  65%  between  1972  and  1977. 


19.105  Although  the  design  and  construction  of  air  terminal  buildings  to  meet 

future  requirements  is  a  complex  task,  we  are  not  satisfied  that  the  Department's 
procedures  were  adequate  to  prevent  any  unnecessary  increases  in  either  the  cost 
or  size  of  the  Calgary  air  terminal  building.   Specifically: 

Extensive  authority  was  delegated  to  the  Western  Region 
without  effective  review,  challenge  and  control  by  Head- 
quarters. 

There  was  no  clear  acknowledgement  by  individuals  within 
the  administration  of  responsibility  or  accountability  for 
the  financial  viability  of  the  new  airport  complex  once  in 
operation. 

There  were  inadequate  general  area  and  cost  criteria, 
based  on  comparable  Canadian  or  foreign  facilities,  against 
which  to  monitor  the  project. 

No  cost-benefit  or  life-cycle  analyses  were  provided  in 
support  of  major  design  changes. 
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19.106  Toronto  (Malton)  International  Airport  Additions.  The    Department   of 

Transport  received  approval  in  1973  for  a  project  providing  additional  capacity  at 
Malton  Airport  to  handle  traffic  growth  up  to  1980,  prior  to  opening  a  second 
airport  in  the  Toronto  area  at  Pickering.  In  1975  the  Department  cancelled  the 
proposed  Pickering  Airport  thereby  changing  the  perspective  of  the  current 
expansion  at  Malton.  The  project  involves  the  extension  and  modification  of  most 
of  the  airport  facilities  including  two  terminals,  a  road  system,  aircraft  aprons 
and  utilities  plant,  as  well  as  new  indoor  parking  facilities  for  Terminal  II.  The 
project  is  scheduled  for  completion  in  December  1981,  although  certain  facilities 
such  as  the  extension  to  Terminal  II  and  adjacent  parking  facilities  are  already 
operational.   The  total  estimated  cost  is  $159.7  million. 


19.107  Our  audit  did  not  disclose  any  major  deficiencies  in  the  Malton  project. 

Because  the  project  was  undertaken  to  meet  short-range  forecasts  of  traffic 
growth,  the  facilities  are  expected  to  be  well-used  as  soon  as  available  and  an 
economic  use  of  capital  resources  should  result.  However,  we  observed  a  number 
of  weaknesses  in  project  planning  and  control. 

Project  objectives  made  no  reference  to  the  Department's 
"user-pay"  policy.  Agreement  with  the  airlines  on  user 
charges  was  not  reached  before  project  approval  except  for 
Air  Canada's  office  accommodation. 

The  original  estimate  of  $54.6  million  in  1973,  which  was 
based  on  conceptual  designs  and  did  not  include  highway 
access  and  internal  road  improvements,  gave  the  Treasury 
Board  little  indication  of  the  final  cost.  During  the 
project,  design  changes  arising  partly  because  of  the 
cancellation  of  the  Pickering  project  had  a  substantial 
effect  on  costs,  as  did  inflation. 


19.108  "R"  Class  Icebreakers.  In  1972,  the  Treasury  Board  approved  a  Depart- 
ment of  Transport  proposal  for  construction  of  a  new  "R"  Class  icebreaker  at  a 
cost  of  $17.0  million  to  replace  the  N.B.  McLean,  then  42  years  old.  In  an  effort 
to  expedite  the  project,  tenders  for  the  hull  and  the  propulsion  machinery  were 
called  separately.  None  of  the  tenders  for  the  hull  was  accepted  but  a  contract 
was  let  for  the  propulsion  unit.  The  Department  subsequently  proposed  that  the 
project  be  expanded  to  two  "R"  Class  icebreaker  at  a  total  cost  of  $60  million. 
The  Treasury  Board  granted  approval  in  May  1974.  After  tenders  had  been 
received,  the  Treasury  Board,  in  April  1975,  raised  the  approved  ceiling  to  $108 
million.  According  to  the  Department,  the  increase  was  mainly  due  to  inflation 
and  to  design  changes. 
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19.109  The  first  ship,  the  Pierre  Radisson,   was  delivered  in  May    1978.     Its 

sister  ship,  the  Franklin,  will  be  delivered  in  1979.  Both  are  designed  to  operate  in 
the  St.  Lawrence  River  and  Gulf,  on  the  Great  Lakes  and  in  the  Arctic.  Annual 
operating  costs  for  each  ship  are  estimated  at  $2.5  million. 


19.110  In  our  opinion,  the  Department  of  Transport  did  not  give  due  regard  to 

economy  in  the  planning  and  approval  phase  of  the  "R"  Class  Icebreakers  project. 
The  formal  documentation  of  analyses  such  as  anticipated  demand  and  planned 
service  levels  was  inadequate  to  support  project  approval. 


19.111  The  proposal  to  acquire  the  icebreakers  did  not  include  a  fleet  plan  to 

support  the  need  for  the  two  icebreakers.  Such  a  plan  should  forecast  needs  for 
icebreaking  services,  proposed  levels  of  service,  the  size  of  fleet  required  to 
provide  those  levels  of  service,  and  the  economic  benefits  that  would  result.  This 
type  of  documentation  was  essential  to  support  the  proposal  to  expand  the  size  of 
the  fleet. 


19.112  Early  capital  cost  estimates  did  not  provide  a  good  indication  of  the 

eventual  cost.  In  addition,  the  proposal  documents  did  not  adequately  analyse  the 
continuing  costs  of  operating  and  maintaining  the  ships  and  providing  them  with 
helicopters. 


19.113  Lightstation  Automation.  In  March  1970,  the  Treasury  Board  approved 
in  principle  a  two-phase  project  of  the  Department  of  Transport  for  automating 
258  manned  lightstations  "to  improve  lighthouse  service  and  to  reduce  costs 
throughout  the  Aids  to  Navigation  Service".  In  the  late  1960s,  the  lightkeepers' 
union  had  initiated  bargaining  for  specific  hours  of  work.  Traditionally,  hours  of 
work  had  been  undefined  as  a  lightkeeper's  presence  was  required  24  hours  a  day. 

19.114  The  1970  submission  to  the  Treasury  Board  requested  funding  of  $14.3 
million  and  identified  potential  savings  of  $6.0  million  annually.  These  savings 
were  to  be  achieved  by  reducing  the  number  of  lightkeepers  by  600,  while  adding 
250  technicians  to  monitor  and  maintain  the  automated  system.  Automation  of 
operations  at  each  lightstation  was  budgeted  in  1970  at  $6.6  million  with  a  target 
completion  date  of  March  1972.  Reduction  in  lightstation  personnel  was  to  be 
achieved  by  reducing  the  lightkeeper  job  to  surveillance.  Equipment  acceptance 
and  organizational  problems  led  to  a  six-year  delay  in  completing  this  stage  and 
some  lightstations  still  have  not  been  automated.  Installation  of  a  remote 
monitoring  system  was  budgeted  in  1970  at  $7.7  million  and  was  to  have  been 
completed  by  1978.  The  Treasury  Board  has  now  deferred  approval  of  Phase  II 
pending  re-evaluation  by  the  Department. 
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19.115  In  our  opinion,  the  Department  did  not  give  due  regard  to  economy  in 
the  Lightstation  Automation  project. 

19.116  We  saw  no  evidence  that  the  Department  examined  reasonable 
alternative  ways  of  implementing  the  program.  On  installation,  some  of  the 
equipment  did  not  function  to  the  satisfaction  of  lightstation  users,  primarily 
commercial  fishermen,  thereby  contributing  to  delays  and  cost  overruns. 

19.117  Approval  for  the  project  was  based  on  forecast  cost  savings  to  be 
achieved  through  a  substantial  reduction  in  the  number  of  lightkeepers.  However, 
the  Department  did  not  adequately  evaluate  the  feasibility  of  achieving  these 
reductions.  In  fact,  the  small  reduction  in  lightkeeper  staff  achieved  mainly  at 
the  beginning  of  the  project  has  been  partly  offset  by  additional  requirements  for 
technicians  and  other  support  personnel. 


19.118  Although  the  automation  project  was  nation-wide,  responsibility  for  its 
implementation  was  delegated  to  line  managers  in  the  regions.  Our  audit 
disclosed  that  regional  managers  were  not  held  accountable  for  achieving  project 
objectives  on  a  timely  basis  within  cost  limitations. 

19.119  The  cost  of  Phase  I  of  the  project  is  now  estimated  at  $14.2  million 
including  the  effects  of  inflation.  However,  certain  internal  costs  such  as 
installation  labour  are  not  charged  to  the  project.  Therefore,  this  estimated  cost 
does  not  represent  the  total  cost  of  Phase  I. 


19.120  West  Coast  Vessel  Traffic  Management  System.  The  Vessel  Traffic 
Management  System  (VTMS)  project  of  the  Department  of  Transport  is  intended  to 
reduce  the  risk  of  the  collision  or  grounding  of  vessels  and  to  decrease  the  risk  of 
pollutants  damaging  the  West  Coast  environment.  The  project  was  proposed  as  a 
developmental  system  to  enable  the  Department's  Marine  Administration  "to 
innovate  and  adopt  air  traffic  control  systems  and  techniques  to  marine  traffic  as 
they  might  apply".  The  project  includes  construction  of  remote  radar  installations 
on  the  lower  coast  of  British  Columbia  to  monitor  marine  traffic.  Through  radio 
and  microwave  links  and  automated  tracking  systems,  the  Coast  Guard  will 
monitor  ship  movements  and  provide  weather  and  traffic  information  to  mariners. 


19.121  The  project,  originally  approved  by  the  Treasury  Board  in  1974  at  an 

estimated  cost  of  $12.0  million,  is  now  expected  to  cost  $18.0  million  due  to 
inflation  and  design  changes.  It  is  expected  to  be  fully  operational  by  the  end  of 
1978. 


19.122  Our  audit  did  not  disclose  any  major  deficiencies  in  the  West  Coast 

VTMS  project.  We  found,  however,  some  weaknesses  in  the  information  supporting 
approval  of  the  system  and  in  the  project  cost  system.  The  Department  did  not 
clearly    define    the    experimental    goals    of    the    project.       Possible    lower-cost 
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alternatives,  such  as  a  ship-to-shore  radio  system  with  manual  plotting,  were  not 
thoroughly  explored  and  documented.  Approval  was  sought,  based  on  rough  cost 
estimates,  before  engineering  studies  were  completed.  The  cost  system  did  not 
report  the  cost  of  services  that  departmental  specialists  provided,  and  did  not 
compare  detailed  costs  with  estimates  for  key  parts  of  the  project. 


19.123  Since   this   project    represents   a  developmental   system,   the   Marine 

Administration  should  conduct  a  post-project  review  to  ensure  maximum  benefits 
are  obtained  and  to  assist  in  planning  future  vessel  traffic  management  systems. 


19.124  Motor  Vehicle  Test  Centre.   The  Department  of  Transport  is  respon- 

sible for  determining  whether  motor  vehicles  and  components  comply  with  federal 
safety  standards.  To  date,  the  Department  has  carried  out  motor  vehicle  testing 
using  various  facilities  in  Canada  and  the  United  States.  In  June  1974,  the 
Department  obtained  approval  in  principle  to  construct  a  Canadian  motor  vehicle 
test  facility  at  a  cost  of  $10.3  million.  The  Motor  Vehicle  Test  Centre  is  now 
scheduled  for  completion  by  the  end  of  1978  at  an  estimated  cost  of  $25.8  million 
including  inflation. 


19.125  In  our  opinion,  the  Department  of  Transport  did  not  give  due  regard  to 

economy  in  the  planning  of  the  Motor  Vehicle  Test  Centre  project. 


19.126  The  Department  did  not  properly  analyse  and  present  alternatives  to 

building  a  new  test  facility  as  a  means  of  carrying  out  its  responsibilities.  It 
commissioned  a  feasibility  study  that  directed  the  consultants  to  assess  the  design 
details  of  the  proposed  Centre  rather  than  the  costs,  benefits  and  alternatives.  Its 
submission  to  the  Treasury  Board  did  not  compare  the  ongoing  costs  of  the 
proposed  Centre  with  the  costs  of  alternatives.  Estimates  now  show  that,  in 
addition  to  the  capital  expenditure  of  $25.8  million,  it  will  cost  $1.8  million  a  year 
to  operate  the  new  Centre.  Continuation  of  the  present  level  of  safety  testing 
would  cost  only  $800,000  a  year. 


19.127  The   Department's   submission   to  the  Treasury  Board  indicated  that 

construction  of  the  Test  Centre  would  increase  automotive  research  and 
development  in  Canada,  increase  the  number  of  technically  qualified  Canadian 
automotive  personnel  and  restrict  testing  expenditures  to  Canada.  It  did  not 
compare  the  effectiveness  of  the  Centre  in  achieving  these  benefits  with 
alternative  courses  of  action. 


19.128  The    Department    hopes    to    recover    some    portion    of    the    Centre's 

operating  costs  through  the  rental  of  facilities  and  personnel  to  outside  users. 
There  was  no  quantitative  analysis  of  demand  or  prospective  revenues  at  the  time 
of  the  original  Treasury  Board  submission;  nor  had  this  analysis  been  completed  by 
the  time  of  our  audit. 
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19.129  The  cost  estimate  of  $10.3  million  included  in  the  submission  approved 
by  the  Treasury  Board  in  June  1974  was  preliminary  and  did  not  provide  a  sound 
basis  for  benefit-cost  analysis.  The  Department  did  not  thoroughly  reassess  the 
project  after  design,  engineering  and  cost  studies  had  been  completed  and  the 
final  location  at  Blainville,  Quebec  had  been  selected.  The  1974  submission  had 
indicated  that  a  location  distant  from  Ottawa  would  preclude  testing  of  the 
Government's  National  Capital  Region  motor  vehicle  fleet  and  would  have  other 
disadvantages. 

19.130  Transport  Canada  Training  Institute.  The  Training  Institute  of  the 
Department  of  Transport,  temporarily  located  in  Ottawa,  trains  air  traffic 
controllers,  radio  operators,  electronic  technicians,  marine  personnel  and  meteor- 
ological technicians.  Transportation  management  courses  also  are  provided.  The 
construction  of  permanent  facilities  at  Cornwall  was  approved  in  principle  in  1973 
at  an  estimated  cost  of  $31.5  million.  On  the  basis  of  detailed  designs  and  taking 
inflation  into  account,  the  Treasury  Board  raised  the  expenditure  ceiling  to  $49.8 
million  and  construction  began  in  1975.  Classes  were  to  begin  in  September  1978 
and  relocation  from  Ottawa  is  to  be  completed  by  the  fall  of  1979.  The  capital 
cost  has  increased  to  $58.0  million.  According  to  the  Department,  the  increase 
results  largely  from  inflation.  In  1980-81,  the  first  full  year  of  operation, 
forecasts  provide  for  operating  costs  of  $11.6  million  and  the  use  of  308  man- 
years. 

19.131  In  our  opinion,  the  Department  did  not  demonstrate  due  regard  for 
economy  in  the  planning  of  the  Training  Institute  project.  There  was  inadequate 
formal  documentation  of  the  requirements  for  in-house  training  and  the  analyses 
of  options  to  meet  those  requirements. 

19.132  The  Department  did  not  prepare  a  formal  benefit-cost  study  of  the 
project,  which  should  have  been  done  in  the  early  planning  stages.  Moreover,  the 
Department  did  not  adequately  document  the  costs  and  benefits  of  the  various 
options  by  which  in-house  requirements  might  have  been  met.  Possible  options 
included,  in  particular,  an  incremental  building  program  and  phased  decentraliza- 
tion from  the  National  Capital  Region. 

19.133  Training  forecasts  presented  in  support  of  initial  project  approval  did 
not  account  for  a  reduction  in  demand  for  Coast  Guard  cadet  training  in  Cornwall 
as  a  result  of  a  decision  to  retain  all  cadet  training  in  Nova  Scotia.  Departmental 
management  indicated  however  that  new  demands  for  other  marine  training  would 
make  up  this  shortfall  and  the  original  forecast  was  not  changed.  Also,  the 
forecasts  did  not  express  demand  in  training  days  or  years  and  did  not  provide 
written  analyses  of  course  scheduling  and  facilities  usage  rates. 

19.134  Review  procedures  within  the  Department  were  insufficient  to  prevent 
the  proposed  facilities  from  increasing  in  size  by  70,000  square  feet  after  approval 
of  the  concept.  A  comprehensive  financial  report  during  the  planning  and 
estimating  phase  would  have  highlighted  the  cost  of  the  increase. 
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Control  Over  Fixed  Assets 


Introduction 

19.135  The  operations  of  the  Department  of  Transport  require  it  to  maintain 

custody  of  a  broad  range  of  fixed  assets  and  supplies,  from  massive  icebreakers 
and  complicated  aircraft  to  sophisticated  telecommunications  systems.  Estimates 
of  the  cost  of  the  fixed  assets  held  by  the  Department  exceed  $3,000  million. 


19.136  Within   the   Department,  responsibility  for  the  safekeeping  of  these 

assets  is  delegated  by  the  Deputy  Minister  through  the  different  Administrators  to 
Responsibility  Centre  Managers,  who  are  the  individual  users  of  the  assets.  The 
physical  controls  and  the  accounting  procedures  to  be  followed  by  the  asset 
holders  and  the  accounting  staff  are  set  out  in  the  Department's  Supply  Manual. 


Fixed  Asset  Accounting  System 

19.137  The  Department  recently  introduced  a  Fixed  Asset  Accounting  System 

—  Transport  (FAAST),  to  impose  greater  accounting  control  over  the  fixed  assets. 
FAAST  is  a  financial  control  system  that  uses  the  existing  asset  inventory  records 
for  custodial  control.  The  main  feature  of  FAAST  is  the  production  of  financial 
control  totals  which  are  reconciled  with  the  capital  expenditure  votes  each  year. 


19.138  To  determine  whether  the  physical  controls  and  accounting  records 
were  adequate  to  safeguard  and  control  public  property  we  examined  the  records 
at  a  number  of  operating  locations  and  reviewed  the  records  maintained  at 
Headquarters  for  the  Fixed  Asset  Accounting  System.  Our  examinations  were 
designed  to  establish  the  physical  existence  of  the  asset,  to  evaluate  the  individual 
accounting  records,  and  to  determine  whether  adequate,  timely  physical  counts  of 
these  assets  were  being  performed.  The  findings  arising  from  our  examinations 
are  similar  to  those  arising  from  previous  examinations  at  locations  in  the  Ottawa 
area. 


Observations 

19.139  The  FAAST  system  is  based  on  existing  financial  data  which  has  been 

used  to  set  up  the  opening  balances  of  fixed  assets  held.  These  opening  balances 
have  not  been  verified  by  physical  counts  of  the  assets  held  in  the  various 
responsibility  centers  and  as  a  consequence  there  is  no  assurance  that  the  FAAST 
control  totals  represent  assets  actually  on  hand. 


19.140  No  timetable  has  been  established  for  comparing  the  existing  custodial 

record   systems  for  mobile  equipment,  electronic  equipment  and  furniture  and 
fixtures  with  the  FAAST  financial  system.    Land,  buildings  and  wharves  are  not 
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controlled  by  a  specific  custodial  system  and  a  study  is  currently  under  way  to 
identify  and  catalogue  these  assets.  The  study  is  scheduled  to  be  finished  within 
the  next  two  years. 

19.141  Our  examinations  disclosed  the  following  weaknesses: 

a  number  of  exceptions  from  published  procedures  contained  in 
the  Supply  Manual  were  frequently  noted  at  the  locations  visited. 
These  included: 

physical  counts  of  fixed  assets  were  not  being  done; 

detailed  fixed  asset   records  are  not  being  reconciled  to 
financial  control  accounts;  and 

fixed  assets  on  hand  were  not  reflected  in  the  records; 

adequate  detailed  records  had  not  been  established  for  certain 
classes  of  assets;  and 

there  was  no  basic  control  or  implementation  plan  to  ensure  that 
present  records  and  systems  are  integrated  with  the  new  FAAST 
system. 

19.1*2  The   Department   should  ensure  that  all  locations  comply  with  the 

specific  requirements  of  the  Supply  Manual. 

19.1*3  A  specific  implementation  plan  and  time  schedule  should  be  developed 

on  a  Department-wide  basis  to  ensure  that  the  Fixed  Asset  Accounting  System- 
Transport  system  is  properly  integrated  with  the  custodial  records. 


19.1**  All  existing  fixed  asset  records  should  be  verified,  with  the  identifica- 

tion and  cataloguing  of  land,  buildings  and  wharves  to  be  concluded  as  early  as 
possible. 


19.1*5  Responsibility  for  co-ordinating  and  monitoring  the  fixed  asset  control 

system  throughout  the  Department  should  be  delegated  to  a  specific  Headquarters 
officer. 
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Human  Resource  Management 


Introduction 

19.1*6  This  special  study  is  another  of  the  series  of  projects  designed  to 
explore  and  develop  the  concept  of  value-for-money  audits  and  is  part  of  an 
examination  of  human  resource  management  in  the  Government  of  Canada.  The 
focus  is  on  whether  money  has  been  expended  with  due  regard  to  economy  and 
whether  existing  legislation,  regulations  and  policies  have  been  complied  with. 

19.1*7  The  investigation  initially  covered  almost  the  entire  field  of  human 
resource  management,  except  staff  relations,  to  ensure  that  we  would  identify  the 
most  significant  problem  areas.  However,  because  of  the  extreme  breadth  of  the 
field,  we  gradually  narrowed  the  emphasis  to  concentrate  on  manpower /organiza- 
tion planning,  training  and  development. 


19.148  We   interviewed   about    100   senior   managers  in   both  line  and  staff 

positions,  covering  department  headquarters  personnel  and  functional  groups  in 
Air,  Marine  and  Surface  Headquarters  and  in  two  regions  of  each  of  the  Air  and 
Marine  administrations.  Questionnaires  and  interview  guides  were  prepared  in 
advance,  based  primarily  on  an  extensive  advance  study  of  central  agency  and 
departmental  policies  and  regulations  covering  human  resource  management. 


19.1*9  As  befits  a  large  complex  organization  with  a  heavy  investment  in 

people,  the  Department  devotes  a  significant  proportion  of  its  resource  man-years 
to  the  management  and  development  of  human  resources.  About  two  per  cent  of 
the  authorized  man-years  are  devoted  to  the  personnel  function  and  a  further 
seven  per  cent  are  used  for  training  positions  and  trainee  time.  All  supervisory 
and  managerial  people  also  spend  a  substantial  amount  of  time  in  continuing 
personnel  management  functions. 


19.150  The    Department   of   Transport    is    expending   considerable   effort    to 

manage  its  human  resources  effectively.  Although  a  number  of  specific 
weaknesses  in  both  the  manpower/organization  planning  and  the  training  and 
development  areas  were  uncovered  during  our  study,  the  Department  is  aware  of 
most  of  the  problems  identified. 


19.151  Many  initiatives  are  currently  under  way  that  promise  to  improve  the 

Transport  human  resource  management  system  substantially.  Four  examples  are 
the  revised  employee  performance  evaluation  system,  the  extension  of  the  Career 
Review  Board  process  downward  to  middle  management  levels,  the  newly 
increased  emphasis  on  careful  reporting  of  training  and  development  cost  data 
and  the  decision  to  maintain  the  excellent  momentum  created  by  the  Cost 
Reduction  Task  Force  by  integrating  its  methodology  into  the  "A"  base  review 
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conducted  by  the  Programming  Group.  An  inventory  of  these  initiatives  has  been 
prepared,  and  they  will  be  considered  for  inclusion  in  our  review  during  the  next 
few  years. 


19.152  Our  examination  revealed  no  major  problems  in  the  classification, 
staffing  and  attendance,  leave  and  overtime  areas.  We  found  no  evidence  that  the 
Department  failed  to  conform  to  the  policies  and  regulations  laid  down  by  the 
Treasury  Board  and  the  Public  Service  Commission  in  the  training  and 
development  and  manpower /organization  planning  areas. 

Manpower /Organization  Planning 

19.153  Although  the  Department  adheres  to  the  Treasury  Board  man-year 
control  regulations,  these  do  not  by  themselves  constitute  a  satisfactory  control 
on  man-year  utilization,  since  they  do  not  require  a  regular  review  of  the  manning 
levels  required  for  continuing  programs.  Consequently,  despite  some  initiatives 
under  the  new  Activity  Management  concept  and  the  on-going  "A"  base  review,  the 
Department  does  not  have  adequate  control  over  manpower  levels  in  existing 
programs. 


19.154  We  found,  however,  that  the  Department  has  designed  and  has  begun  to 

implement  a  process  to  analyse  man-year  requirements  for  new  and  expanded 
programs.  Although  the  total  process,  if  implemented  as  currently  planned,  may 
eventually  be  a  sound  man-year  control,  the  Programming  information  system  is, 
as  yet,  only  fully  developed  for  capital  projects  review.  However,  the  findings  of 
other  SPICE  reports  (for  example,  the  report  on  the  Lightstation  Automation 
project)  suggest  that  this  process  is  not  consistently  applied.  Several  new 
ventures  will  probably  influence  the  determination  of  appropriate  manning  levels 
for  continuing  activities.  Some  control  also  results  from  periodic  operational 
reviews. 


19.155  One  of  the  most  important  recent  developments  in  the  Department's 
manpower  /organization  planning  has  been  the  Cost  Reduction  Task  Force.  It  has 
directed  managers'  attention  to  cost  and  staff  reduction,  demonstrated  top 
management's  concern  about  cost  control  and  collected  a  great  deal  of  valuable 
information.  It  has  already  achieved  some  small,  but  meaningful,  freeing  up  of 
resources;  by  May  1978,  according  to  departmental  management,  217  jobs  had 
been  identified  as  available  for  reallocation  to  functions  with  higher  priorities, 
with  an  expectation  of  a  further  90  jobs  being  identified  in  the  near  future. 

19.156  The  methodology  and  momentum  developed  by  the  Cost  Reduction 
Task  Force  should  be  maintained  by  permanently  incorporating  this  type  of 
rigorous  approach  into  either  the  Operations  Review  or  the  Programming  activity. 
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19.157  The  Department  agrees  and  is  currently  planning  to  meld  the  Cost 
Reduction  Task  Force  methodology  into  the  "A"  base  review  conducted 
regularly  by  the  Programming  Group. 

19.158  The  Department  also  has  a  variety  of  planning  and  review  techniques 
available  that  contain  components  for  analysing  man-year  requirements,  including 
Operations  Review,  Functional  Review,  the  Programming  Process  and  the 
Performance  Measurement  System.  A  policy  established  in  the  Department  since 
1977  requires  a  review  to  ensure  the  uniform  application  of  all  of  these  techniques 
to  all  sections  of  the  organization  every  three  to  five  years.  However,  only  the 
Cost  Reduction  Task  Force  project  has  been  applied  across  the  board.  The 
Department  needs  a  consistently  applied  approach  to  man-year  requirements 
analyses  that  is  closely  integrated  with  its  strategic  planning  processes. 

19.159  All  t/ie  internal  manpower  planning  approaches  now  in  use  should  be 
assessed  for  utility  and  one  of  them,  or  a  further  variation,  should  be  adopted  by 
each  major  organizational  unit  in  the  Department.  This  approach  should  be  linked 
closely  to  the  Department's  strategic  planning  process. 


19.160  Although  the  Department  is  generally  performing  well  in  the  indivi- 

dually-oriented aspects  of  manpower  planning,  we  observed  two  closely  related 
weaknesses  in  this  process. 


19.161  First,  many  of  the  statements  of  goals  for  individuals,  small  groups  and 

even  branches  were  so  general  that  evaluation  of  performance  against  them  would 
be  difficult,  if  not  impossible.  Second,  the  performance  appraisal  processes  used 
in  the  major  components  of  the  Department,  bore  no  clear  relationship  to  goals  or 
lacked  the  means  of  measuring  achievement  of  these  goals. 


19.162  Many    of    these    performance    appraisal    processes    depended   almost 

entirely  on  "traits  analysis",  without  reference  to  goal  achievement.  Traits 
analysis  can  provide  valuable  information  for  identifying  skill  deficiencies  as  well 
as  those  with  promotional  potential,  both  of  which  are  important  elements  of  any 
manpower  planning  system.  It  does  not,  however,  provide  as  sound  a  basis  for 
identifying  poor,  average  and  exceptional  performers  as  a  performance  appraisal 
plan  that  also  incorporates  reference  to  goal  achievement.  This  identification  of 
performance  levels  is  also  an  important  component  of  any  sound  manpower 
planning  system.  A  project  is  currently  underway  within  the  Department  to 
upgrade  the  performance  appraisal  process. 


19.163         The  Department  should  strengthen  its  individual  goalsetting  process, 
relating  it  to  departmental  and  program  objectives. 
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19.164  The  Department  should  design  and  implement  the  new  employee 
performance  appraisal  system  as  soon  as  possible  and  base  it  upon  clearly  stated 
individual  and  group  goals  tied  to  objectives  and  the  operational  goals  of  the 
Department. 


19.165  The    Department    agrees    with    this    recommendation    and    has    been 

working  on  such  a  system  for  some  time,  with  completion  scheduled  for  July  1978. 


19.166  The  Department  has  developed  two  computerized  data  bases  for  human 
resource  management,  capable  of  producing  most  of  the  information  necessary  for 
matching  manpower  resources  to  manpower  requirements.  However,  the  systems 
are  not  being  used  to  their  full  potential.  A  related  problem  is  that  many 
potential  users  indicated  a  lack  of  confidence  in  the  data  in  both  the  Personnel 
Activity  Reporting  System  and  the  Personnel  Management  Information  System. 
The  Department  engaged  the  Bureau  of  Management  Consulting  in  April  1978  to 
conduct  a  study  of  both  of  these  systems.   A  report  is  due  early  in  July. 

19.167  A  firm  schedule  should  be  adopted  for  final  implementation  of  both 
personnel  information  systems,  in  order  to  obtain  full  value  for  money  already 
invested  in  systems  development. 


Training  and  Development 

19.168  Although  much  of  the  groundwork  has  been  laid,  the  Department  still 

does  not  have  an  adequate  system  for  the  identification  of  training  needs.  For 
example,  guidance  to  line  managers  in  identification  is  weak  and  many  managers 
indicated  a  lack  of  interest  or  a  feeling  of  being  unqualified  to  establish  training 
needs. 


19.169         The   Department   should  provide   stronger  direction  for  its  training 
programs  by: 

training  managers  in  the  identification  of  training  needs; 

improving  guidelines  on  the  identification  of  training  needs;  and 

reiterating   line   managers'  responsibilities  to  identify  training 
needs. 


19.170  As  noted  previously,  the  present  performance  appraisal  process  relies 

almost  exclusively  on  traits  analysis,  without  reference  to  achievement  of  job 
goals.  We  believe  that  inclusion  of  an  objective  evaluation  of  the  extent  to  which 
an  individual  achieves  such  goals  would  facilitate  the  identification  of  training 
needs,  both  in  relation  to  individuals  and  the  Department  as  a  whole. 
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19.171  The  Department  should  facilitate  the  assessment  of  the  effectiveness 
of  the  training  program  by  completing  the  implementation  of  the  upgraded 
performance  appraisal  process  referred  to  in  the  manpower/organization  planning 
section. 


19.172  New  training  courses  are  brought  to  the  Transport  Canada  Training 

Council  for  approval  before  final  development  and  without  adequate  benefit-cost 
analysis.  Moreover,  continuing  programs  are  not  subject  to  a  regular  review  of 
their  utility  and  effectiveness  by  the  Council.  For  training  conducted  by 
resources  located  outside  the  Public  Service,  only  very  informal  analysis  of  the 
quality  or  applicability  of  these  courses  is  performed. 


19.173  The  Training  Institute  should  initiate  an  annual  review  of  all  courses 
purchased  from  external  sources  and  a  sample  of  internal  ones.  The  review  should 
focus  upon  achievement  of  course  goals  and  an  analysis  of  the  cost-effectiveness 
of  the  course  versus  alternative  teaching  methods. 


19.17^  For  over  18  months,  the  Transport  Canada  Training  Institute  has  been 

committed  to  initiating  an  improved  training  evaluation  process.  The  develop- 
ment of  a  course  to  facilitate  this  process  is  scheduled  for  completion  in  June 
1978  and  the  course  is  planned  to  be  in  widespread  use  by  the  end  of  the  year. 


19.175  The  schedule  for  disseminating  the  course  on  training  evaluation  should 

be  accelerated  and  the  procedures  required  to   make   the  evaluation  process 
operational  should  be  implemented. 


19.176  The  Department  lacks  an  adequate  system  for  recording  the  costs  of 

its  training  and  development  activities.  The  present  system  does  not  capture  the 
cost  of  trainees'  time  and  thus  grossly  understates  training  costs,  making  benefit- 
cost  analysis  difficult.  The  Training  Institute  has  experienced  difficulty  in 
compiling  historical  cost  trends  for  training.  Many  training  costs  find  their  way 
into  other  Operation  and  Maintenance  accounts  due  to  the  low  importance  placed 
on  rigour  in  cost  reporting. 


19.177  The  Department,  the  Training  Institute  and  the  Administrations  have 

developed  a  system  for  collating  and  approving  requests  for  training.  However, 
once  the  expenditures  have  been  approved,  the  requesting  manager  is  permitted  to 
substitute  other  courses,  providing  total  costs  are  not  increased.  Although 
specific  reports  of  training  actually  undertaken  are  submitted,  no  analysis  has 
been  done  of  the  degree  of  variance  between  the  original  plan  and  the  types  of 
training  actually  performed,  or  of  the  reasons  for  change.  In  addition,  we 
observed  large  unexplained  variations  between  planned  and  actual  levels  of 
training  expenditures. 
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19.178  The  cost  of  formal  training  and  development  activities,  including  the 
cost  of  trainees'  time,  salaries  of  trainers  and  course  development  costs,  should  be 
captured  and  reported  in  a  uniform  manner.  Firm  controls  should  be  applied  to 
ensure  that  all  costs  are  captured  and  correctly  identified. 

19.179  Actual  training  costs  incurred  should  be  compared  periodically  to 
budget,  the  variances  analysed  and  an  explanation  required  from  each  cost  centre 
deviating  significantly  from  plan. 

19.180  Because  of  the  imperfect  capturing  of  cost  data  and  inadequate 
identification  of  training  needs,  the  Department  has  had  difficulty  in  forecasting 
the  level  of  training  activity.  These  factors,  together  with  an  apparent  desire  to 
predict  that  the  new  Cornwall  facility  will  be  fully  used  by  1980-81  have  resulted 
in  a  significant  and  regular  shortfall  of  actual  training  from  planned  training  in 
recent  years. 


19.181  The  Training  Institute  should  adjust  its  method  of  projecting  training 

man-days,  both  at  Institute  facilities  and  in  the  field,  to  take  into  account  such 
factors  as  failure  rates  and  drop-out  due  to  conflicting  time  pressures  within  the 
Department. 


19.182  The  Department  should  re-examine  the  five-year  training  projections 
to  ensure  their  reliability  as  a  basis  for  future  decisions  relating  to  training  staff 
levels  and  the  further  development  of  training  facilities. 

19.183  In  summary,  the  Department  needs  to  implement  a  much  more  rigorous 
system  to  manage  this  $50  million  activity  in  order  to  ensure  that  the  greatest 
value  is  being  obtained  for  the  money  being  spent. 

The  Airports  Revolving  Fund 

19.18*  The  Airports  Revolving  Fund  forms  part  of  the  operations  of  the  Air 

Administration  having  been  established  in  1969  under  the  Authority  of  Appropria- 
tion Act,  No.  3,  1969.  Its  purpose  is  to  finance  the  operation  and  development  of 
certain  airports,  on  a  cost-recoverable  basis,  to  the  maximum  practicable  extent. 
At  present,  the  Fund  includes  the  airports  at  tMontreal  (Dorval),  Montreal 
(Mirabel),  Toronto  (Malton)  and  Vancouver  as  well  as  the  Pickering  Airport  Site  at 
Toronto. 


19.185  The  relative  amounts  involved,  based  on  the  financial  results  for  the 

year  ended  March  31,  1978,  are  as  follows: 
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Net 

Number  of 

Income 

Assets 

Employees 

Revenue 

(Loss) 

at  Cost 

(thousands  of  dollars) 

Montreal  (Dorval) 

312 

$    25,573 

$      1,780 

$   60,368 

Montreal  (Mirabel) 

368 

22,728 

(51,548) 

333,926 

Toronto  (Malton) 

460 

59,366 

21,300 

181,484 

Vancouver 

168 

23,880 

4,327 

98,856 

Pickering  Site 

- 

- 

- 

158,520 

1,308  $131,547  $(24,141)  $833,154 


19.186  An    examination    was    performed    on    the    accounts    of    the    Airports 

Revolving  Fund  for  the  year  ended  March  31,  1978,  in  order  to  enable  me  to 
express  an  opinion  on  the  financial  statements.  Treasury  Board  Circular  1970-7 
requires  that  the  financial  statements  are  to  be  prepared  on  the  basis  of  accrual 
accounting  practices  applicable  in  the  private  sector,  and  are  to  be  certified  by 
the  Auditor  General  of  Canada.  The  audit  report  on  the  financial  statements  was 
qualified  with  respect  to  certain  matters  as  outlined  in  the  paragraphs  that  follow. 


19.187  All  development  costs  associated  with  the  Pickering  Airport  Project 
have  been  capitalized  in  the  accounts  and  are  shown  as  Deferred  Pickering 
Development  Costs  on  the  balance  sheet.  These  costs  amounted  to  $54.7  million 
as  at  March  31,  1978,  and  include  the  cost  of  planning,  site  preparation  and 
interest  on  funds  borrowed  to  acquire  land.  The  construction  of  an  international 
airport  at  Pickering  has  been  deferred  indefinitely  pursuant  to  a  Cabinet  decision. 
Accordingly,  in  my  opinion  it  is  no  longer  appropriate  to  capitalize  and  reflect 
these  costs  as  an  asset.  Had  these  costs  not  been  capitalized,  other  assets  and 
retained  earnings  would  have  been  decreased  by  $54.7  million  and  the  loss  for  the 
year  would  have  been  increased  by  $10.7  million.  My  report  was  qualified  because 
the  Fund  capitalized  development  costs  on  the  Pickering  Project. 

19.188  The  Mirabel  Airport  reported  a  loss  of  $51.5  million  for  the  year  ended 
March  31,  1978,  and  has  reported  accumulated  losses  of  $119.7  million  since  its 
opening  in  1975.  Management  has  advised  that  substantial  losses  are  anticipated 
for  the  foreseeable  future  and  due  to  the  magnitude  of  these  losses,  continued 
financial  support  by  Parliament  is  essential  to  the  survival  of  the  Airports 
Revolving  Fund.  As  the  recovery  by  the  Fund  of  the  $291.7  million  investment  in 
facilities  and  equipment  is  dependent  on  the  success  of  future  operations  my 
opinion  was  qualified. 


19.189  No  provision  has  been  made  in  the  accounts  for  termination  benefits 

accruing    to    employees    of    the    Canadian    Air    Transportation    Administration 
operating  the  airports  financed  through  the  Airports  Revolving  Fund.   The  amount 
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of  the  liability  as  at  March  31,  1978,  has  not  been  calculated.  My  report  was 
qualified  in  relation  to  the  failure  to  record  these  accrued  employee  termination 
benefits. 


19.190  During  our  examination  we  noted  a  number  of  weaknesses  in 
accounting  procedures  and  internal  controls.  These  weaknesses  and  our 
recommendations  were  formally  reported  to  the  Department  in  a  management 
letter.  Most  of  them  were  not  significant  enough  to  warrant  inclusion  in  this 
Report,  except  for  one  item  of  significance  which  is  discussed  in  the  next  two 
paragraphs. 

19.191  Allocation  of  Costs  to  the  Fund.  According  to  an  administrative  deci- 
sion made  when  the  Airports  Revolving  Fund  was  established  in  1969,  expenditures 
related  to  air  traffic  control  and  telecommunications  and  electronics  services 
directly  attributable  to  terminal  control  were  excluded  from  the  accounts  of  the 
Fund.  Consequently  the  present  financial  statements  of  the  Fund  do  not  include 
these  costs,  which  relate  to  activities  integral  to  the  operations  of  the  airports, 
estimated  at  $17.8  million  for  1976-77. 


19.192  All  costs  related  to  the  operations  of  the  airports  within  the  Airports 
Revolving  Fund  should  be  charged  to  the  Fund  in  accordance  with  Treasury  Board 
Circular  1970-7. 

Related  Crown  Corporations  and  Agencies 

Canadian  Transport  Commission 

19.193  The  Canadian  Transport  Commission  reports  to  the  Minister  of 
Transport  and  complements  the  activities  of  the  Department  of  Transport.  The 
Commission  is  a  dual  purpose  body  acting  both  as  a  court  of  record,  when  dealing 
with  the  regulation  and  licensing  of  the  various  modes  of  transport,  and  as  a 
means  of  exercising  control  over  rates  and  tariffs.  In  addition,  the  Commission 
administers  certain  transportation  subsidy  programs. 

19.19^  Operations  of  the  Commission  are  conducted  through  the  following 

Committees: 

Railway  Transport  Committee, 

Air  Transport  Committee, 

Water  Transport  Committee, 

Motor  Vehicle  Transport  Committee, 

Commodity  Pipeline  Transport  Committee,  and 

Review  Committee. 

In  addition,  a  research  division  carries  out  studies  relating  to  the  development  and 
regulation  of  the  various  modes  of  transportation. 
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19.195  Operating  expenditures  of  the  Commission  amounted  to  $23.3  million, 

contributions  amounted  to  $43.0  million,  and  statutory  payments  amounted  to 
$331.9  million  for  the  fiscal  year  ended  March  31,  1978.  As  at  March  31,  1978, 
the  Commission  employed  886  people. 


19.196  In  line  with  the  Audit  Office's  emphasis  on  cyclical  auditing,  an 
examination  of  the  accounts  relating  to  the  Commission  was  not  conducted  in 
1977-78.  However,  the  Commission  has  been  scheduled  for  a  full  examination  in 
1978-79,  the  results  of  which  will  be  included  in  the  1979  Report. 

National  Harbours  Board 

19.197  The  National  Harbours  Board  under  authority  of  the  National  Harbours 
Board  Act,  R.S.,  c.  N-8,  is  responsible  for  the  operation  of  13  ports,  two  grain 
elevators  and  two  bridges.  The  Board  promotes  the  utilization  of  national 
harbours  and  provides  facilities  for  the  berthing  of  vessels  and  the  handling  and 
protection  of  water  borne  transit  cargo. 


19.198  For  the  year  ended  December  31,   1977,  the  Board  had  consolidated 

operating  revenues  of  $98  million,  parliamentary  appropriations  of  $3.4  million 
and  approximately  2,300  employees. 


19.199  Summarized  operating  results  of  each  of  the  Board's  facilities  for  the 

year  ended  December  31,  1977,  are  as  follows: 


St.  John's 

Halifax 

Saint  John 

Belledune 

Sept-Iles 

Chicoutimi 

Baie  des  Ha!  Ha'. 

Quebec 

Trois  Rivieres 

Montreal 

Jacques  Cartier  Bridge 

Champlain  Bridge 

Prescott 

Port  Colborne 

Churchill 

Vancouver 

Prince  Rupert 


Net 

Operating 

Income 

Expense 

(Loss)  Gain 

(thousands  of  dollars) 

$         732 

$      1,031 

$ 

(299) 

5,993 

7,038 

(1,045) 

4,847 

6,239 

(1,392) 

96 

92 

4 

677 

652 

25 

514 

357 

157 

110 

33 

77 

5,633 

5,586 

47 

1,024 

1,239 

(215) 

25,919 

29,975 

(4,056) 

130 

3,087 

(2,957) 

4,742 

5,827 

(1,085) 

1,771 

1,520 

251 

1,181 

1,250 

(69) 

5,220 

4,135 

1,085 

39,241 

36,793 

2,448 

300 

1,194 

(894) 

$   98,130 

$106,048 

$ 

(7,918) 
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19.200  An  audit  was  performed  on  the  Board  in  1977-78.   The  primary  purpose 

of  the  examination  was  to  enable  me  to  express  an  opinion  on  the  financial 
statements  for  the  year  ended  December  31,  1977,  as  required  by  the  National 
Harbours  Board  Act.  The  Office  is  also  required  to  report  under  the  Financial 
Administration  Act  as  to  whether  proper  books  of  account  have  been  kept  by  the 
Board,  the  financial  statements  are  in  agreement  therewith  and  the  transactions 
that  have  come  under  our  notice  have  been  within  the  Board's  statutory  powers. 


19.201  The   audit    report    on   the   financial    statements   of   the   Board  as   of 

December  31, 1976,  contained  the  following  qualification:  "except  for  the  required 
effects  of  any  adjustment  which  might  have  been  disclosed  if  adequate 
documentation  of  the  estimated  useful  lives  of  fixed  assets  had  been  available". 
During  1977,  the  Board  carried  out  a  major  review  of  its  fixed  assets  and  recorded 
a  special  depreciation  charge  of  approximately  $134  million.  As  a  result,  it  was 
no  longer  necessary  to  qualify  my  opinion,  however  I  did  include  comments  as  to 
changes  in  two  accounting  policies: 


This  year  the  Board  began  depreciating  fixed  assets  in  the  year 
of  acquisition.  The  previous  policy  had  been  to  begin  deprecia- 
tion charges  in  the  year  following  acquisition.  The  effect  of  this 
change  as  stated  in  the  notes  to  the  financial  statements  was 
$11.1  million  due  to  the  effect  of  applying  the  new  policy 
retroactively. 

In  1977,  the  Board  treated  parliamentary  appropriations  as  an 
item  of  income  in  the  financial  statements.  These  amounts  had 
previously  been  treated  as  contributions  and  were  reflected  in 
the  Statement  of  Deficit. 


19.202  During  our  examination,  we  noted  a  number  of  weaknesses  in 
accounting  procedures  and  internal  controls.  These  weaknesses  and  our 
recommendations  were  formally  reported  to  the  Board  in  a  management  letter. 
Most  of  these  weaknesses  and  recommendations  were  not  significant  enough  to 
warrant  inclusion  in  this  Report  except  for  one  item  of  significance  outlined  in  the 
paragraphs  that  follow. 

19.203  On  July  15,  1976,  the  National  Harbours  Board  opened  tenders  on  a 
project  for  refacing  the  elevator  dock  at  the  Port  of  Prescott.  Governor  in 
Council  authorization  was  received  on  September  14,  1976, to  enter  into  a  contract 
with  the  low  bidder  at  a  price  of  $1.1  million.  This  authorization  came  one  day 
after  the  expiry  of  the  60  day  period  during  which  the  bidder  was  committed  to  his 
tender.  The  low  bidder  declined  the  contract.  Once  again  tenders  were  called  and 
were  opened  on  November  4,  1976.  The  accepted  bid  was  in  the  amount  of  $1.3 
million. 
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19.20*  An  increase  in  the  cost  of  the  project  of  approximately  $200,000  was 

caused  by  not  requesting  Governor  in  Council  authorization  on  a  timely  basis. 


19.205  The   Board   should   implement   procedures   which   ensure   the   timely 
processing  of  submissions  for  Governor  in  Council  approval. 

St.  Lawrence  Seaway  Authority 

19.206  The  St.  Lawrence  Seaway  provides  a  deep  waterway  from  the  Port  of 
Montreal  to  the  Great  Lakes,  bringing  the  inland  cities  into  direct  contact  with 
the  major  seaports  of  the  world.  The  Canadian  portion  of  the  deep  waterway  is 
operated  by  the  St.  Lawrence  Seaway  Authority  which  was  created  in  1951  by  the 
St.  Lawrence  Seaway  Act.  The  Authority  is  charged  with  constructing, 
maintaining  and  operating  the  deep  waterway  and  charging  tolls  sufficient  to 
cover  its  operating  costs. 


19.207  Tolls  are  the  joint  concern  of  both  the  Government  of  Canada  and  the 

Government  of  the  United  States.  Before  any  changes  can  be  effected  in  the  tolls 
structure,  agreement  must  be  reached  at  both  the  government  level  and  with  the 
Seaway  Development  Corporation,  the  Seaway  Authority's  American  counterpart. 
A  revised  toll  structure  has  recently  been  agreed  to,  the  first  portion  of  the 
increase  to  take  effect  April  1,  1978. 


19.208  The  Authority  employs  1,249  people  and  operates  approximately  nine 

months  of  the  year.    It  incurred  a  loss  of  $22.0  million  during  the  year  of  which 
$19.3  million  was  recovered  from  the  Consolidated  Revenue  Fund. 


19.209  An  audit  was  performed  on  the  Authority  in  1977-78.     The  primary 

purpose  of  the  examination  was  to  enable  me  to  express  an  opinion  on  the 
financial  statements  for  the  year  ended  March  31,  1978,  as  required  by  the  St. 
Lawrence  Seaway  Authority  Act.  The  Office  is  also  required  to  report  under  the 
Financial  Administration  Act  as  to  whether  proper  books  of  account  have  been 
kept  by  the  Authority,  the  financial  statements  are  in  agreement  therewith  and 
the  transactions  that  have  come  under  my  notice  have  been  within  its  statutory 
powers. 


19.210  In   prior  years  my  audit  report  was  qualified  because  of  failure  to 

provide  for  depreciation  on  all  depreciable  assets  and  to  accrue  employee 
termination  benefits.  As  part  of  the  refinancing  plan  described  below,  the 
Authority  retroactively  adopted  the  policy  of  providing  for  depreciation  on  all 
depreciable  assets  except  interest  amounting  to  $32.8  million  which  was 
capitalized  during  construction  of  the  Welland  Modernization  Project.  It  is 
anticipated  that  this  interest  will  be  cancelled  and  reversed  in  the  near  future  as 
part  of  the  second  phase  of  the  refinancing  of  the  Authority.    In  addition,  the 
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Authority  retroactively  adopted  the  policy  of  accruing  for  employee  termination 
benefits  in  the  period  in  which  the  benefits  are  earned  by  the  employees.  As  a 
result  of  these  changes,  I  am  pleased  to  report  that  it  is  now  no  longer  necessary 
for  me  to  qualify  my  report. 


19.211  The  refinancing  plan  referred  to  above,  was  part  of  an  overall  plan 

whereby  the  Authority  would  become  self  supporting.  A  key  element  of  this  plan 
was  the  negotiation  of  revised  tariff  tolls  to  provide  for  incremental  increases  of 
rates  over  a  three-year  period  commencing  with  the  opening  of  the  1978 
navigation  season.  With  the  approval  of  Parliament,  this  plan  also  provided  for 
the  conversion  of  $624.9  million  of  loans  from  Canada  to  contributed  capital  as  of 
April  1,  1978.  Effective  April  1,  1977,  further  accrual  of  interest  on  the  deferred 
interest  payable  of  $216.4  million  was  discontinued  as  approved  by  the  Governor  in 
Council.  It  is  the  intention  of  the  Authority  to  seek  approval  from  Parliament  to 
have  the  remaining  deferred  interest  payable  cancelled  and  reversed.  The 
Authority  has  also  offset  $121.0  million  of  contributed  capital  against  deficits 
incurred  prior  to  March  31,  1978. 


19.212  The   parliamentary   appropriation  authorizing  the  conversion  of  the 

loans  from  Canada  to  equity  authorizes  the  Minister  to  fix,  from  time  to  time, 
that  amount  that  shall  be  paid  by  the  Authority  annually  out  of  its  toll  revenue  as 
return  on  capital.  It  is  anticipated  that  no  return  on  capital  will  be  required  until 
the  new  toll  structure  is  fully  implemented  over  the  next  three  years. 


19.213  During    our    examination,    we    noted    a    number    of    weaknesses    in 

accounting  procedures  and  internal  controls.  These  weaknesses  and  our 
recommendations  were  formally  reported  to  the  Authority  in  a  management 
letter;  however,  they  were  not  significant  enough  to  warrant  inclusion  in  this 
Report. 


Pilotage  Authorities 

19.214  Following  the  recommendation  of  the  Royal  Commission  on  Pilotage, 

four  pilotage  authorities  (Atlantic,  Great  Lakes,  Laurentian  and  Pacific)  were 
established  under  the  provisions  of  the  Pilotage  Act,  1970-71,  c.  52.  Services 
provided  by  the  Authorities  include  ships'  pilots,  pilot  boats  and  other  services 
required  to  ensure  the  safe  and  orderly  passage  of  ships  through  designated 
waters.  Tariffs  have  been  established  in  each  district  that  are  designed  to 
eventually  recover  the  cost  of  providing  these  services  from  the  users.  Pilotage 
services  are  provided  on  a  year  round  basis,  24  hours  a  day,  with  the  exception  of 
the  Great  Lakes  Pilotage  Authority  which  is  inactive  during  the  winter  months 
when  the  St.  Lawrence  Seaway  is  closed.  To  date  only  the  Laurentian  Pilotage 
and  Pacific  Pilotage  Authorities  have  achieved  full  cost  recovery. 
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19.215  The  relative  significance  of  the  Authorities  can  be  shown  as  follows: 

Number  of  Net  Income 

Employees  Revenue  (Loss) 

(thousands  of  dollars) 

Atlantic  111  $      2,780  $    (1,097) 

Great  Lakes  133  6,413  (836) 

Laurentian  84  14,867  238 

Pacific  60  8,292  501 

19.216  An  audit  was  performed  on  each  of  the  pilotage  authorities  in  1977-78. 
The  primary  purpose  of  the  examination  was  to  enable  me  to  express  an  opinion  on 
the  financial  statements  for  the  year  ended  December  31,  1977,  as  required  by  the 
Pilotage  Act.  The  Office  is  also  required  to  report  under  the  Financial 
Administration  Act  as  to  whether  proper  books  of  account  have  been  kept  by  the 
Pilotage  Authorities,  the  financial  statements  are  in  agreement  therewith  and  the 
transactions  that  have  come  under  my  notice  have  been  within  their  statutory 
powers.  The  audit  report  on  each  of  the  financial  statements  contained  no 
qualifications,  however  my  opinion  relating  to  the  Pacific  Pilotage  Authority 
commented  on  the  change  to  a  new  accounting  policy  whereby  a  lease  for  a  pilot 
boat  was  capitalized.  This  treatment  is  now  consistent  with  the  other  pilotage 
authorities. 


19.217  During    our    examination,    we    noted    a    number    of    weaknesses    in 

accounting  procedures  and  internal  controls.  These  weaknesses  and  our 
recommendations  were  formally  reported  to  the  respective  pilotage  authority  in  a 
management  letter;  however,  they  were  not  significant  enough  to  warrant 
inclusion  in  this  Report. 


Northern  Transportation  Company  Limited 

19.218  Northern    Transportation    Company    Limited    provides    one    of    the 

principal  transportation  lifelines  serving  the  northern  community's  freight  needs. 
The  Company  provides  logistic  support  for  oil,  gas  and  mineral  exploration  and 
development  throughout  the  Mackenzie  River  system  and  along  the  western  arctic 
coast  and  islands.  The  Company  also  serves  six  coastal  communities  on  Hudson 
Bay  out  of  the  Port  of  Churchill,  Manitoba.  In  addition  to  its  marine  operations, 
the  Company  operates  a  wholly-owned  trucking  subsidiary  which  provides  a 
general  merchandise  trucking  service  to  a  number  of  northern  Alberta  commun- 
ities and  to  three  centres  in  the  Northwest  Territories. 


19.219  For  the  year  ended  December  31,  1977,  the  Company  had  revenues  of 

$24.9  million  and  a  net  loss  of  $1.5  million.  The  accumulated  deficit  at  December 
31,  1977,  amounted  to  $9.5  million.  The  Company  employed  107  people  at 
December  31,  1977. 
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19.220  An  audit   was  performed  on  the   Northern   Transportation   Company 

Limited  in  1977-78.  The  primary  purpose  of  the  examination  was  to  enable  me  to 
express  an  opinion  on  the  financial  statements  for  the  year  ended  December  31, 
1977,  as  required  by  the  Canada  Business  Corporations  Act.  The  Office  is  also 
required  to  report  under  the  Financial  Administration  Act  as  to  whether  proper 
books  of  account  have  been  kept  by  the  Company,  the  financial  statements  are  in 
agreement  therewith  and  the  transactions  that  have  come  under  my  notice  have 
been  within  its  statutory  powers.  The  audit  report  on  each  of  the  financial 
statements  contained  no  qualifications. 


19.221  During    our    examination,    we    noted    a    number    of    weaknesses    in 

accounting  procedures  and  internal  controls.  These  weaknesses  and  our 
recommendations  were  formally  reported  to  the  Company  in  a  management  letter, 
however  they  were  not  significant  enough  to  warrant  inclusion  in  this  Report. 


Other  Crown  Corporations 

19.222  The  Auditor  General  of  Canada  is  not  auditor  of  a  number  of  Crown 

corporations  including  the  Canadian  National  Railway  Company,  Canadian 
National  Marine  Corporation,  Via  Rail  Inc.  and  Air  Canada.  These  organizations 
report  to  the  Minister  of  Transport  as  do  those  entities  discussed  in  previous 
sections  of  this  Chapter  for  which  the  Auditor  General  is  the  auditor. 


19.223  Under  Section  14  of  the  Auditor  General  Act,     1976-77,     c.   34,       the 

Auditor  General  may  rely  on  the  report  of  the  duly  appointed  auditor  of  a  Crown 
corporation  or  of  any  subsidiary  of  a  Crown  corporation.  Reports  and  opinions 
issued  by  the  auditors  of  these  companies  may  be  viewed  in  Volume  III  of  the 
Public  Accounts  of  Canada  or  in  the  Company's  published  annual  report. 

Summary  of  Recommendations  and  Department's  Comments 

Recommendations  Department's  Comments 

Results  of  Financial  Audit 

19.26      The  Department  should  expe-         Agreed.     A  Tri-partite  agreement  be- 
dite  the  completion  of  a  com-        tween    CNMC,    CNR    and    Transport 
prehensive     operating     agree-         Canada  is  currently  being  negotiated 
ment    establishing    the    terms         and    is   expected    to    be    in    place    by 
and  conditions  under  which  the         December  31,  1978. 
Canadian       National       Marine 
Corporation  (CNMC)  will  oper- 
ate   the    specified    ferry    ser- 
vices. 
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Recommendations 


Department's  Comments 


19.29 


19.32 


Departmental  procedures 

should  be  established  to  ensure 
that  all  translation  require- 
ments are  referred  to  the 
Translation  Bureau. 


The  Department  should  take 
steps  to  ensure  that  payments 
for  services  not  received  are 
avoided  in  the  future. 


Agreed.  The  Department  will  clarify 
with  the  Secretary  of  State  the  intent 
of  the  Translation  Bureau  Act  with 
respect  to  the  unique  requirements  for 
technical  publications.  This  matter  is 
also  the  subject  of  a  current  evalua- 
tion study  which  should  resolve  the 
problem. 

Agreed.  This  contract  did  not  have  an 
on-hire/off-hire  clause,  but  it  could  be 
included  in  all  such  charter  agree- 
ments in  the  future.  It  is  contended, 
however,  that  this  will  result  in  a 
substantially  higher  daily  charter  rate, 
particularly  in  circumstances  similar 
to  those  of  this  contract,  when  the 
chartered  vessel  will  be  employed  in 
evaluation  programs  of  a  develop- 
mental and  experimental  nature  en- 
tailing a  higher-than-usual  operational 
risk. 


19.3^  Significant  monthly  variances 
should  be  analysed  and  the 
reasons  documented.  This 
documentation  should  contain 
plans  for  corrective  action 
where  necessary  and  notifica- 
tion as  to  the  need  for  or 
availability  of  funds. 


Agreed.  Steps  will  be  taken  to  enforce 
existing  directives  outlining  budgetary 
reporting  standards  and  criteria. 


19.36  The  Department  should  take 
steps  to  ensure  that  only 
authorized  individuals  are 
allowed  to  certify  requests  for 
payment  and  that  all  required 
approvals  are  obtained  before 
payment. 


Agreed.  Steps  have  been  taken  to 
ensure  that  approvals  of  authorized 
individuals  only  are  obtained  before 
payments  are  made. 
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Recommendations 


Department's  Comments 


Internal  Audit 


19.*7  The  Financial  Audit  and  Re- 
view Branch  should  report  to 
an  individual  independent  of 
the  financial  function,  who  re- 
ports directly  to  the  Deputy 
Minister  and  is  responsible  for 
co-ordinating  ail  internal  audit 
functions. 


Agreed. 


19.49  The  Branch  should  develop  a 
multi-year  audit  plan  based  on 
a  clearly  defined  audit  uni- 
verse and  taking  into  account 
high-risk  elements,  expected 
staff  resources,  a  rotation  of 
coverage  and  an  analysis  of 
costs  versus  benefits.  The 
audit  plan  should  be  reviewed 
and  approved  by  the  audit 
committee. 


Agreed.  Action  is  currently  being 
taken  to  develop  a  long-range  audit 
plan.  When  completed  this  plan  will  be 
presented  for  approval  by  the  audit 
committee. 


19.51  The  Branch  should  establish  a 
firm  timetable  for  completing 
the  manual  and  should  ensure 
that  the  manual  is  completed 
in  accordance  with  this  sched- 
ule. 


Agreed.  A  firm  timetable  for  comple- 
tion of  the  audit  manual  by  March  31, 
1979  has  been  developed. 


19.54  The  Branch  should  develop  and 
implement  standards  and  pro- 
cedures covering  all  aspects  of 
working  paper  documentation 
including  the  scope  adopted, 
work  performed,  conclusions 
reached  and  supervisory  re- 
views completed. 

19.55  Before  starting  field  work,  de- 
tailed work  programs  should  be 
prepared  and  approved.  These 
programs  should  document  the 
basis  for  selecting  audit  sam- 
ples, the  size  of  samples  to  be 
obtained  and  the  method  of 
selection. 


Agreed.  This  is  being  undertaken  as 
part  of  the  development  of  the  audit 
manual  dealt  with  above. 


Agreed.  Work  programs  are  now  being 
prepared  and  approved  prior  to  com- 
mencement of  field  work. 
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Recommendations 


Department's  Comments 


19.62  The  mandate  for  operations 
reviews  should  be  adhered  to 
or  it  should  be  revised  in  the 
light  of  the  number  of  opera- 
tional units,  known  time  re- 
quirements per  review  and 
staff  resources  available. 


Agreed.  This  is  being  addressed  as 
part  of  the  introduction  of  a  compre- 
hensive audit  function  within  the 
Department. 


19.64  Each  Operations  Review 
Branch  should  report  directly 
to  an  individual  who  reports 
directly  to  the  Deputy  Min- 
ister and  is  responsible  for  co- 
ordinating all  internal  audit 
functions. 


Agreed.  Operations  Review  reports 
are  considered  by  the  Audit  Commit- 
tee chaired  by  the  Deputy  Minister. 


19.67  Methods  of  obtaining  staff 
should  be  reviewed  to  develop 
a  consistent  policy  on  using 
seconded  staff.  This  review 
should  consider  the  benefits 
which  seconded  staff  receive 
versus  the  audit  efficiencies 
inherent  in  using  full-time 
staff. 


Agreed.  Given  the  current  man-year 
and  dollar  restraints,  seconded  person- 
nel use  under  the  direction  of  full-time 
operations  review  staff  is  the  best 
available  alternative  to  full-time 
staffing.  This  also  provides  a  career 
development  opportunity. 


19.69  Standard  procedures  should  be 
established  for  the  perform- 
ance of  operations  reviews. 
These  procedures  should  in- 
clude: 


Agreed. 


19.74 


-  required  work  steps  and  doc- 
umentation standards; 

-  the  extent  of  the  evidence 
required  as  support  for 
issued  reports;  and 

-  a  requirement  to  include  the 
use  of  recommendations  in 
reports. 

The  responsibilities  for  chal- 
lenge of  departmental  plans 
and  post-audit  functions  should 
be  segregated. 


Agreed.  These  two  functions  are 
performed  in  separate  units  under  a 
single  official  who  reports  directly  to 
the  Deputy  Minister. 
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Recommendations 


Department's  Comments 


Planning  and  Acquisition  of  Capital 
Assets 


19.8*  The  Department  should  con- 
tinue recent  efforts  to  clearly 
define  and  communicate  re- 
sponsibility and  accountability 
for  capital  projects. 


19.88  Capital  proposals  should  be 
supported  by  accurate  and 
complete  documentation  in- 
cluding: 

-  a  proper  analysis  of  needs; 

-  a  clear  statement  of  objec- 
tives and  intended  effects; 

-  an   impartial  assessment  of 
alternatives; 

-  realistic    capital    cost    esti- 
mates; and 

-  an     analysis     of     life-cycle 
costs. 

19.92  Final  approval  of  all  projects 
should  be  withheld  until  full 
information  is  available,  in- 
cluding items  such  as  detailed 
design,  realistic  cost  estimates 
and  rental  commitments  from 
major  users. 


The  Department's  initiatives  in  the 
last  2-3  years  in  the  development  of 
more  comprehensive  management 
processes  have  been  aimed  at  provid- 
ing a  clearer  perception  of  capital 
project  responsiblity  and  accounta- 
bility. 

Agreed.  A  mandatory  corporate 
programming  process  has  been  devel- 
oped and  has  been  in  operation  since 
1976,  providing  for  an  independent 
review  and  analysis  function  to  be 
exercised  in  regard  to  capital  project 
proposals.  This  process  includes  the 
requirements  listed. 


Agreed.      Treasury   Board   regulations 
require  approvals  in  three  stages: 

-  approval  in  principle  based  on  con- 
ceptional  design  and  best  informa- 
tion available  at  the  time; 

-  program  approval  based  on  detail 
design  and  specifications  and  cor- 
responding more  precise  informa- 
tion; and 

-  contract  approval  based  on  firm 
bids. 

This     practice     is     followed     by     the 
Department. 
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Department's  Comments 


19.95  Project  implementation  should 
be  properly  controlled  to  en- 
sure that  facilities  of  an 
approved  size  and  quality  are 
completed  on  schedule  and 
within  the  authorized  budget. 


A  Transport  Canada  Project  Manage- 
ment Policy  has  been  in  operation 
since  1976  and  defines,  in  specific 
terms,  mandatory  requirements  for 
project  management  and  outlines  a 
recommended  approach  to  be  followed 
to  provide  adequate  control  over  funds 
and  resources. 


19.97  The  Department  should  ensure 
that  all  capital  projects  are 
reviewed  to  determine  the  ex- 
tent to  which  project  objec- 
tives were  achieved,  to  evalu- 
ate the  performance  of  man- 
agers and  to  improve  the  plan- 
ning and  control  of  similar 
projects  in  the  future. 

Control  Over  Fixed  Assets 

19.142  The  Department  should  ensure 
that  all  locations  comply  with 
the  specific  requirements  of 
the  Supply  Manual. 

19.143  A  specific  implementation 
plan  and  time  schedule  should 
be  developed  on  a  Depart- 
ment-wide basis  to  ensure  that 
the  Fixed  Asset  Accounting 
System-Transport  system  is 
properly  integrated  with  the 
custodial  records. 

19.144  All  existing  fixed  asset  records 
should  be  verified,  with  the 
identification  and  cataloguing 
of  land,  buildings  and  wharves 
to  be  concluded  as  early  as 
possible. 

19.145  Responsibility  for  co-ordinat- 
ing and  monitoring  the  fixed 
asset  control  system  through- 
out the  Department  should  be 
delegated  to  a  specific  Head- 
quarters officer. 


Agreed.  Responsiblities  and  proce- 
dures for  review  are  in  place  and  are 
being  practised  in  accordance  with 
Transport  Canada  Project  Management 
Policy  of  1976. 


Agreed, 
end. 


Steps  are  being  taken  to  this 


Agreed.  We  are  now  preparing  a 
specific  plan  defining  the  method  and 
time-frame  in  which  various  sub-sys- 
tems will  be  integrated  with  the  Fixed 
Assets  Accounting  System,  and  the 
records  verified  by  physical  inspection 
of  the  assets  held. 


Responsibility  for  co-ordinating  and 
monitoring  the  fixed  asset  control  sys- 
tem throughout  the  Department  has 
been  assigned  to  the  Director  of  Bud- 
gets and  Financial  Services. 


534 


Department  of  Transport 


Recommendations 


Department's  Comments 


Human  Resource  Management 

19.156  The  methodology  and  momen- 
tum developed  by  the  Cost 
Reduction  Task  Force  should 
be  maintained  by  permanently 
incorporating  this  type  of  rig- 
orous approach  into  either  the 
Operations  Review  or  the  Pro- 
gramming activity. 

19.159  All  the  internal  manpower 
planning  approaches  now  in  use 
should  be  assessed  for  utility 
and  one  of  them,  or  a  further 
variation,  should  be  adopted  by 
each  major  organizational  unit 
in    the    Department.  This 

approach  should  be  linked 
closely  to  the  Department's 
strategic  planning  process. 

19.163  The  Department  should  streng- 
then its  individual  goalsetting 
process,  relating  it  to  depart- 
mental and  program  objec- 
tives. 

19.164  The  Department  should  design 
and  implement  the  new  em- 
ployee performance  appraisal 
system  as  soon  as  possible  and 
base  it  upon  clearly  stated 
individual  and  group  goals  tied 
to  objectives  and  the  opera- 
tional goals  of  the  Depart- 
ment. 

19.167  A  firm  schedule  should  be 
adopted  for  final  implementa- 
tion of  both  personnel  infor- 
mation systems,  in  order  to 
obtain  full  value  for  money 
already  invested  in  systems 
development. 


Agreed.  The  Department  decided  early 
in  1978  that  the  Programming  Branch 
would  assume  the  responsibility  for  the 
'A'  base  review  function  to  continue 
the  momentum  developed  by  CRTF. 


Agreed. 


Agreed.  This  is  an  integral  part  of  the 
development  of  the  departmental  per- 
formance review  and  appraisal  proce- 
dures started  a  year  ago.  The  Depart- 
ment has  recently  completed  a  major 
task  begun  in  May  1977  involving  the 
identification  of  strategic  objectives, 
and  the  associated  policies  and  stra- 
tegies required  to  achieve  these  objec- 
tives. See  also  comment  against 
19.171. 


Agreed.     The  issue  is  currently  under 
active  consideration. 
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Department's  Comments 


19.169  The  Department  should  pro- 
vide stronger  direction  for  its 
training  programs  by: 

-  training  managers  in  the 
identification  of  training 
needs; 

-  improving  guidelines  on  the 
identification  of  training 
needs;  and 


Agreed.  Training  of  trainers  to  con- 
duct this  program  is  underway  and 
incorporates  guidelines  on  identifica- 
tion of  training  needs.  Managerial 
responsibility  in  this  area  is  being  re- 
emphasized  through  this  and  several 
other  training  programs. 


reiterating     line 
responsibilities 
training  needs. 


managers' 
to    identify 


19.171  The  Department  should  facili- 
tate the  assessment  of  the 
effectiveness  of  the  training 
program  by  completing  the  im- 
plementation of  the  upgraded 
performance  appraisal  process 
referred  to  in  the  manpower/ 
organization  planning  section. 

19.173  The  Training  Institute  should 
initiate  an  annual  review  of  all 
courses  purchased  from  exter- 
nal sources  and  a  sample  of 
internal  ones.  The  review 
should  focus  upon  achievement 
of  course  goals  and  an  analysis 
of  the  cost-effectiveness  of 
the  course  versus  alternative 
teaching  methods. 

19.175  The  schedule  for  disseminating 
the  course  on  training  evalua- 
tion should  be  accelerated  and 
the  procedures  required  to 
make  the  evaluation  process 
operational  should  be  imple- 
mented. 


Agreed.  This  project  is  proceeding 
with  a  high  priority  but  will  take  at 
least  12  months  to  complete.  See  also 
comments  against  19.163  and  19.164. 


Agreed.  The  means  and  timetable  for 
implementation  of  such  a  review  are 
being  developed. 


Agreed.  This  is  being  done  consistent 
with  the  resources  available  and  with 
appropriate  scheduling  of  the  training 
involved. 
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Department's  Comments 


19.178  The  cost  of  formal  training 
and  development  activities,  in- 
cluding the  cost  of  trainees1 
time,  salaries  of  trainers  and 
course  development  costs, 
should  be  captured  and  report- 
ed in  a  uniform  manner.  Firm 
controls  should  be  applied  to 
ensure  that  all  costs  are  cap- 
tured'and  correctly  identified. 


Agreed.   A  system  is  being  developed. 


19.179  Actual  training  costs  incurred 
should  be  compared  periodi- 
cally to  budget,  the  variances 
analysed  and  an  explanation 
required  from  each  cost  centre 
deviating  significantly  from 
plan. 


Agreed.   A  system  is  being  developed. 


19.181  The  Training  Institute  should 
adjust  its  method  of  projecting 
training  man-days,  both  at  In- 
stitute facilities  and  in  the 
field,  to  take  into  account 
such  factors  as  failure  rates 
and  drop-out  due  to  conflicting 
time  pressures  within  the 
Department. 


Agreed.      A  statistical   base   is  being 
developed  to  permit  this. 


19.182  The  Department  should  re- 
examine the  five-year  training 
projections  to  ensure  their 
reliability  as  a  basis  for  future 
decisions  relating  to  training 
staff  levels  and  the  further 
development  of  training  facil- 
ities. 


Agreed.       Such    re-examinations    are 
continuing  process  in  the  Department. 
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The  Airports  Revolving  Fund 

19.192  All  costs  related  to  the  opera- 
tions of  the  airports  within  the 
Airports  Revolving  Fund 
should  be  charged  to  the  Fund 
in  accordance  with  Treasury 
Board  Circular  1970-7. 


National  Harbours  Board 

19.205  The  Board  should  implement 
procedures  which  ensure  the 
timely  processing  of  submis- 
sions for  Governor  in  Council 
approval. 


Agreed.  A  proposal  to  the  Treasury 
Board  to  revise  the  Airports  Revolving 
Fund  to  provide  for  the  allocation  of 
the  costs  of  air  traffic  control  and 
telecommunications  and  electronics 
services  related  to  the  provision  of 
airport  terminal  control  is  now  being 
prepared.  Subject  to  approval  of  this 
proposal,  such  costs  will  be  allocated 
to  the  Fund  commencing  with  the 
1979-80  fiscal  year. 


Agreed.  Systems  within  the  Depart- 
ment are  in  existence.  In  this  partic- 
ular instance,  unique  circumstances 
occurred  which  largely  were  beyond 
the  control  of  the  Board. 


In  addition,  the  Department  has  made  the  following  comments  on  our 
observations  relating  to  the  capital  projects  discussed  in  paragraph  19.76  to 
19.134. 

"AUDIT  TRAIL  OF  THE  PROJECT  APPROVAL  PROCESS:  The 
comments  on  the  lack  of  audit  trails  relate  to  capital  projects 
undertaken  prior  to  the  introduction  of  the  Approval  in  Principle 
Document/Program  Approval  Document  (APD/PAD)  system  early  in 
1976.  Before  this  date,  it  had  been  the  practice  to  give  much  of  the 
substantiations  for  new  capital  projects  in  the  form  of  oral  presenta- 
tions to  Treasury  Board  officials  in  considerable  detail.  It  is 
unfortunate  that  notes  on  these  presentations  have  not  always  been 
retained.  However,  the  fact  remains  that  Treasury  Board  Secretariat 
was  sufficiently  satisfied  with  the  justifications  to  approve  the 
projects,  and  it  would  have  been  up  to  them  to  either  ask  for  additional 
information  or  turn  down  requests  for  approval  on  the  basis  of 
nonsubstantiation.  In  any  event,  steps  have  been  taken  to  make  audit 
trails  more  visible  for  future  reference. 

CAPITAL  COST  FORECASTING:  The  use  of  current  dollars  in  your 
report,  to  make  cost  comparisons  between  years,  ignores  the  effects  of 
inflation.  This  exaggerates  the  increases  in  costs  experienced  in  the 
projects  reviewed.  Transport  Canada,  like  all  other  departments,  has 
followed  Treasury  Board  Secretariat's  policy  in  treating  current  or 
constant  dollars. 
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USER  PAY-COST  RECOVERY:  While  the  1973/74  and  earlier  Blue 
Books  of  Estimates  recognized  the  Canadian  Air  Transport  Administra- 
tion's acceptance  of  the  user  pay  or  cost  recovery  concept,  it  was  not 
until  1  December  1974  that  the  Air  Transport  Tax  was  introduced. 
Since  that  date,  the  department  has  taken  steps  to  consult  with  air 
carriers  on  cost  recovery. 

TECHNICAL  CONSIDERATIONS:  There  appears  to  be  a  difference  of 
opinion  between  your  staff  and  our  technical  experts  related  specifi- 
cally to  project  comparability  in  the  case  of  the  Calgary  air  terminal 
and  the  implementation  of  Lightstation  Automation.  It  is  respectfully 
suggested  that  in  these  cases,  there  is  no  choice  but  to  defer  to  the 
technical  experts  on  matters  concerning  the  adequacy  of  standards, 
project  requirements  and  analytical  procedures. 

IMPACT  OF  THE  POLITICAL  PROCESS:  Recognition  of  the  political 
process  is  not  evident  in  reports  (eg  the  choice  of  sites  for  the  Training 
Institute  and  the  Motor  Vehicle  Test  Centre  or  the  need  for,  timing  of, 
and  capacity  of  the  Toronto  International  and  Calgary  airport).  The 
early  commitments  made  by  ministers  based  on  circumstances  extran- 
eous to  the  department,  were  particularly  significant  in  the  decisions 
on  the  timing,  location,  size  and  scope  of  these  projects.  The  strength 
of  these  early  commitments  made  it  difficult  to  contain  projects  at 
later  stages. 

In  the  case  of  the  Motor  Vehicle  Test  Centre,  the  early  analysis  led  to 
a  location  close  to  Ottawa  for  technical  reasons  and  accessibility  to 
HQ  users.  The  Treasury  Board,  however,  rejected  the  first  proposal 
claiming  that  the  department  had  not  considered  the  policy  of 
decentralization.  The  resultant  delays  in  studying  alternative  sites 
contributed  to  increased  costs  and  your  resultant  observations." 
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OBSERVATIONS  ON  THE  FINANCIAL  STATEMENTS  AND  OPERATIONS 
OF  CROWN  CORPORATIONS  AND  OTHER  ENTITIES 


20.1  Introduction.   As    Auditor    General    of    Canada,    I   am    the   appointed 

auditor  of  40  Crown  corporations  and  50  other  entities  listed  in  paragraphs  20.19 
to  20.21.  In  this  capacity,  I  examine  and  report  on  each  entity's  accounts  and 
financial  statements. 


20.2  Part  VIII  of  the  Financial  Administration  Act  defines  the  scope  of  my 

examination  of  the  accounts  and  statements  of  Crown  corporations  and  Section  5 
and  6  of  the  Auditor  General  Act  define  that  scope  for  other  entities.  My 
examinations  were  conducted  in  accordance  with  generally  accepted  auditing 
standards  as  recommended  by  the  Canadian  Institute  of  Chartered  Accountants. 


20.3  Both  statutory  obligations  and  professional  accounting  and  reporting 

standards  governed  my  reporting  responsibilities.  In  connection  with  agency  and 
proprietary  Crown  corporations  (classified  as  Schedules  C  and  D  corporations 
respectively  by  the  Financial  Administration  Act)  my  reporting  mandate  is 
governed  by  provisions  of  that  Act.  My  audit  reports  on  these  corporations 
expressed  my  opinion  as  to  whether  the  financial  statements  exhibited  a  true  and 
fair  view  of  the  corporation's  affairs  in  accordance  with  generally  accepted 
accounting  principles  as  promulgated  by  the  Canadian  Institute  of  Chartered 
Accountants. 


20.*  My  audit   reports   on  the  following  organizations  were  expressed  in 

relation  to  each  entity's  defined  accounting  policies  as  described  in  notes  to  their 
financial  statements.  Often  these  policies  are  similar  to  those  of  their  associated 
departments. 

Departmental  corporations  (classified  as  Schedule  B  corporations 
to  the  Financial  Administration  Act) 

Agricultural  Products  Board 

Canada  Council 

Exchange  Fund  Account 

Royal  Canadian  Mounted  Police  (Dependants)  Pension  Fund 


20.5  My  audit  reports  on  all  other  entities  such  as  revolving  funds,  working 

capital  advances  and  other  organizations  not  listed  in  schedules  to  the  Financial 
Administration  Act  expressed  my  opinion  as  to  whether  their  financial  statement 
disclosure  conformed  with  generally  accepted  accounting  principles. 
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20.6  I  further  reported,  as  required  by  the  Financial  Administration  Act,  as 

to  whether  proper  accounting  records  had  been  kept  for  each  agency  and 
proprietary  Crown  corporation,  whether  these  records  were  in  agreement  with  the 
audited  financial  statements  and  whether  the  transactions  which  came  under  my 
notice  were  within  the  corporation's  statutory  powers. 


20.7  I  have  qualified  my  reports  on  some  of  the  corporations  and  other 

entities  where  I  concluded: 

the  scope  of  my  examination  was  limited; 

either  deficiencies  or  inconsistencies  existed  in  the  application 
of  stated  accounting  principles; 

proper  books  of  account  had  not  been  kept  and  they  did  not  agree 
with  the  financial  statements  presented  for  audit;  and 

not  all  of  the  corporation's  transactions  which  came  under  my 
notice  were  within  its  statutory  powers. 


20.8  The   Standing   Committee    on    Public   Accounts   devoted   much   time 

discussing  issues  raised  in  my  1976  and  1977  Reports  concerning  the  financial 
management,  control  and  accountability  of  Crown  corporations.  The  Committee's 
deliberations  culminated  in  its  Second  (Crown  corporations)  Report  to  the  House 
of  Commons  dated  April  11,  1978  (reproduced  in  Appendix  E),  which  incorporated 
most  of  the  recommendations  contained  in  Chapter  9  of  my  1977  Report.  Among 
the  recommendations  in  the  Committee's  report  are  the  following  proposals 
directed  towards  improving  standards  of  financial  disclosure  and  establishing^audit 
requirements  for  government  owned  and  controlled  corporations  dependent  on 
public  funds: 

adequate  information  on  spending  plans  to  be  provided  to 
Parliament  and  the  Government  on  an  integrated  basis; 

improved  financial  reports  based  on  generally  accepted  account- 
ing principles  to  be  published  in  the  Public  Accounts; 

mandates  for  auditors  to  be  set  that  include  reporting  where 
money  has  been  expended  without  due  regard  for  economy  or 
efficiency  or  where  satisfactory  procedures  have  not  been 
established  to  measure  and  report  the  effectiveness  of  programs, 
where  such  procedures  could  appropriately  and  reasonably  be 
implemented; 

the  Comptroller  General  to  be  given  clear  responsibility  for 
providing  guidelines  that  set  acceptable  standards  of  financial 
management  and  control;  and 
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the  Treasury  Board  to  take  immediate  action  to  remedy  existing 
deficiencies. 


20.9  The  more  significant  of  the  qualifications  in  my  reports  on  corpora- 

tions and  other  entities  appear  in  paragraphs  20.10  to  20.18  except  for  those 
relating  to  the  Airports  Revolving  Fund  which  appear  in  Chapter  19. 


20.10  Agricultural  Stabilization  Board  -  Lack  of  documentation  supporting 

cattle  deficiency  expenditure.  In  1977  the  Minister  of  Agriculture  announced  the 
Cattle  Stabilization  Program,  intended  to  reimburse  producers  of  cattle  sold  for 
slaughter  in  1976  for  costs  in  excess  of  the  support  price.  Eligible  producers  were 
required  to  submit  a  claim  for  payment  accompanied  by  proof  of  slaughter  to  the 
Agricultural  Stabilization  Board. 

In  November  1977  the  Board  decided  to  return  the  proof  of  slaughter 
documents  to  producers  and,  therefore,  we  were  unable  to  verify  the  propriety  of 
claims  in  respect  of  which  approximately  $38  million  was  paid.  My  report  to  the 
Minister  on  the  financial  statements  of  the  Board  for  the  year  ended  March  31, 
1978,  was  qualified  accordingly. 


20.11  Canadian  Arsenals  Limited  -  Failure  to  record  fixed  assets  and 
depreciation.  The  Company  uses  fixed  assets  which  cost  approximately  $22.8 
million.  Those  purchased  with  funds  provided  from  its  annual  parliamentary 
appropriation  are  considered  by  the  Company  to  be  owned  by  Canada  and 
therefore  are  not  recorded  as  assets  on  the  Company's  balance  sheet.  The 
Company  does  not  pay  for,  and  has  not  determined  a  fair  value  for,  the  use  of 
these  assets.  In  our  opinion,  fixed  assets  purchased  with  funds  provided  by 
appropriations  should  be  included  as  assets  on  the  balance  sheet  and  a 
corresponding  amount  should  be  included  under  parliamentary  appropriation  in  the 
statement  of  deficit.  The  resulting  depreciation  charges  and  any  related  interest 
charges  would  have  the  effect  of  increasing  the  net  loss  for  the  year. 

Certain  fixed  assets,  mainly  land  and  buildings,  were  paid  for  by  Canada 
before  the  Company  was  established  and  are  still  owned  by  Canada.  Non-inclusion 
of  a  charge  in  the  statement  of  operations  for  the  use  of  such  assets  further 
understated  the  net  loss  for  the  year  and  the  deficit  at  March  31,  1978. 

My  report  to  the  Minister  of  Supply  and  Services  on  the  financial  statements 
of  the  Company  for  the  year  ended  March  31,  1978,  was  qualified  accordingly. 

20.12  Canadian  Broadcasting  Corporation  -  Real  property  lease  not  approved 
by  Governor  in  Council.  The  Canadian  Broadcasting  Corporation  rents  office 
space  in  Paris,  France,  for  its  European  correspondents.  In  January  1974  the  lease 
was  renewed  for  a  period  of  nine  years.  The  rental  price  is  negotiable  and  the 
lease  cancellable  by  the  Corporation  every  three  years.  Section  41  of  the 
Broadcasting  Act  stipulates  that: 
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"...  the  Corporation  shall  not,  without  the  approval  of  the  Governor  in 
Council,  ...  enter  into  a  lease  or  other  agreement  for  the  use  or 
occupation  of  real  property  involving  an  expenditure  in  excess  of  two 
hundred  and  fifty  thousand  dollars." 

Approval  of  the  Governor  in  Council  was  not  obtained  before  signing  the  lease  in 
January  1974  because  the  minimum  expenditure  commitment  for  the  first  three- 
year  period  was  less  than  $250,000.  However,  two  amendments  were  subsequently 
made  without  obtaining  approval: 

In  March  1977,  the  rent  was  increased  to  1.4  million  French  francs 
which,  converted  at  the  average  exchange  rate  for  that  month, 
totalled  $293,000. 

In  May  1977,  additional  space  was  obtained  bringing  the  total  rent 
remaining  for  the  same  three-year  period  to  1.6  million  French  francs 
which,  converted  at  the  average  exchange  rate  for  that  month, 
equalled  $344,000. 

My  report  to  the  Corporation  and  to  the  Secretary  of  State  of  Canada  on  the 
Corporation's  financial  statements  for  the  year  ended  March  31,  1978,  was 
qualified  accordingly. 


20.13  Canadian  Commercial  Corporation  -  Possible  effect  on  financial 
position  of  uncertain  outcome  of  litigation.  A  contractor  began  legal  action 
against  the  Corporation  in  1975  as  a  result  of  the  termination  of  a  portion  of  a 
contract.  The  plaintiff  is  claiming  damages  of  approximately  $8  million  and  the 
Corporation  is  contesting  the  suit.  Although  legal  counsel  is  of  the  opinion  that 
the  Corporation  will  be  successful,  the  outcome  is  still  uncertain  and  any  possible 
adverse  effect  on  the  Corporation's  financial  position  will  not  be  known  until  the 
litigation  has  been  resolved.  As  a  result  of  this  uncertainty,  my  report  to  the 
Minister  of  Supply  and  Services  on  the  Corporation's  financial  statements  for  the 
year  ended  March  31,  1978,  was  qualified  accordingly. 

20.14  Canadian  Patents  and  Development  Limited  -  Inadequacies  of  the 
system  to  verify  royalties.  The  Company  makes  available  to  the  public,  through 
licensing  arrangements,  the  industrial  and  intellectual  property  resulting  from 
publicly-funded  research  and  development.   Royalties  derived  from  these  licensing 
arrangements  represent  the  Company's  principal  source  of  revenue. 

Our  1976  Financial  Management  and  Control  Study  recommended  that  the 
Company  arrange  for  independent  audits  of  licensees'  financial  returns  so  this 
royalty  income  could  be  properly  validated.  Management  accepted  this  decision 
but  the  Company's  Board  of  Directors  decided  that  the  cost  of  such  audits  could 
not  be  justified.  Since  no  independent  audits  were  made  and  since  no  other  formal 
procedures  were  applied  to  check  properly  on  the  collection  of  the  royalties  due 
the  Company,  I  was  unable  to  satisfy  myself  concerning  the  amount  of  royalty 
income  earned  and  reported.  My  report  to  the  Minister  of  Industry,  Trade  and 
Commerce  on  the  Company's  financial  statements  for  the  year  ended  March  31, 
1978,  was  qualified  accordingly. 
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20.15  Defence  Production  Revolving  Fund  -  Doubtful  recovery  of  a  loan.    At 

March  31,  1978,  $1.7  million  remained  unpaid  of  a  loan  of  $3.9  million  made  in 
1972  by  the  Defence  Production  Revolving  Fund  to  a  contractor  providing  services 
to  the  Canadian  Commercial  Corporation.  Repayment  depends  on  final 
settlement  of  the  contractor's  claim  for  costs  arising  from  termination  of  a  part 
of  the  contract.  The  Corporation  considers  that  final  settlement  has  been  made 
and  that  repayment  became  due  on  August  4,  1976.  The  Fund  has  initiated  legal 
action  to  recover  the  loan. 

The  financial  statements  of  the  Fund  include  the  balance  of  the  loan. 
Because  I  was  unable  to  satisfy  myself  as  to  the  collectibility  of  the  loan  and 
because  of  the  uncertainties  of  the  outcome  of  the  legal  action,  my  report  to  the 
Minister  of  Supply  and  Services  on  the  financial  statements  of  the  Fund  for  the 
year  ended  March  31,  1978,  was  qualified  accordingly. 


20.16  National  Capital  Commission  -  Failure  to  record  depreciation.         The 

Commission  charges  the  entire  cost  of  fixed  assets  to  expense  in  the  year  of 
disposal  or  retirement  rather  than  providing  for  annual  depreciation  on  assets 
susceptible  to  deterioration  and  obsolescence  over  the  service  period  during  which 
they  produce  revenue  or  benefit  the  public.  Such  assets  include  all,  or  portions  of, 
balances  representing  parkways,  bridges  and  approaches,  recreational  facilities, 
property  held  for  development,  administration  buildings,  vehicles,  machinery  and 
equipment  and  office  equipment  and  furniture.  My  report  to  the  Minister  of  State 
for  Urban  Affairs  on  the  Commission's  financial  statements  was  qualified 
accordingly. 

The  Commission  has  referred  the  matter  to  the  Treasury  Board  which  is  co- 
ordinating a  study  of  depreciation  policy  for  Crown  corporations. 


20.17  Supply  Revolving  Fund  -  Revenue  not  recorded.   Revenue  derived  from 

the  negotiation  and  administration  of  certain  large  contracts  for  the  procurement 
of  materiel  and  services  on  behalf  of  departments  and  agencies  is  recognized  in 
the  accounts  of  the  Supply  Revolving  Fund  evenly  over  periods  of  up  to  36  months 
after  the  contract  has  been  awarded.  The  costs  of  these  services,  including  those 
generated  before  the  contract  award,  are  charged  to  the  accounts  as  they  are 
incurred.  As  a  result  of  this  accounting  policy,  certain  revenues  are  deferred  in 
the  Fund's  accounts  and  are  not  necessarily  recognized  in  the  same  fiscal  period  as 
the  related  costs. 

As  a  result  of  this  policy,  deferred  revenue  at  March  31,  1978,  amounted  to 
$14.6  million  and  included  amounts  which  should  have  been  recorded  as  earned 
during  the  year.  The  extent  of  the  overstatement  of  deferred  acquisition  contract 
fee  revenue,  however,  and  the  corresponding  understatement  of  retained  earnings 
on  the  balance  sheet  has  not  been  determined  by  the  Fund. 

Because  of  this  failure  to  properly  match  revenues  and  related  costs  in  the 
same  fiscal  periods  my  report  to  the  Minister  of  Supply  and  Services  on  the  Fund's 
accounts  for  the  year  ended  March  31,  1978,  was  qualified  accordingly. 
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20.18  Statistics  Canada  Revolving  Fund  -  Doubtful  collectibility  of  a  receiv- 

able. The  Statistics  Canada  Revolving  Fund  was  established  to  finance  the  costs 
of  statistical  services  requested  by  government  departments,  agencies  and  others 
on  a  cost-recovery  basis.  In  1976  Statistics  Canada  agreed  to  provide  certain 
statistical  services  to  the  Department  of  National  Health  and  Welfare  in  1976-77 
at  an  estimated  cost  of  $308,000,  payable  in  advance.  The  project  was  not 
completed  until  1977-78  and  the  Department  has  refused  to  pay  for  additional 
costs  of  $92,000. 

The  Fund's  balance  sheet  includes  the  full  amount  of  the  account  receivable 
as  an  asset  with  no  provision  for  loss.  Because  of  the  uncertainty  of  collection, 
my  report  to  the  Minister  of  Industry,  Trade  and  Commerce  on  the  financial 
statements  of  the  Fund  for  the  year  ended  March  31,  1978,  was  qualified 
accordingly. 


20.19  Crown  corporations  and  other  entities  audited  by  the  Auditor  General. 

Volume  III  of  the  Public  Accounts  contains  the  financial  statements,  together  with 
auditor's  reports  thereon,  of  agency  and  proprietary  Crown  corporations  for  their 
fiscal  years  ended  during  the  year  ended  March  31,  1978.  Of  these,  I  have 
examined  and  reported  on  the  following: 

Atlantic  Pilotage  Authority 

Atomic  Energy  of  Canada  Limited 

Canada  Deposit  Insurance  Corporation 

Canadian  Arsenals  Limited 

Canadian  Broadcasting  Corporation 

Canadian  Commercial  Corporation 

Canadian  Dairy  Commission 

Canadian  Film  Development  Corporation 

Canadian  Livestock  Feed  Board 

Canadian  National  (West  Indies)  Steamships,  Limited 

Canadian  Patents  and  Development  Limited 

Canadian  Saltfish  Corporation 

Crown  Assets  Disposal  Corporation 

Defence  Construction  (1951)  Limited 

Eldorado  Aviation  Limited 

Eldorado  Nuclear  Limited 

Export  Development  Corporation 

Farm  Credit  Corporation 

Freshwater  Fish  Marketing  Corporation 

Great  Lakes  Pilotage  Authority,  Ltd. 

Laurentian  Pilotage  Authority 

Loto  Canada  Inc. 

National  Battlefields  Commission 

National  Capital  Commission 

National  Harbours  Board 

Northern  Canada  Power  Commission 

Northern  Transportation  Company  Limited 

Pacific  Pilotage  Authority 

Royal  Canadian  Mint 
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St.  Lawrence  Seaway  Authority 

Seaway  International  Bridge  Corporation,  Ltd. 

Teleglobe  Canada 

Uranium  Canada,  Limited 


20.20  As    mentioned    previously,    I    am    required    to    examine    and    report 

separately  on  a  number  of  other  entities  which  include  departmental  Crown 
corporations,  revolving  funds,  agencies,  boards,  special  accounts  and  corporations 
which  are  not  Crown  corporations.  Of  these,  financial  statements  for  fiscal  years 
ended  during  the  year  ended  March  31,  1978,  together  with  my  reports,  appear  in 
Volume  II  of  the  Public  Accounts  under  the  heading  of  their  related  department, 
for  the  following: 

AGRICULTURE 

Agricultural  Products  Board 
Agricultural  Stabilization  Board 
Agriculture  Revolving  Fund 
Canadian  Grain  Commission 
Race  Track  Supervision  Revolving  Fund 

COMMUNICATIONS 

Government  Telecommunications  Agency  Revolving  Fund 

EMPLOYMENT  AND  IMMIGRATION 

Government  Annuities  Account 
Unemployment  Insurance  Account 

ENVIRONMENT 

Fisheries  Prices  Support  Board 

EXTERNAL  AFFAIRS 

International  Development  Research  Centre 
Passport  Office  Revolving  Fund 

FINANCE 

Exchange  Fund  Account 

INDUSTRY,  TRADE  AND  COMMERCE 

Standards  Council  of  Canada 
Statistics  Canada  Revolving  Fund 
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NATIONAL  HEALTH  AND  WELFARE 

Canada  Pension  Plan  Account 
Canada  Pension  Plan  Investment  Fund 
Medical  Research  Council 

NATIONAL  REVENUE 

Customs  and  Excise  Revolving  Fund 

PRIVY  COUNCIL 

Board  of  Trustees  of  the  Queen  Elizabeth  II  Canadian  Fund  to  Aid 

in  Research  on  the  Diseases  of  Children 
Economic  Council  of  Canada 

SCIENCE  AND  TECHNOLOGY 

Science  Council  of  Canada 

SECRETARY  OF  STATE  OF  CANADA 

Canada  Council 

Canadian  Government  Photo  Centre  Revolving  Fund 
National  Arts  Centre  Corporation 
National  Film  Board 
National  Museums  of  Canada 

Public  Archives  Central  Microfilm  Unit  Revolving  Fund 
Public  Service  Commission  Staff  Development  and  Training  Revolving 
Fund 

SOLICITOR  GENERAL 

Royal  Canadian  Mounted  Police  (Dependants)  Pension  Fund 

SUPPLY  AND  SERVICES 

Defence  Production  Revolving  Fund 
Supply  Revolving  Fund 

TRANSPORT 

Airports  Revolving  Fund 


20.21  Other    entities    on    which    I    report    separately    include    territorial 

governments  and  organizations  related  thereto,  international  commissions,  em- 
ployee funds  and  corporations  whose  financial  statements  are  consolidated  with 
those  of  their  parent  Crown  corporations.  These  entities,  which  are  excluded 
from  the  Public  Accounts,  are  listed  below: 
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Army  Benevolent  Fund 

Canada  Army  Welfare  Fund 

Canadian  Broadcasting  Corporation  Pension  Board  of  Trustees 

Canadian  Forces  Personnel  Assistance  Fund 

Citizens'  Repatriation  League  Incorporated 

23rd  Commonwealth  Parliamentary  Conference 

Eldorado  Pension  Plan  (1959) 

Government  of  the  Northwest  Territories 

Government  of  the  Yukon  Territory 

Grimshaw  Trucking  and  Distributing  Ltd. 

International  Commission  for  the  Northwest  Atlantic  Fisheries 

International  Fisheries  Commissions  Pension  Society 

Northwest  Territories  Housing  Corporation 

Northwest  Territories  Liquor  Control  System 

Northwest  Territories  Workers'  Compensation  Board 

Parliamentary  Restaurant 

Pinawa  Hospital 

Post  Office  Guarantee  Fund 

R.C.A.F.  Benevolent  Fund 

R.C.M.P.  Benefit  Trust  Fund 

R.C.M.P.  Fine  Fund 

R.C.N.  Benevolent  Fund 

Yukon  Housing  Corporation 

Yukon  Liquor  Corporation 

Yukon  Workmen's  Compensation  Fund 
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OBSERVATIONS  REPORTED  UNDER  SECTION  7 
OF  THE  AUDITOR  GENERAL  ACT 


21.1  Introduction.   This  Chapter  of  the  Report  contains  observations  dis- 

closed during  our  examinations  that  are  reported  in  accordance  with  Section  7  of 
the  Auditor  General  Act  but  have  not  been  included  elsewhere  in  the  Report. 


21.2  Loss  through  fraud.   A  Canadian  Broadcasting  Corporation  employee, 

supervisor  of  a  regional  travel  department,  misappropriated  $87,500  in  more  than 
200  separate  transactions  from  April  1971  to  February  1977. 

The  employee,  by  virtue  of  his  position,  received  Corporation  cheques  issued 
for  travel  advances  which  were  returned  to  the  travel  department  by  the 
recipients  whose  trips  were  cancelled  and  he  also  had  access  to  duplicate  cheques 
issued  for  emergency  travel.  The  employee  converted  these  cheques  to  his  own 
use  and  initiated  accounting  entries  to  charge  the  amounts  to  expense  and  remove 
them  as  accountable  items.  The  fact  that  he  could  intercept  unused  advance 
cheques,  obtain  emergency  advance  cheques  and  initiate  journal  entries  writing 
off  the  advance  contributed  to  the  fraud.  The  Corporation  has  since  issued 
procedures  in  that  location  to  strengthen  existing  controls.  The  employee  was  not 
covered  by  the  Corporation's  blanket  fidelity  bond  because  of  a  criminal  record 
arising  from  a  previous  embezzlement. 

On  November  22,  1977,  the  employee  was  sentenced  to  three  years  in 
penitentiary  for  fraud.  The  Corporation  has  obtained  an  order  of  restitution  from 
the  courts  in  an  attempt  to  recover  all  or  part  of  the  embezzled  funds  and  has 
demanded  reimbursement  from  the  bank  for  the  total  amount  of  the  loss  for  which 
it  is  holding  the  bank  responsible. 


21.3  Improper  charges  to  a  1977-78  appropriation.  In     February     1978    the 

Canadian  International  Development  Agency  issued  a  purchase  requisition  to  the 
Canadian  Wheat  Board  for  approximately  100,000  metric  tonnes  of  wheat  at  a  cost 
not  exceeding  $12  million  as  supplementary  food  aid  to  a  developing  country. 

Under  an  arrangement  between  the  Agency  and  the  Department  of  Supply 
and  Services,  Winnipeg,  the  Department  pays  the  invoice  value  to  the  Board  when 
a  ship  is  being  loaded  at  a  port  and  then  is  reimbursed  by  the  Agency.  On  March 
14  and  21,  the  Department  issued  cheques  totalling  $12  million  to  the  Board.  Of 
this  amount  $2.4  million  involved  a  Board  invoice  covering  19,000  metric  tonnes  of 
wheat  already  loaded.    The  balance  of  $9.6  million  was  for  provisional  commercial 
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invoices  issued  by  the  Board  on  March  29,  1978,  covering  73,000  metric  tonnes  of 
wheat.  The  invoices  stated  that  the  wheat  had  already  been  loaded,  although 
actual  loading  dates  for  34,000  metric  tonnes  was  April  27  and  for  39,000  metric 
tonnes,  May  6,  1978.  Delays  in  the  loading  of  other  vessels  had  made  it  impossible 
for  the  Board  to  deliver  sufficient  grain  to  the  docks  before  the  year -end  to  meet 
its  commitment  to  the  Agency. 

As  these  shipments  were  not  made  until  after  March  31,  1978,  the 
expenditure  is  not  a  proper  charge  to  the  1977-78  appropriations  of  the  Canadian 
International  Development  Agency. 


21.4  Unnecessary  costs  resulting  from  project  approval  based  on  inadequate 

information.  Under  a  federal-provincial  agreement  covering  flood  control  mea- 
sures in  the  Fraser  River  Valley,  British  Columbia  entered  into  a  contract  in 
March  1975  for  the  reconstruction  of  dykes  on  the  Fraser  River,  including  a  new 
section  of  dyke  that  would  protect  approximately  200  acres  of  marshland  on  an 
Indian  reservation  and  land  adjacent  to  it.  Costs  of  the  work  were  to  be  shared 
equally  between  Canada  and  the  Province. 

In  June  1975  the  Minister  of  Environment,  who  represents  Canada  in  the 
administration  of  the  agreement,  requested  that  work  on  the  new  section  be 
halted  temporarily  to  investigate  the  environmental  impact.  This  portion  of  the 
contract  was  terminated  subsequently  on  the  advice  of  the  Fisheries  and  Marine 
Service  of  the  Department  on  the  basis  that  this  land  constitutes  a  valuable  salt- 
water marsh.  The  Province  paid  the  contractor  $568,000  for  work  already 
completed  on  this  section. 

British  Columbia  refused  to  share  half  of  the  cost  of  the  terminated  work 
since  the  project  had  been  approved  by  various  agencies,  including  the  Fisheries 
and  Marine  Service,  before  the  contract  was  awarded.  The  Federal  Government 
reimbursed  the  Province  for  half  of  the  cost  in  1976-77  and  the  balance  in  1977- 
78.  Approval  of  the  project  was  given  by  the  Fisheries  and  Marine  Service  without 
considering  the  findings  of  a  study  relating  to  the  impact  of  the  proposed 
expansion  of  the  nearby  Vancouver  International  Airport  on  fisheries  resources, 
which  was  being  done  as  a  part  of  the  overall  environmental  impact  assessment  of 
the  proposed  airport  expansion.  Fisheries  and  Marine  Service  participated  in  the 
study  which  identified  the  adverse  effect  that  a  consequent  reduction  of 
marshland  would  have  on  the  production  of  food  organisms  for  salmon.  The  report 
of  the  study  was  dated  shortly  before  the  construction  of  the  new  dyke  was 
started. 

Because  the  project  was  approved  on  the  basis  of  inadequate  information, 
the  Department  incurred  unnecessary  costs  of  $568,000.  In  addition,  the  Indian 
Band  is  demanding  compensation  from  the  Department  as  a  result  of  its  action  in 
requesting  termination  of  construction. 
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21.5  Inadequate  accounting  and  control  procedures  for  the  Indian  Economic 

Development  Fund.  The  Indian  Economic  Development  Fund  provides  advisory 
services,  grants,  contributions,  loan  guarantees  and  direct  loans  to  create  business 
and  employment  opportunities  for  Indians.  Our  evaluation  of  accounting 
procedures,  controls  and  monitoring  for  the  operations  of  the  Fund  confirmed  the 
conclusions  already  reached  by  the  Department  of  Indian  Affairs  and  Northern 
Development  that  there  are  serious  weaknesses  in  the  administration  of  the  Fund, 
including  the  following: 

the  role  of  the  Fund  and  policies  for  its  use  are  poorly  defined; 

review  and  approval  procedures  for  projects  are  inadequate; 

timely  and  effective  project  monitoring  is  lacking; 

basic  information  and  financial  controls  are  not  maintained  over  the 
accounting  for  loans;  and 

satisfactory  control  procedures  and  policies  relating  to  loan  collateral 
requirements,  recovery  action  and  loan  collection  have  not  been 
established. 

Despite  these  weaknesses  in  the  administration  of  the  Fund,  funding  continued  for 
many  projects  that  were  not  viable,  resulting  in  uneconomic  use  of  public  funds. 

The  loan  system  has  recently  been  computerized  to  eliminate  accounting 
weaknesses  and  to  provide  basic  financial  and  management  information.  Our 
review  indicates  that  the  new  system  does  not  contain  reliable  financial  and 
management  information  owing  to  inadequate  procedures  in  the  conversion  from  a 
manual  to  a  computerized  system  and  the  lack  of  sound  processing  controls.  For 
this  reason  we  could  not  determine  the  accuracy  of  the  amount  of  $52  million 
recorded  as  the  balance  of  loans  from  the  Fund  at  March  31,  1978,  or  whether  an 
adjustment  of  $1.2  million  was  proper.  The  adjustment  transferred  to  revenue  the 
interest  that  was  formerly  used  incorrectly  to  reduce  the  principal  of  loans. 

As  part  of  a  three-year  stabilization  program  started  in  1977-78,  the 
Treasury  Board  approved  $26  million  to  liquidate  defunct  projects,  restructure 
improperly  capitalized  projects,  and  support  projects  which  will  continue  to 
operate.  Supplementary  Estimates  (A),  Appropriation  Act  No.  3  1977-78,  1977-78, 
c.  2,  provided  funds  for  reducing  or  deleting  the  outstanding  principal  of  Indian 
Economic  Development  Fund  direct  loans.  The  Department  used  $4  million  of  the 
amount  provided  for  deleting  those  loans  in  excess  of  $5,000,  without  obtaining 
parliamentary  authority  as  required  by  Section  18  of  the  Financial  Administration 
Act. 

The  Public  Accounts  disclosure  of  the  Development  Fund  is  inadequate  since 
it  does  not  refer  to  the  reduction  and  deletion  of  accounts  totalling  $4  million, 
proposed  similar  adjustments  in  the  following  two  years,  and  the  questionable 
collectibility  of  large  amounts  of  arrears  of  instalments  and  interest  on  the  loans. 
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21.6  Lack  of  authority  for  compensation  payments.   In      March      1978     the 

Department  of  Indian  Affairs  and  Northern  Development  made  payments  totalling 
$1.7  million  on  behalf  of  the  Naskapi  Indians  for  claims  arising  from  the  James 
Bay  Development  Project.  The  payments,  representing  $1.3  million  as  cash 
compensation  including  interest  and  $350,000  as  reimbursement  of  negotiation 
expenses  incurred,  were  made  under  the  Northeastern  Quebec  Agreement.  The 
payments  were  not  legally  made  as  the  Agreement  did  not  come  into  effect  until 
April  1978. 

Section  4-  of  the  James  Bay  and  Northern  Quebec  Native  Claims  Settlement 
Act,  1976-77,  c.  32,  makes  provision  for  the  Governor  in  Council  to  approve  by 
Order  an  agreement  with  the  Naskapi  Indians  covering  native  claims,  rights,  titles 
and  interests.  Section  5  of  the  Act  stipulates  that  the  agreement  comes  into 
effect  on  the  thirtieth  sitting  day  after  it  has  been  laid  before  Parliament  unless  a 
motion  to  revoke  the  Order  is  presented  to  the  Speaker  of  the  House  of  Commons 
or  the  Senate.  Since  the  Order  was  tabled  in  the  House  on  March  2,  1978,  and  in 
the  Senate  on  March  7,  1978,  it  would  have  come  into  effect  automatically  on  the 
thirtieth  sitting  day,  April  27,  1978,  if  not  revoked.  In  fact,  a  motion  in  the 
Senate  to  revoke  was  defeated  on  April  14,  1978,  which  brought  the  Order  into 
effect  on  that  date  in  accordance  with  the  provisions  of  the  Act.  In  any  case,  the 
payments  were  made  in  the  latter  part  of  March  before  the  Agreement  came  into 
effect  and,  therefore,  they  were  made  without  authority.  The  date  of  payment 
also  preceded  the  last  day  for  payment  provided  in  the  Agreement  which 
stipulated  that  the  payments  were  to  be  made  within  two  months  of  the  approval 
of  the  Agreement,  an  effective  date  of  April  7,  1978,  following  approval  by  the 
Minister  on  February  7,  1978. 


21.7  Unbilled  revenue.  The  Department  of  Public  Works  administers  a 
number  of  commercial  leases,  including  those  for  tenants  located  in  expropriated 
buildings  in  Ottawa.  Many  contain  escalation  clauses  requiring  the  tenant  to  pay  a 
proportionate  share  of  increases  in  the  cost  of  operating  and  maintaining  the 
buildings  throughout  the  term  of  the  lease. 

Our  audit  disclosed  that  the  Department  had  not  billed  tenants  subject  to 
escalation  for  cost  increases  in  1975,  1976  and  1977.  Although  the  Department 
subsequently  billed  $267,000  for  1976  and  1977,  it  was  unable  to  bill  tenants  for 
their  share  of  cost  increases  for  1975  since  it  did  not  obtain  proper  operating  and 
maintenance  data  for  certain  buildings  at  the  time  of  expropriation. 

21.8  Questionable  aspects  of  investment  in  jointly-owned  and  controlled 
company.  The  terms  of  a  1972  agreement  between  Canada,  as  represented  by  the 
Minister  of  Regional  Economic  Expansion,  and  the  Province  of  Nova  Scotia,  as 
represented  by  the  Minister  of  Development,  provided  for  the  joint  ownership  of  a 
company  to  carry  on  business  investment  operations  in  Nova  Scotia  and  agreed 
that  both  governments  would  invest  a  total  of  $20  million  in  Mainland  Investments 
Limited  (previously  called  Metropolitan  Area  Growth  Investments  Limited). 
During  the  year  ended  March  31,  1973,  Canada  paid  its  full  contribution  of  $5 
million  and  advanced  at  that  time  a  further  $5  million  to  the  Province  to  enable 
Nova  Scotia  to  make  its  initial  investment.     The  Province  undertook  to  pay  the 
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remaining  $10  million  of  its  subscription  in  quarterly  instalments  of  $500,000 
each,  with  the  final  payment  on  January  1,  1978. 

Although  the  Company  was  incorporated  in  March  1973,  it  did  not  become 
operational  until  late  in  1975  with  the  President  being  appointed  on  September  10 
of  that  year.  To  March  31,  1976,  more  than  three  years  after  the  Federal 
Government  had  made  its  contribution,  the  Company  had  not  made  any 
investments  to  stimulate  the  employment  of  people  and  resources  in  Nova  Scotia, 
as  it  was  incorporated  to  do  and  in  fact  at  that  time  had  $16  million  invested  in 
securities  of  a  short-term  nature. 

The  Province  had  paid  eight  of  the  20  instalments  the  agreement  called  for 
at  March  31,  1978.  While  acknowledging  its  outstanding  commitment  for  $6 
million,  it  decided  to  defer  payment  of  the  remaining  12  instalments  since  the 
Company  was  not  in  need  of  additional  funding  as  it  still  had  $10  million  invested 
in  short-term  securities.  The  Province  has  sought  the  Department  of  Regional 
Economic  Expansion's  agreement  to  an  amendment  which  would  confirm  the 
deferment.   An  amendment  has  not  yet  been  finalized. 

The  most  significant  asset  of  the  Company  at  March  31,  1978,  apart  from 
the  short-term  investments,  was  a  first  mortgage  loan  with  a  recorded  value  of  $4 
million,  secured  by  a  cruise  ship  and  equivalent  to  its  appraised  value.  The 
mortgager  had  defaulted  on  his  obligations  and  the  Company  took  possession  of 
the  vessel.  This  has  resulted  in  legal  action  against  the  Company  by  the 
promoters  of  the  project.  The  Company  believes  that  it  has  good  defence  to  the 
action  and  valid  legal  grounds  for  its  counter-claims  against  the  applicants.  Since 
it  is  not  possible  to  determine  the  realizable  value  of  the  first  mortgage  loan  or 
the  outcome  of  the  litigation,  the  auditors'  report  on  the  financial  statements  for 
the  year  ended  March  31,  1978,  was  qualified  accordingly.  The  notes  to  the 
financial  statements  disclosed  that  unspecified  additional  costs  relating  to  the 
vessel  would  be  incurred  until  the  vessel  is  sold  and  also  at  the  time  of  sale. 

The  annual  report  of  the  Directors  of  the  Company  addressed  to  the 
appropriate  Ministers  recommended  that  the  Company  be  wound  up  since  they  felt 
its  performance  had  left  much  to  be  desired  and  they  questioned  the  need  for  that 
particular  type  of  organization  and  its  potential  viability.  This  resulted  in 
suspension  of  the  Company's  operations  for  a  period  during  which  its  role  will  be 
evaluated. 

In  view  of  these  questionable  aspects,  the  status  of  Canada's  investment  of 
$5  million  in  the  Company  is  uncertain. 


21.9  Unproductive  expenditure  in  developing  and  producing  a  new  coin. 

Since  the  cost  of  producing  the  one-cent  coin  had  risen  above  its  face  value,  the 
Royal  Canadian  Mint  undertook  in  1976  to  develop  a  new  one  which  would  cost 
less.  The  Mint  subsequently  made  a  recommendation,  which  the  Government 
approved  in  August  1977,  to  introduce  a  smaller  one-cent  coin  effective  January 
1,  1978. 
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A  number  of  private  and  publicly  operated  businesses  protested  the  decision. 
They  argued  that  it  would  cost  substantial  amounts  to  change  coin-selector 
equipment  and  token-operated  devices  and  also  that  there  was  not  time  enough  to 
make  these  mechanical  changes  in  an  orderly  fashion.  As  a  result,  on  the  Mint's 
advice,  the  Government  reversed  its  decision  in  December  1977,  and  cancelled  the 
new  coin  issue. 

In  preparation  for  the  issue,  the  Mint  had  accumulated  inventories  and 
incurred  development  and  production  expenses.  As  a  result  of  the  cancellation, 
these  expenses  were  written  off  and  the  inventories  were  reworked  at  a  total  cost 
of  $230,000. 


21.10  Provision  of  meals  to  employees  without  charge.   Since    January    1935 

the  Canadian  Penitentiary  Service,  under  the  authority  of  a  Commissioner's 
directive  dated  December  18,  1934,  has  provided  without  charge  a  duty  meal  to 
penitentiary  officers  required  to  remain  within  the  institution  over  the  noon  hour. 
However,  in  recent  years  we  understand  that  these  officers  have  been  allowed  to 
leave  the  institution  at  lunch  time  unless  specifically  designated  to  remain  on  duty 
then.  We  have  found  no  evidence  that  the  directive  was  either  amended  or 
rescinded.  Based  on  information  provided  by  the  Department  for  1977-78,  a  total 
of  1,077,000  noon  meals  were  provided  without  charge  by  institutions  to 
correctional  and  living  unit  officers  on  duty  over  the  noon  meal  period  and  to 
other  penitentiary  staff. 

In  October  1974  the  Department  sought  advice  from  the  Department  of 
National  Revenue  as  to  whether  noon  meals  provided  free  to  certain  employees 
should  be  considered  as  a  benefit  for  the  purposes  of  the  Income  Tax  Act.  The 
Department  of  National  Revenue  replied  in  January  1975  that  free  noon  meals  are 
a  benefit  to  be  included  in  income  but  that  there  would  be  no  taxable  benefit  if 
the  employees  were  required  to  pay  for  the  meals  at  a  price  equal  to  the  direct 
cost  of  the  food.  The  Canadian  Penitentiary  Service  informs  us  that  a  decision 
has  not  been  taken  on  this  matter.  As  a  consequence,  it  is  not  reporting  any 
taxable  benefit  for  meals  provided  to  employees  without  charge,  which  cost  an 
estimated  $1.6  million  in  1977-78. 

The  Department  is  currently  reviewing  its  institutional  policy  on  duty  and 
non-duty  meals  and  its  impact  on  the  question  of  taxable  benefits. 


21.11  Misuse  of  working  capital  advances.  Solicitor      General      Vote      L16b 

Appropriation  Act  No.  2,  1973,  1973-74,  c.  4,  authorized  the  establishment  of  an 
Operational  Stores  Working  Capital  Advance  by  the  Canadian  Penitentiary  Service  to 
finance  the  acquisition  of  operational  stores.  The  amount  outstanding  at  any  time 
is  not  to  exceed  $5  million.  The  Service  also  operates  a  revolving  fund,  authorized 
by  Justice  Vote  543,  Appropriation  Act  No.  3,  1953,  1952-53,  c.  54,  to  finance  the 
operation  of  canteens  in  Federal  Penitentiaries.  The  amount  outstanding  at  any 
time  is  not  to  exceed  $255,000.  The  Department's  Financial  Manual  says  that  the 
Operational  Stores  Account  is  not  to  be  used  to  finance  canteen  purchases. 
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During  the  year  ended  March  31,  1978,  the  Operational  Stores  Account  was 
improperly  used  to  finance  the  acquisition  of  canteen  supplies.  It  was  charged 
with  purchases  costing  $642,000  and  credited  with  $639,000  for  supplies 
transferred  to  the  Canteen  Account.  The  balance  of  the  Operational  Stores 
Account  at  the  year-end  was  $4,952,000,  including  $49,000  for  inventories  of 
canteen  supplies. 

Canteen  supplies  charged  to  the  Canteen  Account  during  the  year  amounted 
to  $1,950,000,  including  the  $639,000  transferred  from  the  Operational  Stores 
Account.  The  balance  of  the  Account  at  the  year-end  was  $229,000  excluding  the 
canteen  supplies  inventories  of  $49,000  in  the  Operational  Stores  Account.  Had 
these  inventories  been  charged  to  the  Canteen  Account,  its  balance  at  the  year- 
end  would  have  been  $278,000,  or  $23,000  over  the  authorized  limit.  For  nine 
months  of  the  year  the  Canteen  Account's  authorized  limit  had  been  exceeded  by 
amounts  ranging  from  $21,000  to  $158,000  without  taking  into  consideration  any 
inventories  of  canteen  supplies  being  financed  through  the  Operational  Stores 
Account. 

The  Department  informs  us  that  it  is  requesting  a  Treasury  Board  approval 
to  include  an  item  in  Supplementary  Estimates  increasing  the  authorized  limit  of 
the  Canteen  Revolving  Fund. 
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22 
OBSERVATIONS  ON  MATTERS  DEALT  WITH  IN  PREVIOUS  YEARS'  REPORTS 


22.1  Introduction.  The  Audit  Office  encourages  government  departments, 

agencies  and  Crown  corporations  to  take  prompt  remedial  actions  on  deficiencies 
and  irregularities  disclosed  by  our  examinations.  For  this  purpose  we  maintain 
constant  liaison  with  the  officials  concerned  and  monitor  their  progress  in 
implementing  corrective  action.  Where  appropriate  action  has  not  been  taken  on 
matters  arising  from  our  audits  and  disclosed  in  previous  Reports,  we  advise  the 
House  of  Commons  in  this  Chapter  of  the  Report  together  with  the  reasons  given 
by  the  officials  concerned. 


22.2  Reports  of  the  Treasury  Board  Secretariat  and  the  Comptroller  General 

of  Canada.  My  1977  Report  (paragraph  18.2)  stated  that  the  Secretary  of  the 
Treasury  Board  had  advised  the  Chairman  of  the  Standing  Committee  on  Public 
Accounts  of  the  actions  reported  by  departments  and  Crown  corporations  on  all 
except  15  of  the  matters  raised  in  Parts  6  to  19  of  my  1976  Report.  On  July  11, 
1978,  the  Comptroller  General  of  Canada  advised  the  Chairman  of  the  Committee 
on  the  action  taken  on  10  of  the  outstanding  items  and  stated  that  he  was  actively 
pursuing  the  remaining  five: 

Paragraph  Number  Title 

9.6  Office  accommodation  -  System  of  accounting  for 

costs  of  accommodation. 

13.12  Grants    and    contributions    -    External    Affairs    - 

Parliamentary  control  over  assessed  contributions. 

16.11  Company   of   Young   Canadians   -  Severance   pay- 

ments to  volunteer  members. 

18.5  Land  rental  paid  under  long-term  lease  for  property 

not  being  occupied. 

19.6  Income  tax  owing  by  non-residents. 

The  Comptroller  General's  letter  is  reproduced  in  Appendix  Fto  this  Report. 


22.3  On  June  30,  1978,  the  Comptroller  General  advised  the  Chairman  of 

the  Standing  Committee  on  Public  Accounts  of  the  action  reported  to  the 
Treasury  Board  Secretariat  as  having  been  taken  by  departments  and  Crown 
corporations  on  matters  raised  in  Parts  10  to  17  of  my  1977  Report.  This  letter  is 
included  in  Appendix  F  to  this  Report.  Action  has  yet  to  be  reported  on  the 
following  matters: 


563 


Other  Audit  Observations 


Paragraph  Number  Title 

10.21  Use    of    statistical    data    in    determining    certain 

government  expenditure. 

Travel  and  relocation  expenses  in  Crown  corpora- 
tions: 

11.6  -  Travel  advances 

11.7  -  Transportation  expenses 

11.8  -  Accommodation  and  living  expenses 

11.9  -  Expenses  related  to  extended  travel 

11.10  -  Relocation  expenses 

11.11  -  Internal  financial  controls 


11.19  Central  Travel  Service  -  Billing  systems  and  pro- 

cedures. 

Grants  and  contributions: 

12.13  -     Disclosure    in    the    Estimates    and    Public 

Accounts 

12.14  -     Grant  to  one  research  institute 


14.4  Loans  likely  to  require  parliamentary  approval  for 

write  off. 

14.9  Valuation  of  pension  accounts. 

15.17  Supply  Revolving  Fund  -  Revenue  not  recorded. 

15.19  Failure  to  accrue  employee  termination  benefits. 

16.5  Payment  improperly  charged  to  a  1976-77  appro- 
priation. 

16.8  Improper  payment  under  an  incentive  agreement. 


22.*  These  reports  to  the  Standing  Committee  on  Public  Accounts  from  the 

Treasury  Board  Secretariat  and  the  Comptroller  General  of  Canada  greatly  assist 
the  Committee  and  my  Office  in  following  up  and  monitoring  action  the 
Government  has  taken  on  matters  raised  in  my  Reports. 
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Oil  Import  Compensation  Program 

22.5  Introduction.   In  1974,  at  the  request  of  the  Governor  in  Council,  we 

undertook  a  continuing  inquiry  into  the  administration  of  expenditures  of  the  Oil 
Import  Compensation  Program  under  Section  62  of  the  Financial  Administration 
Act. 

The  program  was  administered  by  the  Department  of  Energy,  Mines  and 
Resources  until  October  31,  1974, and  thereafter  by  the  Energy  Supplies  Allocation 
Board  which  reports  to  the  Minister  of  Energy,  Mines  and  Resources. 

Under  the  Program,  importers  of  crude  oil  and  petroleum  products  are 
compensated  so  as  to  cushion  the  Canadian  economy  from  the  impact  of  the  large 
and  rapid  increases  in  the  price  of  imported  crude  oil  used  in  Canada. 

A  summary  of  appropriations  and  expenditures  for  the  five  years  to  March 
31,  1978  are  as  follows: 

Fiscal  year  Appropriation  Expenditures 

(000)  (000) 

1973-74  $      240,000  $      [57,000 

1974-75  1,165,000  1,162,000 

1975-76  1,685,000  1,582,000 

1976-77  1,410,000  945,000 

1977-78  925,000  925,000 


$  5,425,000  $  4,771,000 


For  the  year  ended  March  31,  1978,  the  total  volume  of  imported  foreign 
crude  oil  decreased  by  14%  to  approximately  196  million  barrels.  The  basic  rate 
of  compensation  per  barrel  decreased  by  24%  from  $3.90  to  $2.95  assuming  that 
the  U.S.  and  Canadian  dollars  are  at  par.  As  oil  imports  are  paid  for  in  U.S.  dollars 
the  rate  of  compensation  is  adjusted  to  reflect  the  exchange  value  of  the 
Canadian  dollar  vis-a-vis  the  U.S.  dollar  each  time  a  claim  for  compensation  is 
paid.  As  a  result  the  decreases  in  volumes  compensated  and  in  the  basic  rate  of 
compensation  were  almost  offset  by  the  increase  in  exchange  rate  adjustments  of 
approximately  $1.25  per  barrel  so  that  there  was  little  change  in  total 
expenditures  over  the  previous  year. 

In  my  last  Report  it  was  noted  that  all  compensation  payments  for  cargoes 
loaded  before  3uly  1,  1975, were  on  a  provisional  basis  until  the  effect  of  the  host 
government  participation  on  the  November  30,  1973,  base-date  costs  had  been 
assessed.  As  a  result  Program  staff  had  to  conduct  studies  to  ensure  that 
claimants'  costs  had  been  adjusted  to  include  retroactive  host  government 
participation  costs,  i.e.,  those  costs  determined  to  have  been  paid  to  the 
governments  of  producing  countries  for  their  participation  in  the  ownership  of  the 
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oil  producing  companies.  These  studies  were  completed  during  the  year  ended 
March  31,  1978,  and  the  process  of  finalizing  the  relevant  provisional  claims  has 
commenced  and  is  expected  to  be  completed  during  the  1978-79  fiscal  year. 

The  following  significant  items  have  come  to  our  attention  during  the  course 
of  our  examination. 


22.6  Special  freight  compensation  for  cargoes  lightened  in  the  Caribbean  en 

route  to  Canada.  In  my  previous  Report  it  was  noted  that  $3.8  million  of 
excessive  freight  compensation  paid  to  oil  importers  on  cargoes  transshipped  in  the 
Caribbean  remained  to  be  recovered.  Since  then  a  recovery  of  $1.6  million  has 
been  made  from  one  oil  importer.  This  importer  has  initiated  legal  action  against 
the  Energy  Supplies  Allocation  Board  for  the  return  of  the  $1.6  million. 

The   Board   has   decided   to  delay  recovery  of  the  remaining  $2.2  million 
pending  the  outcome  of  the  above-mentioned  action. 


22.7  Legal  action  for  the  reversal  of  a  Board  decision.   Bunker  fuel  oil  sold 

by  oil  importers  for  use  by  foreign  registered  flag  vessels  involved  in  the  coasting 
trade  of  Canada  was  originally  classified  as  "Exports"  and  therefore  was  to  be 
deducted  from  compensatory  crude.  On  March  12,  1975,  the  Petroleum  Import 
Cost  Compensation  Regulations  were  amended  so  as  to  reclassify  this  bunker  fuel 
oil  as  "Non-exports"  and  therefore  no  longer  deductible  from  compensatory  crude. 
Prior  to  the  above  amendment,  an  oil  importer  had  failed  to  deduct  such  bunker 
fuel  oil  in  its  compensation  payment  calculations.  The  Board  therefore  deducted 
the  sum  of  $2,005,013  from  the  claims  submitted  to  correct  for  this  omission. 

The  importer  applied  to  the  Board  to  have  the  amended  Regulation  applied 
retroactively  to  the  commencement  of  the  import  compensation  program.  The 
Board  denied  this  request  and  as  a  result,  the  importer  has  initiated  legal  action  in 
the  Federal  Court  of  Canada  for  the  review  and  reversal  of  this  Board  decision. 


22.8  Authorization  of  interest  payments.  Host    governments    charged 

interest  on  the  retroactive  aspects  of  their  participation  in  the  ownership  of  the 
oil  producing  companies  who  in  turn  may  have  passed  it  on  to  Canadian  oil 
importers.  During  1977-78  two  importers  included  approximately  $3.1  million  of 
such  interest  in  their  compensation  claim  calculations  which  were  subsequently 
paid  by  the  Energy  Supplies  Allocation  Board.  We  were  unable  to  obtain  adequate 
documentation  to  support  the  authority  to  pay  such  interest. 


22.9  Audit  scope.   The  Energy  Supplies  Allocation  Board,  by  virtue  of  its 

policy  and  Program  regulations,  has  recognized  the  need  to  have  audits  made  of 
all  claims  submitted  for  compensation.  Accordingly  the  Board  has  engaged 
independent  auditors,  generally  the  claimant  company  shareholders'  auditor,  to 


566 


Other  Audit  Observations 


conduct  specific  examinations  on  the  authenticity  of  claims  and  on  the  validity  of 
supporting  information.  To  a  much  lesser  extent  the  Board  conducts  its  own 
audits  of  claims  of  certain  importers. 

We  have  examined  all  such  external  auditors'  reports  received  by  the  Energy 
Supplies  Allocation  Board  up  to  June  19,  1978.  Still  to  be  reported  on  by  the 
independent  auditors  are  claims  totalling  $1,447  million  as  per  the  following 
schedule. 

Total  Value  Percentage 

Year  of  Claims  not  Audited 

1975-76  $     109  million  7% 

1976-77  413        "  44% 

1977-78  925        "  100% 


$  1,447  million 

In  addition,  no  audits  have  been  performed  on  those  companies  audited  by 
the  Energy  Supplies  Allocation  Board  staff  since  April  1977. 

In  our  opinion,  subject  to  the  audit  of  the  compensation  payments  referred 
to  in  the  preceding  paragraphs  disclosing  no  significant  discrepancies,  and  subject 
to  the  matters  referred  to  above  in  connection  with: 

special  freight  compensation  for  cargoes  lightened  in  the  Caribbean  en 
route  to  Canada, 

legal  action  for  the  reversal  of  a  Board  decision,  and 

authorization  of  interest  payment, 

payments  in  the  fiscal  year  ended  March  31,  1978,  have  been  properly  processed 
and  are  in  conformity  with  applicable  legislation,  regulations  and  guidelines. 


22.10  Audit  of  price  restraint.   Since  commencement  of  the  Oil  Import  Com- 

pensation Program  on  January  1,  1974,  eligible  importers  of  foreign  crude  have 
been  required  to  maintain  prices  of  products  derived  from  crude  at  those  levels 
existing  at  the  end  of  1973  except  for  those  increases  in  selling  prices  authorized 
by  the  Minister  from  time  to  time  which  resulted  from  rising  non-crude  costs  and 
from  the  decrease  in  the  rate  of  compensation  that  followed  the  allowed  increases 
in  western  Canadian  crude  oil  prices. 

The  Energy  Supplies  Allocation  Board  has  been  monitoring  the  price 
behaviour  of  the  oil  companies.  In  addition  to  our  work  in  the  initial  collection 
and  examination  of  data  at  the  oil  companies,  we  have  audited  the  data  collected 
by  the  Board  from  September  1974  to  March  31,  1978,  and  are  satisfied  that  price 
levels  during  this  period  did  not  exceed  price  levels  prevailing  in  January  1974 
adjusted  for  allowable  cost  increases. 


567 


Other  Audit  Observations 


Oil  companies  have  been  subject  to  Anti-Inflation  Board  price  and  profit 
guidelines  since  October  14,  1975.  The  Energy  Supplies  Allocation  Board  has 
supervised  the  monitoring  of  the  oil  industry's  compliance  with  these  guidelines  on 
behalf  of  the  Anti-Inflation  Board. 

*   *   *   * 

22.11  Land  rental  paid  under  long-term  lease  for  property  not  being  occupied. 

Previous  Reports  (paragraph  18.4  in  1977)  described  the  circumstances  under 
which  the  Department  of  the  Environment  entered  into  a  71-year  lease  in  1974  for 
a  55-acre  tract  of  land  in  Greater  Vancouver  as  the  site  for  the  Pacific 
Environment  Centre.  Construction  was  deferred  because  of  budgetary  restraints. 
In  May  1976  the  land  was  declared  to  be  in  excess  of  Crown  requirements  and 
negotiations  began  with  the  owner  concerning  acceptable  alternative  uses. 

An  alternative  use  has  not  yet  been  found  and  the  Department  continues  to 
pay  an  annual  rental  of  $241,400.  Additionally,  during  the  year  the  Department 
paid  $112,000  in  municipal  taxes  for  the  years  1975  to  1977. 


22.12  Weaknesses  in  the  administration  of  the  Fisheries  Prices  Support  Board. 

Previous  Reports  (paragraph  18.6  in  1977)  referred  to  various  weaknesses  in  the 
administration  of  the  Fisheries  Prices  Support  Board.  To  overcome  these 
weaknesses,  the  Board  stated  that  it  was  preparing  procedures  on  purchases  and 
deficiency  payments  to  be  implemented  in  1977-78  and  that  it  was  arranging  for 
an  audit  of  producers'  records  to  validate  claims. 

Many  of  the  weaknesses  have  since  been  corrected.  However,  the  Board  did 
not  meet  its  objective  of  implementing  detailed  procedures  in  1977-78  for 
establishing  prices  at  which  sales  and  purchases  were  to  be  made  and  the  rate  at 
which  deficiency  payments  were  to  take  effect.  As  a  consequence,  there  was  no 
evidence  that  the  prices  at  which  the  Board's  transactions  took  place  were  set  in 
accordance  with  a  stated  Board  policy.  At  the  time  of  our  audit  a  preliminary 
draft  of  these  procedures  had  been  prepared  but  not  yet  presented  to  the  Board. 

Similarly,  because  of  the  lack  of  approved  procedures,  we  were  unable  to 
satisfy  ourselves  regarding  the  selection  of  suppliers.  Although  no  evidence  of 
questionable  payments  was  found,  significant  purchases  were  made  from  suppliers 
with  which  two  Board  members  were  associated.  Draft  conflict-of-interest 
guidelines  have  been  prepared  but  not  yet  approved  by  the  Board. 

We  reported  in  our  1976  and  1977  Reports  that  audits  of  producers'  records 
to  validate  their  deficiency  payment  claims  had  not  been  undertaken.  Since  then 
three  audits  were  completed  in  the  year  ended  March  31,  1978.  One  indicated 
that  claims  of  $81,000  were  fairly  presented;  another  disclosed  that  claims 
aggregating  $400,000  were  overstated  by  $40,000;  the  third  concluded  that  an 
opinion  could  not  be  expressed  on  the  $420,000  amount  claimed.  The  overstated 
amount  has  been  recovered  and  we  are  advised  that  action  has  been  taken  to 
correct  the  deficiencies  identified  in  the  third  audit  report. 
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22.13  Inadequate  accounting  and  control  procedures  in  the  Indian  Arts  and 

Crafts  Central  Marketing  Service  Revolving  Fund.  My  1977  Report  (paragraph 
18.7)  drew  attention  to  continuing  major  deficiencies  in  the  accounting  and 
control  procedures  for  the  Indian  Arts  and  Crafts  Central  Marketing  Service 
Revolving  Fund,  even  though  the  Department  of  Indian  Affairs  and  Northern 
Development  had  entered  into  an  agreement  with  an  outside  company  to 
reorganize  and  manage  its  operations.  In  addition,  the  operation  of  the  Fund  did 
not  comply  with  certain  legislative  and  regulatory  requirements.  As  a  result,  an 
opinion  on  the  financial  statements  for  the  year  ended  March  31,  1977,  was  not 
provided. 

Our  examination  of  the  Fund  for  the  year  ended  March  31,  1978,  disclosed 
that  many  deficiencies  still  exist: 

The  accounting  records  the  management  company  maintained  for  the 
operating  section  of  the  Fund,  known  as  the  Canadian  Indian  Marketing 
Service,  were  not  segregated  from  its  own  records  and  were  not 
reconciled  regularly  with  the  Fund  control  account. 

Accounting  controls  for  inventory  and  security  procedures  were  still 
inadequate. 

The  management  company  financed  by  means  of  bank  overdrafts, 
which  effectively  bypassed  the  controls  inherent  in  the  accountable 
advance  system  provided  for  in  the  agreement. 

The  company  continued  to  exceed  its  delegated  authority  of  $10,000 
for  individual  expenditures  and  to  make  expenditures  which  were 
neither  authorized  by  the  Minister  under  Section  27  of  the  Financial 
Administration  Act  nor  approved  by  the  Treasury  Board  as  stipulated 
in  the  Government  Contracts  Regulations. 

Advances  to  suppliers  continued  to  be  paid  before  receipt  of  goods, 
without  appropriate  contractual  authority,  contrary  to  Section  27  of 
the  Financial  Administration  Act. 

The  failure  of  the  management  company  to  obtain  adequate  authority  and 
the  lack  of  monitoring  by  the  Department  are  illustrated  by  the  following 
transaction  covering  the  purchase  of  calendars  for  resale  and  their  subsequent 
conversion  to  matted  pictures.  The  transaction  also  raises  questions  as  to  whether 
due  regard  was  given  to  economy: 

In  the  early  part  of  1976-77  the  management  company  purchased  1977 
calendars  at  a  cost  of  $33,000.  These  calendars  did  not  sell  well  and 
during  the  latter  part  of  the  year,  in  an  effort  to  recover  the  loss  on 
the  remaining  inventory,  but  without  the  benefit  of  market  research,  a 
contract  was  entered  into  for  disassembling,  cutting  and  matting 
certain  of  the  pictures  on  the  calendars  at  an  additional  cost  of 
$173,000,  most  of  which  was  paid  during  1977-78.  Both  of  the  above 
transactions  exceeded  the  authority  granted  to  the  management 
company. 
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The  pictures  proved  to  be  not  a  popular  sales  item  and  the  remaining 
inventory  of  approximately  $200,000  was  written  off  during  1977-78. 

There  are  significant  discrepancies  between  the  financial  statements  of  the 
Canadian  Indian  Marketing  Service,  prepared  by  the  management  company  for  the 
year  ended  March  31,  1978,  which  represents  the  bulk  of  the  transactions  of  the 
Fund,  and  the  financial  statements  of  the  Fund  appearing  in  the  1978  Public 
Accounts.  Furthermore,  the  firm  of  public  accountants  that  performed  the  audit 
of  the  Canadian  Indian  Marketing  Service  declined  to  express  an  opinion  on  the 
financial  statements  for  the  year  ended  March  31,  1978,  because  of  their  inability 
to  verify  certain  accounts  receivable  transactions  and  to  satisfy  themselves 
concerning  the  opening  balances  at  the  beginning  of  the  year. 

Based  on  the  above,  together  with  the  fact  that  we  were  unable  to  obtain 
from  the  Department  essential  information  relating  to  the  final  consolidation  of 
the  transactions  of  the  Canadian  Indian  Marketing  Service  with  those  in  the 
Department's  control  account  for  the  Fund,  we  are  again  unable  to  determine 
whether  or  not  we  would  be  able  to  express  an  opinion  on  any  financial  statements 
of  the  Fund  for  the  year  ended  March  31,  1978. 

The  Revolving  Fund  has  suffered  large  annual  losses  and  has  not  operated  on 
a  self-sustaining  basis.  As  a  result,  the  Treasury  Board  has  directed  that  the 
operations  of  the  Revolving  Fund  be  terminated  as  quickly  as  possible  and  not 
later  than  December  31,  1978. 


22.14  Inadequate  accounting  for  contributions  to  Indian  bands.  The     Depart- 

ment of  Indian  Affairs  and  Northern  Development  has  for  some  years  been 
transferring  to  Indian  bands  responsibility  for  managing  public  funds  provided  for 
various  band  programs.  A  condition  of  the  transfer  is  that  the  bands  provide  the 
Department  with  yearly  audited  financial  statements,  to  ensure  an  adequate 
accounting  for  the  funds  and  to  provide  a  basis  for  departmental  monitoring  and 
evaluation  of  expenditures.  For  the  last  10  years  (paragraph  18.8  in  our  1977 
Report),  reference  has  been  made  to  inadequacies  in  the  accounting  for  funds 
administered  by  Indian  bands. 

In  view  of  the  following  weaknesses,  the  continued  transfer  of  funds  to  bands 
who  have  not  properly  accounted  for  them  represents  a  major  weakness  in  the 
ability  of  the  Department  to  provide  an  accounting  to  Parliament: 

Agreements  with  Indian  bands  for  the  management  of  funds  frequently 
do  not  require  them  to  provide  information  needed  by  the  Department 
to  ensure  proper  use  of  the  funds. 

In  many  cases  audit  reports  on  financial  statements  are  not  received 
on  a  timely  basis.  This  deficiency  and  the  lack  of  standardized 
procedures  and  defined  responsibility  for  regular  monitoring  of  band 
administration  have  resulted  in  the  transfer  of  additional  funds  before 
there  is  an  adequate  accounting  for  previous  funding. 
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A  significant  number  of  audit  opinions  on  the  Indian  band  financial 
statements  are  continually  either  qualified  or  denied  with  respect  to 
important  matters,  due  primarily  to  non-existent  or  poor  accounting 
systems  and  the  lack  of  trained  financial  and  administrative  staff. 
Although  departmental  policy  states  that  control  will  revert  back  to 
the  Department  where  a  band  has  demonstrated  it  is  not  capable  of 
proper  financial  administration,  this  policy  is  not  being  followed. 

The  terms  of  reference  for  the  audit  of  Indian  bands  are  not 
adequately  developed  to  meet  the  needs  of  the  Department.  The 
audits  of  Indian  bands  are  now  directed  towards  expressing  an  opinion 
on  the  fairness  of  the  financial  position  and  results  of  operations.  The 
auditors  are  not  required  to  report  on  whether  funds  have  been  used 
for  intended  purposes  or  in  accordance  with  regulations. 

Monitoring  and  evaluation  of  Indian  band  administration  of  public  funds 
lacks  adequate  procedures  and  is  performed  by  staff  lacking  indepen- 
dence. The  scope  of  the  existing  monitoring  procedures  is  largely  a 
review  of  year-end  Indian  band  financial  statements  and  reconciliation 
of  them  with  departmental  records.  The  function  is  performed  by  the 
band  financial  advisers  whose  primary  responsibilities  are  to  advise  the 
bands  and  help  them  administer  the  transferred  funds. 

Regional  and  Headquarters  monitoring  of  the  existing  procedures  has 
been  inadequate  to  provide  the  Department  with  an  accounting  for 
public  funds. 


22.15  Acquisition  of  Radio  Engineering  Products  Limited  as  satisfaction  for 

debts  due  to  the  Crown.  Our  1972  Report  (paragraph  101)  described  the  events 
which  culminated  in  the  acquisition  of  Radio  Engineering  Products  Limited  in  July 
1972  as  satisfaction  for  debts  of  $4.3  million  due  to  the  Crown.  The  Company  was 
to  be  sold  at  the  earliest  opportunity.  The  Standing  Committee  on  Public 
Accounts,  in  its  Second  Report  to  the  House  of  Commons  dated  March  6,  1975, 
requested  the  Auditor  General  to  inform  the  House  of  developments. 

A  buyer  for  the  Company  was  not  found  and  our  1976  Report  (paragraph 
19.5)  reported  that  the  Company  had  filed  a  voluntary  declaration  of  bankruptcy 
on  November  27,  1975.  At  that  time  the  indebtedness  to  the  Crown  had  increased 
to  $6  million. 

The  Trustee  in  Bankruptcy  has  informed  us  that  he  had  $418,000  on  deposit 
at  March  31,  1978,  and  that  the  indebtedness  to  the  Crown  was  still  outstanding. 


22.16  Improper  advance  payments  for  film  productions.   The     National    Film 

Act,  R.S.,  c.  N-7,  requires  government  departments  and  agencies  to  procure  films 
and  related  services  through  the  National  Film  Board.  The  work  may  be 
undertaken  directly  by  the  Board  or  by  private  film  producers  under  contract  with 
the  Board. 
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The  Board  follows  the  practice  of  billing  all  or  part  of  its  services  in 
advance,  often  at  the  request  of  its  government  customer.  At  March  31,  1978,  the 
Board  had  invoiced  approximately  $1,112,000  to  25  departments  and  agencies  for 
work  yet  to  be  done  or  for  which  payments  to  sub-contractors  were  not  yet  due. 
The  total  amount  billed  in  advance  was  charged  against  the  1977-78  and  prior 
year's  appropriations  of  the  various  departments  and  agencies  concerned.  Of  the 
amount  billed  in  advance,  $181,000  had  been  billed  before  March  31,  1977. 

The  Financial  Administration  Act,  Sections  20  and  27,  stipulates  that 
payments  for  services  which  had  not  been  performed  before  the  fiscal  year-end 
are  improper  charges  to  appropriations  of  that  year.  If  the  amounts  had  not  been 
pre-billed,  portions  of  the  appropriations  of  the  departments  and  agencies 
concerned  would  have  lapsed  in  accordance  with  Section  30  of  the  Act,  rather 
than  being  charged  with  prepayments  to  the  National  Film  Board. 

Similar  pre-billing  practices  of  the  Board  were  reported  in  paragraph  65  of 
my  1973  Report.  Although  the  amounts  of  pre-billings  have  declined  significantly 
since  then,  the  continued  substantial  billing  of  work  in  advance  and  resulting  pre- 
payments are  contrary  to  the  provisions  of  the  Financial  Administration  Act  and 
weaken  parliamentary  control. 


22.17  Delays  in  issuing  assessments  and  inadequate  liaison  between  divisions 

of  the  Department  of  National  Revenue  -  Taxation  resulting  in  loss  of  revenue  to 
the  Crown.  After  reviewing  certain  investigations  by  the  Special  Investigations 
Division  of  the  Department  of  National  Revenue  (Taxation)  and  subsequent  income 
tax  assessment  increases  that  resulted,  we  reported  in  paragraph  61  of  our  1974 
Report  that  revenue  was  being  lost  to  the  Crown  as  a  result  of  delays  in  issuing 
assessments  and  of  inadequate  liaison  with  other  divisions  of  the  Department.  We 
recommended  that  procedures  and  policies  on  issue  of  assessments  and  seizure  of 
assets  be  reviewed  and,  if  necessary,  legislative  changes  sought  to  preclude  the 
transfer  of  taxpayers'  assets  beyond  the  reach  of  the  Department.  The 
Department  advised  us  that  steps  were  being  taken  to  strengthen  liaison  between 
divisions  and  that  legislative  changes  were  under  consideration.  Our  examination 
indicated  that  liaison  had  improved  substantially  since  our  review. 

The  Standing  Committee  on  Public  Accounts,  in  its  Fourth  Report  1975, 
recommended  that  the  Department  take  immediate  action  to  eliminate  such  losses 
and  that,  if  necessary,  the  Minister  of  Finance  move  swiftly  to  introduce 
legislation.  The  Committee  also  recommended,  where  appropriate,  full  public 
disclosure  of  names  and  facts  of  cases  written  off.  (See  also  paragraph  22.18  of 
this  Report.) 

In  August  1975  the  Department  submitted  the  proposed  legislative  amend- 
ments to  the  Department  of  Finance.  The  proposals  were  not  favourably  received 
and  have  not  been  incorporated  into  legislation.  Unless  the  Income  Tax  Act,  R.S., 
c.  1-5,  is  amended  the  public  disclosure  of  the  names  and  facts  of  income  tax 
liabilities  written  off  would  be  a  violation  of  its  confidentiality  provisions. 
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22.18  Income  tax  owing  by  non-residents.  Since  1967  our  Reports  (paragraph 

19.6  in  1976)  have  drawn  attention  to  the  deletion  annually  from  the  Accounts  of 
Canada  of  substantial  amounts  of  income  tax  that  could  not  be  collected  because 
the  taxpayers  were  no  longer  resident  in  the  country. 

During  1977-78  these  deletions  amounted  to  $3.8  million  owed  by  1,300 
taxpayers. 

The  Standing  Committee  on  Public  Accounts,  in  its  Second  Report  dated 
March  6,  1975,  recommended  that  consideration  be  given  to  publishing  the  names 
of  all  taxpayers  whose  accounts  are  written  off.  An  interdepartmental  committee 
of  Deputy  Ministers  from  the  Departments  of  Justice,  National  Revenue 
(Taxation)  and  Finance  studied  the  question  of  confidentiality  of  tax  information, 
including  the  possibility  of  publishing  the  names,  and  reported  in  1976  to  the  three 
Ministers  concerned. 

We  were  informed  on  June  9,  1978,  that  no  action  was  taken  after  the 
Committee  report  was  presented  to  the  ministerial  level  because  agreements 
could  not  be  reached,  and  the  report  is  now  dormant. 

The  recommendation  of  the  Standing  Committee  is,  therefore,  still 
outstanding.  Furthermore  the  Department  of  National  Revenue  believes  that  in 
addition  to  violating  the  present  confidentiality  provisions  of  the  Income  Tax  Act, 
the  publishing  of  the  names  of  former  residents  of  Canada  who  were  delinquent  in 
the  payment  of  taxes  was  not  considered  as  an  effective  way  to  influence  persons 
now  resident  in  foreign  countries. 


22.19  Working  capital  advance  exceeded.  Post  Office  Vote  541,  Appropria- 

tion Act  No.  4,  1954,  1953-54,  c.  67,  established  the  Post  Office  Working  Capital 
Advance  for  acquiring  and  managing  material  to  be  used  in  manufacturing 
uniforms,  satchels  and  mailbags.  Paragraph  17.6  of  our  1976  Report  noted  that 
the  Department  had  exceeded  the  advance  limit  of  $1.5  million  each  month  by 
amounts  ranging  from  $700,000  in  December  1975  to  $62,000  at  March  31,  1976, 
and  that  the  Treasury  Board  had  approved  an  increase  in  the  authorized  limit  from 
$1.5  million  to  $3  million,  subject  to  a  Supplementary  Estimate  being  sought. 

Post  Office  Vote  L7b,  Appropriation  Act  No.  5,  1976,  1976-77,  c.  2,  increased 
the  authorized  limit  to  $3  million.   However,  in  1977-78  the  Department  exceeded 
this  limit  during  five  consecutive  months  in  amounts  ranging  from  $340,000  to 
$960,000. 

The  underlying  problem  is  the  length  of  time  between  negotiation  and 
completion  of  contracts,  which  in  the  case  of  the  larger  ones  can  often  extend 
beyond  12  months.  Moreover,  delivery  dates  specified  in  contracts  are  not  always 
met. 

The  Department  is  taking  steps  to  reduce  the  contracting  period  and  to 
institute  an  improved  financial  control  and  reporting  system. 
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22.20  Penitentiary  staff  overtime.   Paragraph  206  of  our  1972  Report  noted 

that  the  cost  of  overtime  paid  to  the  Canadian  Penitentiary  Service  employees 
rose  sharply  to  $3.7  million  in  1971-72.  Of  this,  $2.9  million  (78%)  covered 
603,000  overtime  hours  worked  by  custodial  staff.  The  Department  was  studying 
the  causes  and  possible  corrective  measures. 

Since  1972  overtime  cost  has  continued  to  increase,  reaching  an  all-time 
high  of  $16.2  million  in  1977-78.  Of  this,  $13  million  (80%)  covered  1,058,000 
overtime  hours  for  custodial  staff,  a  decrease  in  hours,  96,000  less  than  in  1976- 
77,  but  not  in  cost.  An  analysis  shows  the  following  reasons  for  overtime  work  by 
custodial  staff: 

Overtime  hours 

Work  on  statutory  holidays  302,000 

Replacement  of  other  officers  during 
absences,  including  222,000  hours  for 
sick  leave  replacement  362,000 

Special  or  urgent  duty  135,000 

Vacant  positions  92,000 

Other  reasons  167,000 


1,058,000 


Departmental  studies,  the  most  recent  dated  August  1974,  identified  a 
number  of  problem  areas  giving  rise  to  overtime.  These  included  disturbances  in 
penitentiaries,  demands  for  additional  security,  delays  in  staffing  vacant  positions, 
deficiencies  in  planning  and  using  human  resources  and  in  the  overtime  reporting 
system,  overtime  budgets  prepared  without  regard  to  actual  experience  and 
minimal  guidance  by  Headquarters  and  regional  staff  in  implementing  controls  on 
overtime.  Recommendations  on  improving  the  control  of  overtime  included  the 
establishment  of  overtime  review  committees  in  each  institution,  assigning 
responsibility  at  all  levels  of  management  for  authorizing,  controlling  and 
monitoring  overtime  and  implementing  a  suitable  reporting  system  to  provide 
managers  with  information  adequate  for  analysing  overtime  use  and  taking 
corrective  action  where  indicated. 

The  Treasury  Board  Secretariat  in  February  1978  expressed  concern  about 
the  substantial  increase  in  overtime  hours  in  spite  of  growth  in  manpower 
resources  and  a  much  lower  rate  of  inmate  population  growth.  In  response  the 
Department  advised  the  Secretariat  in  August  1978  of  its  plans  and  of  actions 
already  taken.  These  actions  included  establishing  an  overtime  committee  in 
Headquarters  and  assigning  responsibility  to  a  person  at  Headquarters  to  control 
overtime  by  auditing  institutions  with  the  greatest  amount,  reviewing  reporting 
systems  and  analysing  factors  affecting  it.  Consultations  with  regional  staff  were 
proceeding  with  a  view  to  achieving  an  18%  reduction  in  overtime  hours  for  1978- 
79  and  regional  directors  were  receiving  information  by  institutions  on  overtime 
hours  worked  and  quarterly  reports  on  progress  in  meeting  departmental  goals. 
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22.21  Inadequate  control  of  payrolls.  The  Central  and  Regional  Pay  Systems 

of  the  Government  of  Canada  cover  some  330,000  employees,  of  whom 
approximately  50%  are  paid  from  Ottawa.  These  systems  account  for  payroll 
costs  of  about  $6,000  million  annually. 

The  individual  departments  are  responsible  for  preparing  and  authorizing 
pay-input  documents  covering  all  information  affecting  employees'  pay,  and  the 
Department  of  Supply  and  Services  uses  this  data  to  produce  pay  cheques,  paylists 
and  related  accounting  information  for  the  departments  and  the  Accounts  of 
Canada. 

Over  the  past  three  years  our  Office  has  carried  out  a  number  of  studies  of 
payroll  systems  directed  primarily  to  the  adequacy  of  internal  control  over  payroll 
transactions.  On  the  basis  of  these  studies,  our  1975  Report  recommended  a  study 
to  determine  how  departments  could  control  documentation  better  (paragraphs 
10.27  and  10.29  of  the  Report,  and  5.25  to  5.38  and  6.23  to  6.27  of  the 
Supplement).  Our  1976  Report  (paragraphs  11.1  and  11.2)  reported  weaknesses  in 
internal  control  in  payroll  systems  and  our  1977  Report  (paragraphs  6.38  to  6Ak) 
reported  control  deficiencies  in  the  Central  and  Regional  Pay  Systems  of  the 
Department  of  Supply  and  Services.  Paragraphs  10.68  to  10.80  of  this  Report 
contain  a  follow  up  on  the  observations  in  the  1977  Report. 

Our  studies  indicated  the  need  for  more  effective  controls  in  payroll 
operations  and,  particularly,  to  ensure  that  departments  are  made  more  clearly 
aware  of  their  responsibilities  for  the  completeness  and  accuracy  of  pay-input  and 
output  information.  Furthermore,  the  studies  showed  that  the  Department  of 
Supply  and  Services  needs  to  attune  itself  more  effectively  to  departmental  needs 
and  that  the  Treasury  Board  should  assume  a  more  active  co-ordinating  role 
between  the  individual  departments  and  the  Department  of  Supply  and  Services. 

Our  review  of  payroll  systems  during  the  current  year  disclosed  that 
departments  have  not  improved  controls  over  their  payrolls  significantly. 

A  pilot  examination  of  the  Regional  Pay  System  and  the  related  depart- 
mental payroll  procedures  was  carried  out  to  determine  whether  the  identified 
control  weaknesses  could  affect  the  accuracy  of  pay  transactions.  Although  the 
pilot  examination  did  not  constitute  a  full  audit  of  payroll,  it  indicated  that 
improvements  can  and  should  be  made  to  control  the  payroll  system  more 
effectively.  In  conducting  the  pilot  examination  we  encountered  the  following 
problems: 

Procedures  did  not  provide  for: 

the  adequate  balancing  by  departments  of  responsibility  centre 
paylists  with  their  related  Financial  Reporting  System  state- 
ments; 

the  adequate  reconciliation  of  pay  information  with  T4  (Income 
Tax)  information  by  the  Department  of  Supply  and  Services;  and 
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the  controls  necessary  to  balance  payroll  data  accumulated  by 
the  Compensation  Services  Branch  with  the  same  data  accumu- 
lated by  the  Government  of  Canada  Accounting  Branch,  both 
Branches  of  the  Department  of  Supply  and  Services.  Projects 
have  been  developed  to  improve  the  interface  between  the 
systems  of  the  two  Branches. 

Because  of  limitations  in  the  present  computer  systems  design  the 
Department  of  Supply  and  Services  encountered  difficulty  in  providing 
us  with  payroll  data  and  in  determining  details  and  explanations  for 
certain  information  on  payroll  files.  As  a  result  we  were  unable  to 
balance  the  various  payroll  master  and  history  files. 

The  foregoing  indicates  deficiencies  in  the  documentation  of  the  payroll  system 
and  in  its  internal  controls. 

On  July  28,  1977,  the  Treasury  Board  released  a  policy  circular  on  pay 
administration  stating  that: 

pay  is  primarily  a  departmental  responsibility; 

pay  must  be  administered  within  the  constraints  of  policy  and 
procedures  will  be  simplified; 

the  data  processing  aspects  of  pay  administration  will  be  handled  by  an 
upgraded  Department  of  Supply  and  Services  pay  system  more  closely 
attuned  to  departmental  needs;  and 

departments  must  be  prepared  to  accept  the  accountability  which 
accompanies  the  delegation  of  responsibililty  and  authority  for  pay 
administration. 

This  policy  circular  also  identifies  standards  and  defines  the  responsibilities  of  the 
Treasury  Board  Secretariat,  the  Department  of  Supply  and  Services  and  user 
departments  for  payroll.  The  phased  implementation  of  this  division  of 
responsibilities  is  expected  to  commence  April  1,  1979. 

Action  continues  to  be  taken  and  is  planned  by  the  Department  of  Supply  and 
Services  to  enhance  the  payroll  system  and  to  attune  it  more  effectively  to 
departmental  needs.  Action  is  also  being  taken  by  the  Treasury  Board  Secretariat 
to  assist  in  the  implementation  of  its  policy  circular. 

Because  of  the  control  deficiencies  in  payroll  systems  that  our  reviews  have 
disclosed  during  the  last  four  years,  more  extensive  tests  of  payroll  transactions 
will  be  made  during  the  coming  year  to  assess  the  corrective  action  taken. 
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22.22  Cost  of  unused  accommodation.   Previous     Reports    (paragraph     17.7, 

1977;  paragraph  8.14,  1975,  paragraph  64,  1974,  paragraph  110,  1973,  etc.)  have 
referred  to  paying  rent  for  unused  accommodation.  During  1977-78  we  again 
noted  instances  where  a  department  and  a  Crown  corporation  were  paying  for 
unused  rental  accommodation: 

Montreal,  Quebec.  In  April  1964  the  Department  of  Public  Works 
entered  into  a  20-year  lease  with  the  Canadian  National  Railways 
Company  for  the  major  part  of  an  office  building  to  provide 
accommodation  for  the  International  Civil  Aviation  Organization.  In 
July  1975  the  Organization  vacated  the  premises  with  nine  years 
remaining  on  the  lease. 

The  Crown  has  been  negotiating  with  the  landlord  either  to  sublet  the 
property  or  obtain  a  quit-lease.  To  date  negotiations  have  not  been 
successful. 

For  1977-78  the  net  cost  of  operating  these  unoccupied  premises 
amounts  to  $746,000. 


Toronto,  Ontario.  The  Canadian  Broadcasting  Corporation  entered 
into  a  lease  agreement  in  October  1976,  effective  January  1,  1977,  for 
office  facilities  in  Toronto.  It  was  management's  intention  to  use  the 
premises  to  house  the  computer  facilities  and  provide  office  accom- 
modation for  its  legal  department.  The  Corporation  was  given  the 
opportunity  to  occupy  the  premises  free  of  rent  from  October  1  to 
December  31,  1976,  for  renovation  purposes. 

Subsequent  to  the  signing  of  the  lease,  management  requested  a  study 
by  the  Corporation  engineers.  As  a  result  it  was  determined  that  it 
would  be  too  costly  to  install  computer  facilities  in  the  premises. 
Consequently,  except  for  occasional  and  temporary  use,  the  Corpora- 
tion did  not  occupy  the  premises  on  a  permanent  basis  until  March 
1978.  Including  the  three  rent-free  months,  the  premises  were 
virtually  empty  and  available  to  the  Corporation  for  approximately  17 
months. 

Based  on  the  annual  rental  of  $74,000,  effective  January  1,  1977, 
reduced  by  an  allowance  of  $10,000  for  leasehold  improvements,  the 
Corporation  incurred  costs  of  at  least  $77,000  before  permanently 
occupying  the  premises. 
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25-26  ELIZABETH  II 


CHAPTER  34 


An  Act  respecting  the  office  of  the  Auditor 
General  of  Canada  and  matters  related 
or  incidental  thereto 

[Assented  to  Nth  July,  1977] 


Her  Majesty,  by  and  with  the  advice  and 
consent  of  the  Senate  and  House  of  Com- 
mons of  Canada,  enacts  as  follows: 

PARTI 

SHORT  TITLE 


Short  title  i.  This  Part  may  be  cited  as  the  Auditor 

General  Act. 

INTERPRETATION 

Definitions  2.  In  this  Act, 

"Auditor  "Auditor  General"  means  the  Auditor  Gen- 
eral of  Canada  appointed  pursuant  to  sub- 
section 3(1); 

"Crown  "Crown    corporation"     has     the     meaning 

corporation  assigned  to  that  expression  by  subsection 

66(1)  of  the  Financial  Administration 
Act; 

"department"  "department"  has  the  meaning  assigned  to 
that  term  by  section  2  of  the  Financial 
Administration  Act; 

"registrar  "registrar"  means  the  Bank  of  Canada  and  a 
registrar  appointed  under  Part  IV  of  the 
Financial  Administration  Act. 


AUDITOR  GENERAL  OF  CANADA 

3.  (1)  The  Governor  in  Council  shall,  by 
commission  under  the  Great  Seal,  appoint  a 
qualified  auditor  to  be  the  officer  called  the 
Auditor  General  of  Canada  to  hold  office 
during  good  behaviour  for  a  term  of  ten 
years,  but  the  Auditor  General  may  be 
removed  by  the  Governor  in  Council  on 
address  of  the  Senate  and  House  of 
Commons. 

(2)  Notwithstanding  subsection  (1),  the 
Auditor  General  ceases  to  hold  office  on 
attaining  the  age  of  sixty-five  years. 


Re-appoint- 
ment 


(3)  Once  having  served  as  the  Auditor 
General,  a  person  is  not  eligible  for  re- 
appointment to  that  office. 

(4)  In  the  event  of  the  absence  or  incapaci-    Vacancy 
ty  of  the  Auditor  General  or  if  the  office  of 
Auditor  General  is  vacant,  the  Governor  in 
Council  may  appoint  a  person  temporarily  to 
perform  the  duties  of  Auditor  General. 

4.  (1)  The  Auditor  General  shall  be  paid  a    Salary 
salary  equal  to  the  salary  of  the  Chief  Justice 

of  the  Federal  Court  of  Canada,  including 
any  additional  salary  authorized  by  section 
20  of  the  Judges  Act. 

(2)  The  provisions  of  the  Public  Service  Pension  benefits 
Superannuation  Act,  other  than  those  relat- 
ing to  tenure  of  office,  apply  to  the  Auditor 
General  except  that  a  person  appointed  as 
Auditor  General  from  outside  the  Public  Ser- 
vice may,  by  notice  in  writing  given  to  the 
President  of  the  Treasury  Board  not  more 
than  sixty  days  after  the  date  of  his  appoint- 
ment as  Auditor  General,  elect  to  participate 
in  the  pension  plan  provided  for  in  the 
Diplomatic  Service  (Special)  Superannua- 
tion Act  in  which  case  the  provisions  of  that 
Act,  other  than  those  relating  to  tenure  of 
office,  apply  to  him  and  the  provisions  of  the 
Public  Service  Superannuation  Act  do  not 
apply  to  him. 

DUTIES 

5.  The  Auditor  General  is  the  auditor  of    Examination 
the   accounts   of  Canada,    including   those 
relating  to  the  Consolidated  Revenue  Fund 
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Report  to 
House  of 
Commons 


Idem 


and  as  such  shall  make  such  examinations 
and  inquiries  as  he  considers  necessary  to 
enable  him  to  report  as  required  by  this  Act. 

6.  The  Auditor  General  shall  examine  the 
several  financial  statements  required  by  sec- 
tion 55  of  the  Financial  Administration  Act 
to  be  included  in  the  Public  Accounts,  and 
any  other  statement  that  the  Minister  of 
Finance  may  present  for  audit  and  shall 
express  his  opinion  as  to  whether  they 
present  fairly  information  in  accordance  with 
stated  accounting  policies  of  the  federal  gov- 
ernment and  on  a  basis  consistent  with  that 
of  the  preceding  year  together  with  any 
reservations  he  may  have. 


7.  (1)  The  Auditor  General  shall  report 
annually  to  the  House  of  Commons 

(a)  on  the  work  of  his  office;  and 

(b)  on  whether,  in  carrying  on  the  work  of 
his  office,  he  received  all  the  information 
and  explanations  he  required. 


(2)  Each  report  of  the  Auditor  General 
under  subsection  (1)  shall  call  attention  to 
anything  that  he  considers  to  be  of  signifi- 
cance and  of  a  nature  that  should  be  brought 
to  the  attention  of  the  House  of  Commons, 
including  any  cases  in  which  he  has  observed 
that 

(a)  accounts  have  not  been  faithfully  and 
properly  maintained  or  public  money  has 
not  been  fully  accounted  for  or  paid,  where 
so  required  by  law,  into  the  Consolidated 
Revenue  Fund; 

(b)  essential  records  have  not  been  main- 
tained or  the  rules  and  procedures  applied 
have  been  insufficient  to  safeguard  and 
control  public  property,  to  secure  an  effec- 
tive check  on  the  assessment,  collection 
and  proper  allocation  of  the  revenue  and  to 
ensure  that  expenditures  have  been  made 
only  as  authorized; 

(c)  money  has  been  expended  other  than 
for  purposes  for  which  it  was  appropriated 
by  Parliament; 

(d)  money  has  been  expended  without  due 
regard  to  economy  or  efficiency;  or 

(e)  satisfactory  procedures  have  not  been 
established    to   measure   and    report    the 


effectiveness  of  programs,  where  such 
procedures  could  appropriately  and  rea- 
sonably be  implemented. 


(3)   Each  annual   report  by  the  Auditor  Submission  of 
General  to  the  House  of  Commons  shall  be  spcakeTand 
submitted  to  the  Speaker  of  the  House  of  tabling  in  the 
Commons   on   or   before   the    31st   day   of  commons 
December  in  the  year  to  which  the  report 
relates  and  the  Speaker  of  the   House  of 
Commons  shall  lay  each  such  report  before 
the    House    of    Commons    forthwith    after 
receipt  thereof  by  him  or,  if  that  House  is  not 
then  sitting,  on  the  first  day  next  thereafter 
that  the  House  of  Commons  is  sitting. 

8.  (1)  The  Auditor  General  may  make  a 
special  report  to  the  House  of  Commons  on 
any  matter  of  pressing  importance  or  urgen- 
cy that,  in  his  opinion,  should  not  be  deferred 
until  the  presentation  of  his  annual  report. 


(2)  Each  special  report  of  the  Auditor 
General  to  the  House  of  Commons  made 
under  subsection  (1)  or  20(2)  shall  be  sub- 
mitted to  the  Speaker  of  the  House  of  Com- 
mons and  shall  be  laid  before  the  House  of 
Commons  by  the  Speaker  of  the  House  of 
Commons  forthwith  after  receipt  thereof  by 
him,  or  if  that  House  is  not  then  sitting,  on 
the  first  day  next  thereafter  that  the  House 
of  Commons  is  sitting. 

9.  The  Auditor  General  shall 

(a)  make  such  examination  of  the 
accounts  and  records  of  each  registrar  as 
he  deems  necessary,  and  such  other  exami- 
nations of  a  registrar's  transactions  as  the 
Minister  of  Finance  may  require;  and 

(b)  when  and  to  the  extent  required  by  the 
Minister  of  Finance,  participate  in  the 
destruction  of  any  redeemed  or  cancelled 
securities  or  unissued  reserves  of  securities 
authorized  to  be  destroyed  under  the 
Financial  Administration  Act; 

and  he  may,  by  arrangement  with  a  regis- 
trar, maintain  custody  and  control,  jointly 
with  that  registrar,  of  cancelled  and  unissued 
securities. 

10.  Whenever  it  appears  to  the  Auditor 
General  that  any  public  money  has  been 
improperly  retained  by  any  person,  he  shall 
forthwith  report  the  circumstances  of  the 
case  to  the  President  of  the  Treasury  Board. 


Submission  of 
reports  to 
Speaker  and 
tabling  in  the 
House  of 
Commons 


Idem 
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Inquiry  and 
report 


Advisory 
powers 


Access  to 
information 


11.  The  Auditor  General  may,  if  in  his 
opinion  such  an  assignment  does  not  inter- 
fere with  his  primary  responsibilities,  when- 
ever the  Governor  in  Council  so  requests, 
inquire  into  and  report  on  any  matter  relat- 
ing to  the  financial  affairs  of  Canada  or  to 
public  property  or  inquire  into  and  report  on 
any  person  or  organization  that  has  received 
financial  aid  from  the  Government  of 
Canada  or  in  respect  of  which  financial  aid 
from  the  Government  of  Canada  is  sought. 

12.  The  Auditor  General  may  advise 
appropriate  officers  and  employees  in  the 
public  service  of  Canada  of  matters  dis- 
covered in  his  examinations  and,  in  particu- 
lar, may  draw  any  such  matter  to  the  atten- 
tion of  officers  and  employees  engaged  in  the 
conduct  of  the  business  of  the  Treasury 
Board. 

ACCESS  TO  INFORMATION 

13.  (1)  Except  as  provided  by  any  other 
Act  of  Parliament  that  expressly  refers  to 
this  subsection,  the  Auditor  General  is  en- 
titled to  free  access  at  all  convenient  times  to 
information  that  relates  to  the  fulfilment  of 
his  responsibilities  and  he  is  also  entitled  to 
require  and  receive  from  members  of  the 
public  service  of  Canada  such  information, 
reports  and  explanations  as  he  deems  neces- 
sary for  that  purpose. 

(2)  In  order  to  carry  out  his  duties  more 
effectively,  the  Auditor  General  may  station 
in  any  department  any  person  employed  in 
his  office,  and  the  department  shall  provide 
the  necessary  office  accommodation  for  any 
person  so  stationed. 

Oath  of  secrecy  (3)  The  Auditor  General  shall  require 
every  person  employed  in  his  office  who  is  to 
examine  the  accounts  of  a  department  or  of  a 
Crown  corporation  pursuant  to  this  Act  to 
comply  with  any  security  requirements  appli- 
cable to,  and  to  take  any  oath  of  secrecy 
required  to  be  taken  by,  persons  employed  in 
that  department  or  Crown  corporation. 

[inquiries  (4)  jne  Auditor  General  may  examine  any 

person  on  oath  on  any  matter  pertaining  to 
any  account  subject  to  audit  by  him  and  for 

the  purposes  of  any  such  examination  the 
Auditor  General  may  exercise  all  the  powers 
of  a  commissioner  under  Part  I  of  the  In- 
quiries Act. 


Reliance  or 
audit  reports  of 
Crown 
corporations 


Stationing  of 
officers  in 
departments 


Auditor 
General  may 
request 
information 


Direction  of  the 
Governor  in 
Council 


14.  (1)  Notwithstanding  subsections  (2) 
and  (3),  in  order  to  fulfil  his  responsibilities 
as  the  auditor  of  the  accounts  of  Canada,  the 
Auditor  General  may  rely  on  the  report  of 
the  duly  appointed  auditor  of  a  Crown  corpo- 
ration or  of  any  subsidiary  of  a  Crown 
corporation. 

(2)  The  Auditor  General  may  request  a 
Crown  corporation  to  obtain  and  furnish  to 
him  such  information  and  explanations  from 
its  present  or  former  directors,  officers, 
employees,  agents  and  auditors  or  those  of 
any  of  its  subsidiaries  as  are,  in  his  opinion, 
necessary  to  enable  him  to  fulfil  his  respon- 
sibilities as  the  auditor  of  the  accounts  of 
Canada. 

(3)  If,  in  the.  opinion  of  the  Auditor  Gener- 
al, a  Crown  corporation,  in  response  to  a 
request  made  under  subsection  (2),  fails  to 
provide  any  or  sufficient  information  or 
explanations,  he  may  so  advise  the  Governor 
in  Council,  who  may  thereupon  direct  the 
officers  of  the  corporation  to  furnish  the 
Auditor  General  with  such  information  and 
explanations  and  to  give  him  access  to  those 
records,  documents,  books,  accounts  and 
vouchers  of  the  corporation  or  any  of  its 
subsidiaries  access  to  which  is,  in  the  opinion 
of  the  Auditor  General,  necessary  for  him  to 
fulfil  his  responsibilities  as  the  auditor  of  the 
accounts  of  Canada. 


STAFF  OF  THE  AUDITOR  GENERAL 

15.  (1)  Such  officers  and  employees  as  are  officerse,c 
necessary  to  enable  the  Auditor  General  to 
perform   his   duties   shall   be   appointed   in 
accordance  with  the  Public  Service  Employ- 
ment Act. 


Contract  for 
professional 
services 


(2)  Subject  to  any  other  Act  of  Parliament 
or  regulations  made  thereunder,  but  without 
the  approval  of  the  Treasury  Board,  the 
Auditor  General  may,  within  the  total  dollar 
limitations  established  for  his  office  in 
Appropriation  Acts,  contract  for  professional 
services. 

(3)  The  Auditor  General  may  exercise  and  Delegation  to 
perform,  in  such  manner  and  subject  to  such  Gcr»cra.r| 
terms  and  conditions  as  the  Public  Service 
Commission  directs,  the  powers,  duties  and 
functions  of  the  Public  Service  Commission 

under  the  Public  Service  Employment  Act, 
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Suspension 


Responsibility 
for  personnel 
management 


Collective 
agreements 


Classification 
standards 


Delegation 


other  than  the  powers,  duties  and  functions 
of  the  Commission  in  relation  to  appeals 
under  sections  21  and  31  of  that  Act  and 
inquiries  under  section  32  of  that  Act. 

(4)  The  Auditor  General  may  suspend 
from  the  performance  of  his  duty  any  person 
employed  in  his  office. 

16.  In  respect  of  persons  employed  in  his 
office,  the  Auditor  General  is  authorized  to 
exercise  the  powers  and  perform  the  duties 
and  functions  of  the  Treasury  Board  under 
the  Financial  Administration  Act  that  relate 
to  personnel  management  including  the 
determination  of  terms  and  conditions  of 
employment  and  the  responsibility  for 
employer  and  employee  relations,  within  the 
meaning  of  paragraph  5(l)(e?)  and  section  7 
of  that  Act. 

17.  Any  collective  agreement  affecting 
persons  employed  in  the  office  of  the  Auditor 
General  entered  into  before  the  coming  into 
force  of  this  Act  remains  in  force  and  binds 
the  Auditor  General  as  employer  of  such 
persons  until  the  expiry  of  that  agreement. 

18.  Classification  standards  may  be  pre- 
pared for  persons  employed  in  the  office  of 
the  Auditor  General  to  conform  with  the 
classifications  that  the  Auditor  General 
recognizes  for  the  purposes  of  that  office. 

19.  The  Auditor  General  may  designate  a 
senior  member  of  his  staff  to  sign  on  his 
behalf  any  opinion  that  he  is  required  to  give 
and  any  report,  other  than  his  annual  report 
on  the  financial  statements  of  Canada  made 
pursuant  to  section  55  of  the.  Financial 
Administration  Act  and  his  reports  to  the 
House  of  Commons  under  this  Act  and  any 
member  so  signing  an  opinion  or  report  shall 
indicate  beneath  his  signature  his  position  in 
the  office  of  the  Auditor  General  and  the 
fact  that  he  is  signing  on  behalf  of  the  Audi- 
tor General. 


ESTIMATES 

20.  (1)  The  Auditor  General  shall  annual-  Estimates 
ly  prepare  an  estimate  of  the  sums  that  will 
be  required  to  be  provided  by  Parliament  for 
the  payment  of  the  salaries,  allowances  and 
expenses  of  his  office  during  the  next  ensuing 
fiscal  year. 


(2)  The  Auditor  General  may  make  a  Special  repor 
special  report  to  the  House  of  Commons  in 
the  event  that  amounts  provided  for  his 
office  in  the  estimates  submitted  to  Parlia- 
ment are,  in  his  opinion,  inadequate  to 
enable  him  to  fulfil  the  responsibilities  of  his 
office. 


21.  The  provisions  of  the  Financial 
Administration  Act  with  respect  to  the  divi- 
sion of  appropriations  into  allotments  do  not 
apply  in  respect  of  appropriations  for  the 
office  of  the  Auditor  General. 


AUDIT  OF  THE  OFFICE  OF  THE  AUDITOR 
GENERAL 


22.  (1)  A  qualified  auditor  nominated  by 
the  Treasury  Board  shall  examine  the 
receipts  and  disbursements  of  the  office  of 
the  Auditor  General  and  shall  report  annual- 
ly the  outcome  of  his  examinations  to  the 
House  of  Commons. 


(2)  Each  report  referred  to  in  subsection 
(1)  shall  be  submitted  to  the  President  of  the 
Treasury  Board  on  or  before  the  31st  day  of 
December  in  the  year  to  which  the  report 
relates  and  the  President  of  the  Treasury 
Board  shall  lay  each  such  report  before  the 
House  of  Commons  within  fifteen  days  after 
receipt  thereof  by  him  or,  if  that  House  is  not 
then  sitting,  on  any  of  the  first  fifteen  days 
next  thereafter  that  the  House  of  Commons 
is  sitting. 


Appropriatio 
allotments 
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PART  II 


CONSEQUENTIAL  AND  RELATED 
AMENDMENTS 


c.  F-io         23.  Part  VII  of  the  Financial  Administra- 
tion Act  is  repealed. 

24.  (1)  Part  I  of  Schedule  I  to  the  Public 
Service  Staff  Relations  Act  is  amended  by 
deleting  therefrom  the  words  "Office  of  the 
Auditor  General  of  Canada". 

(2)  Part  II  of  Schedule  I  to  the  Public 
Service  Staff  Relations  Act  is  amended  by 
adding  thereto  the  words  "Office  of  the 
Auditor  General  of  Canada". 


25.  Section  16  of  the  Established  Pro- 
grams (Interim  Arrangements)  Act  is 
repealed  and  the  following  substituted 
therefor: 

"16.  Nothing  in  this  Act  shall  be  con- 
strued to  restrict  the  powers  of  the  Auditor 
General  of  Canada  under  the  Auditor 
General  Act." 

26.  Section  27  of  the  French  version  of  the 
Pilotage  Act  is  repealed  and  the  following 
substituted  therefor: 

"27.  Le  verificateur  general  verifie 
chaque  annee  la  comptabilite  et  les  opera- 
tions financieres  de  chaque  Administration 
et  en  fait  rapport  au  Ministre." 

27.  Subsection    23(5)    of  the   Northwest 


Powers  of 

Auditor 

General 


Territories  Act  is  repealed  and  the  following 
substituted  therefor: 

"(5)  The  Auditor  General  has,  in  con- 
nection with  his  examination  of  the 
accounts  of  the  Territories,  all  the  powers 
that  he  has  under  the  Auditor  General  Act 
in  connection  with  the  examination  of  the 
accounts  of  Canada." 


28.  Subsection  26(5)  of  the  Yukon  Act  is  r.s, c.  y-2 
repealed     and     the     following     substituted 
therefor: 


Powers  of 

Auditor 

General 


"(5)  The  Auditor  General  has,  in  con- 
nection with  his  examination  of  the 
accounts  of  the  Territory,  all  the  powers 
that  he  has  under  the  Auditor  General  Act 
in  connection  with  the  examination  of  the 
accounts  of  Canada." 

29.  Section  1 5  of  the  French  version  of  the 
Unemployment  Insurance  Act,  1971  is 
repealed  and  the  following  substituted 
therefor: 

"15.  Le     verificateur     general     verifie    verification 
chaque  annee  la  comptabilite  et  les  opera- 
tions financieres  de  la  Commission  et  en 
fait  rapport  au  Ministre." 


1970-71-72, 
c.  48 


30.  Whenever,  in  the  French  version,  the 
expression  "auditeur  general"  appears  in  any 
provision  of  an  Act  listed  in  the  schedule  to 
this  Act,  there  shall  in  every  case,  unless  the 
context  otherwise  requires,  be  substituted  the 
expression  "verificateur  general". 


Amendments  to 
French  version 


PART  III 

COMMENCEMENT 

Coming  into         31.  This  Act  shall  come  into  force  on  a 
day  to  be  fixed  by  proclamation. 


(The  Act  came  into  force  August  1,  1977) 
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FINANCIAL  ADMINISTRATION  ACT 

R.S.,  c  F-10 
Extracts  from  Part  VIII 

CROWN  CORPORATIONS 


Acce»  to  boob,  76.  The  auditor  is  entitled  to  have  access 
at  all  convenient  times  to  all  records, 
documents,  books,  accounts  and  vouchers  of  a 
corporation,  and  is  entitled  to  require  from 
the  directors  and  officers  of  the  corporation 
such  information  and  explanations  as  he 
deems  necessary.  R.S.,  c.  116,  s.  86. 


Auditor's  report  77,  (j)  The  auditor  shall  report  annually 
to  the  appropriate  Minister  the  result  of  his 
examination  of  the  accounts  and  financial 
statements  of  a  corporation,  and  the  report 
shall  state  whether  in  his  opinion 

(a)  proper  books  of  account  have  been  kept 
by  the  corporation ; 

(6)  the  financial  statements  of  the  corpora- 
tion 

(i)  were  prepared  on  a  basis  consistent 
with  that  of  the  preceding  year  and  are 
in  agreement  with  the  books  of  account, 
(ii)  in  the  case  of  the  balance  sheet,  give 
a  true  and  fair  view  of  the  state  of  the 
corporation's  affairs  as  at  the  end  of  the 
financial  year,  and 

(iii)  in  the  case  of  the  statement  of 
income  and  expense,  give  a  true  and  fair 
view  of  the  income  and  expense  of  the 
corporation  for  the  financial  year ;  and 


(c)  the  transactions  of  the  corporation  that 
have  come  under  his  notice  have  been 
within  the  powers  of  the  corporation  under 
this  Act  and  any  other  Act  applicable  to 
the  corporation ; 

and  the  auditor  shall  call  attention  to  any 
other  matter  falling  within  the  scope  of  his 
examination  that  in  his  opinion  should  be 
brought  to  the  attention  of  Parliament. 

(2)  The  auditor  shall  from  time  to  time    Other  report* 
make  to  the  corporation  or  to  the  appropriate 
Minister  such  other  reports  as  he  may  deem 
necessary  or  as  the  appropriate  Minister  may 
require 


(3)  The  annual  report  of  the  auditor  shall 
be  included  in  the  annual  report  of  the 
corporation. 

(4)  Notwithstanding  section  68,  this  section  Audit 
operates  in  lieu  of  section  132  of  the  Canada 
Corporations  Act.  R.S.,  c.  116,  s.  87. 


Annual  report 


78.  In  any  case  where  the  auditor  is  of  the 
opinion  that  any  matter  in  respect  of  a 
corporation  should  be  brought  to  the  attention 
of  the  Governor  in  Council,  the  Treasury 
Board  or  the  Minister  of  Finance,  such  report 
shall  be  made  forthwith  through  the  appro- 
priate Minister.  R.S.,  c.  116,  s.  88. 


Report  through 
Minister 
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OPINION  OF  THE  AUDITOR  GENERAL 

ON  THE 

FINANCIAL  STATEMENTS  OF  THE  GOVERNMENT  OF  CANADA 

This  year,  for  the  first  time,  I  am  reporting  on  the  financial  statements  of  the  Government 
of  Canada  under  the  provisions  of  the  Auditor  General  Act,  S.C.  1976-77,  c.  34,  proclaimed 
on  August  1,  1977.  Section  6  of  the  Act  requires  me  to  express  an  opinion  as  to  whether  these 
financial  statements  present  fairly  information  in  accordance  with  the  stated  accounting 
policies  of  the  federal  government  and  on  a  basis  consistent  with  that  of  the  preceding  year 
together  with  any  reservations  I  may  have. 

Accordingly,  I  have  examined  the  financial  statements  of  the  Government  of  Canada  for 
the  year  ended  March  31,  1978,  comprising: 

the  Statement  of  Revenue  and  Expenditure, 

the  Statement  of  Assets  and  Liabilities,  and 

the  Summary  of  Budgetary  Appropriations,  Expenditures  and  Unexpended  Balances  by 
Department. 

My  examination  was  made  in  accordance  with  generally  accepted  auditing  standards  and 
included  such  inquiries,  tests  and  other  procedures  as  I  considered  necessary  to  enable  me  to 
report  as  required  by  Section  6  of  the  Auditor  General  Act. 

In  my  opinion,  these  financial  statements  present  information  in  accordance  with  the  stated 
accounting  policies  of  the  Government  of  Canada  as  set  out  in  Note  1  to  the  financial 
statements  and  on  a  basis  consistent  with  that  of  the  preceding  year  except  for  the  change  in 
the  basis  of  translating  to  Canadian  dollars  the  assets  and  liabilities  denominated  in  foreign 
currencies  which  is  set  out  in  Note  3  (i)  to  the  financial  statements  and  with  which  I  concur. 

I  have  the  following  reservations  concerning  certain  of  the  stated  accounting  policies  of  the 
Government  of  Canada  which,  in  my  opinion,  affect  the  fairness  of  the  information  presented 
in  the  financial  statements.  I  have  commented  on  the  matters  described  in  these  reservations 
in  previous  Reports  to  the  House  of  Commons. 

— As  a  result  of  the  inclusion  of  certain  balances  identified  in  Notes  5  and  7  to  the  financial 
statements  and  designated  for  deletion  from  the  accounts,  assets  and  liabilities  are 
overstated  by  $3,481  million  and  $52  million  respectively.  There  is  an  allowance  for 
losses  on  the  realization  of  assets  of  $546  million;  however,  this  is  a  general  allowance 
against  all  classes  of  assets. 

— All  Crown  corporations  named  in  Schedules  C  and  D  to  the  Financial  Administration 
Act  are  excluded  from  the  accounting  entity  of  the  Government  of  Canada.  In  my  view, 
certain  of  these  corporations  should  not  be  excluded  from  the  entity  because  they  engage 
in  government-type  activities  and  are  financially  dependent  on  the  public  purse.  If  such 
corporations  were  included,  the  reported  value  of  loans  to  and  investments  in  them  would 
be  reduced  to  the  extent  it  represents  amounts,  such  as  capital  expenditures,  that  would 
have  been  charged  to  budgetary  expenditure  under  the  Government's  stated  accounting 
policies.  (These  loans  and  investments  include  certain  amounts  which  are  described 
below  as  being  questionable  on  other  grounds.) 
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— Certain  Crown  corporations  have  a  history  of  deficits  and  lack  sufficient  revenues  to 
repay  their  indebtedness  to  Canada.  Loans  to  and  investments  in  these  corporations, 
totalling  $1,325  million,  are  questionable  on  these  grounds.  The  reported  value  of  loans 
to  developing  countries  and  loans  to  and  subscriptions  in  international  development 
associations,  amounting  to  $2,490  million,  is  questionable  since  by  their  terms  these  loans 
and  subscriptions  have  the  characteristics  of  grants  or  contributions.  Under  the  Govern- 
ment's stated  accounting  policies  grants  and  contributions  are  recorded  as  budgetary 
expenditures  rather  than  assets. 

Additional  information  and  comments  respecting  these  reservations  are  included  in  my 
observations  on  the  financial  statements  in  Section  3  of  this  volume. 


J.  J.  Macdonell 

Ottawa,  Canada  Auditor  General  of  Canada 

September  15,  1978 
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REVENUE 

Tax  revenue — 
Income  tax — 

Personal 

Corporation 

Non-resident  

Excise  taxes  and  duties — 

Sales 

Customs  import  duties  

Excise  duties  

Special  excise  tax — Gasoline 

Oil  export  charge 

Other  taxes  

Other  tax  revenue 

Total  tax  revenue 

Non-tax  revenue — 

Return  on  investments — 

Bank  of  Canada 

Central  Mortgage  and  Housing  Corporation 

Interest  on  bank  deposits 

Farm  Credit  Corporation 

Exchange  Fund  Account  

Other  return  on  investments 

Postal  revenue 

Premium,  discount  and  exchange  

Services  and  service  fees 

Privileges,  licences  and  permits 

Refunds  of  previous  years'  expenditures 

Bullion  and  coinage 

Proceeds  from  sales 

Other  non-tax  revenue  

Total  non-tax  revenue 

Revenue  credited  to  appropriations 

Postal  receipts  used  to  defray  postal  expenditures 

Total  revenue 


Revenue 

credited  to 

appropriations 

and  postal 

receipts  used 

Net 

revenue 

Gross 

to  defray  postal 

revenue 

expenditures 

1978 

1977 

13,440 

13,440 

14,620 

5,828 

5,828 

5,377 

503 

503 

451 

4,427 

4,427 

3,929 

2,312 

2,312 

2,097 

882 

882 

865 

598 

598 

600 

432 

432 

661 

472 

472 

485 

66 

66 

70 

28,960 

28,960 

29,155 

786 

786 

703 

700 

700 

606 

196 

196 

202 

161 

161 

133 

138 

138 

183 

604 

604 

670 

2.585 

2.585 

2.497 

111 

773 

615 

170 

170 

110 

110 

106 

63 

63 

63 

52 

52 

184 

34 

34 

17 

25 

25 

18 

74 

74 

66 

3,886 

3,886 

3,566 

888 

888 

119 

119 

33,853 


1,007 


32,846 


32,721 
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EXPENDITURE 

Agriculture  

Communications 

Consumer  and  Corporate  Affairs  

Energy,  Mines  and  Resources 

Environment  

External  Affairs  

Finance 

Governor  General  and  Lieutenant-Governors 
Indian  Affairs  and  Northern  Development 

Industry,  Trade  and  Commerce 

Justice 

Labour  

Manpower  and  Immigration  

National  Defence  

National  Health  and  Welfare 

National  Revenue 

Parliament 

Post  Office 

Privy  Council 

Public  Works 

Regional  Economic  Expansion 

Science  and  Technology 

Secretary  of  State 

Solicitor  General 

Supply  and  Services 

Transport 

Treasury  Board 

Urban  Affairs 

Veterans  Affairs 

Total  expenditure 


Revenue 

credited  to 

appropriations 

and  postal 


Gross 

receipts  used 

Net 

Expenditure 

expen- 

to defray  postal 

diture 

expenditures 

1978 

1977 

959 

959 

639 

93 

4 

89 

70 

72 

72 

62 

1,675 

109 

1,566 

1,349 

570 

23 

547 

488 

1,126 

1,126 

731 

9,302 

3 

9,299 

8,326 

3 

3 

3 

1,170 

1,170 

1,016 

543 

543 

773 

101 

101 

85 

50 

9 

41 

32 

2,638 

2,638 

2,773 

3,976 

205 

3,771 

3,371 

11,187 

14 

11,173 

10,953 

555 

33 

522 

454 

89 

89 

73 

1,400 

163 

1,237 

1,115 

44 

44 

33 

872 

64 

808 

689 

562 

562 

495 

281 

7 

274 

242 

2,206 

13 

2,193 

1,573 

953 

146 

807 

687 

176 

49 

127 

117 

1,624 

153 

1,471 

1,318 

185 

5 

180 

134 

636 

7 

629 

625 

841 

841 

785 

43,889 


1,007 


42,882 


39,011 


Total  revenue 

BUDGETARY  DEFICIT 


32,846 


10,036 


32,721 


6,290 


The  accompanying  notes  are  an  integral  part  of  this  statement. 

Details  of  revenue  and  expenditure  by  department  can  be  found  in  Sections  4  and  5  and  in  the  departmental  sections  of  Volume  II. 


September  15.  1978. 


T.  K.  SHOVAMA, 
Deputy  Minister  of  Finance. 


J.  L.  FRY, 
Deputy  Receiver  General  for  Canada. 
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1978 


1977 


Net  increase 
or  decrease  (  -  ) 


ASSETS 

Loans,  investments  and  advances — 
Crown  corporations  and  agencies,  Schedule  A,  Section  8 — 
Lending  institutions — 

Central  Mortgage  and  Housing  Corporation 

Export  Development  Corporation 

Farm  Credit  Corporation 

Federal  Business  Development  Bank 

Municipal  Development  and  Loan  Board — Advances 

Other 

All  other  Crown  corporations — 

Air  Canada 

Atomic  Energy  of  Canada  Limited 

Canadian  National  Railways 

Petro-Canada 

Other 

Total  Crown  corporations  and  agencies  

Other  loans,  investments  and  advances — 

Provincial  and  territorial  governments,  Schedule  B,  Section  8 

National  governments  including  developing  countries,  Schedule  C,  Section  8 

Veterans'  Land  Act  Fund  advances  less  allowance  for  conditional  benefits.  Schedule  D,  Section  8 

Government  controlled  corporations,  Schedule  E,  Section  8  

Private  sector  enterprises,  Schedule  F,  Section  8 

Inactive  loans.  Schedule  G,  Section  8 

Miscellaneous,  Schedule  H,  Section  8 

TOTAL  LOANS,  INVESTMENTS  AND  ADVANCES  

Other  assets.  Schedule  I,  Section  8 — 

Cash  in  transit 

Unemployment  Insurance — Non-interest-bearing  advances 

Provincial  tax  collection  agreements  account 

Working  capital  advances  to  revolving  funds,  departments  and  agencies 

Unamortized  bond  flotation  costs 

TOTAL  OTHER  ASSETS 

Foreign  assets — 

Exchange  Fund  Account 

Subscriptions,  loans  and  advances — 

International  Monetary  Fund  

Other  international  organizations.  Schedule  J,  Section  8 

TOTAL  FOREIGN  ASSETS 

Cash  balances.  Schedule  K,  Section  8 

TOTAL  ASSETS 

Less:  allowance  for  losses  on  realization  of  assets,  Schedule  L,  Section  8 

Fixed  assets  (valued  at  one  dollar)  

NET  RECORDED  ASSETS  

Excess  of  recorded  liabilities  over  net  recorded  assets,  Schedule  M,  Section  8 

TOTAL  


9,705 

9,173 

532 

1,474 

1,390 

84 

2,535 

2,238 

297 

745 

504 

241 

192 

202 

-10 

6 

16 

-10 

14,657 

13,523 

1.134 

310 

313 

-3 

1,120 

1,204 

-84 

3,022 

2,923 

99 

644 

494 

150 

1,767 

1,983 

-216 

6,863 

6.917 

-54 

21,520 

20,440 

1,080 

1,466 

1,343 

123 

2,224 

2,272 

-48 

439 

476 

-37 

447 

446 

1 

128 

137 

-9 

56 

56 

175 

184 

-9 

4,935 

4.914 

21 

26,455 

25,354 

1,101 

1,026 

838 

188 

2,114 

1,734 

380 

71 

-71 

843 

727 

116 

140 

140 

4,123 

3,510 

613 

2,969 

3,217 

-248 

1,542 

1,232 

310 

1,377 

1,125 

252 

5,888 

5,574 

314 

4,506 

3,597 

909 

40,972 

38,035 

2,937 

546 

546 

40,426 

37,489 

2,937 

39,622 

29,586 

10,036 

80,048 


67,075 


12,973 
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LIABILITIES 

Annuity,  insurance  and  pension  accounts,  Schedule  N,  Section  8 — 

Canada  Pension  Plan  account  

Less:  provincial  government  securities  in  investment  fund 

Superannuation  accounts 

Less:  unamortized  portion  of  actuarial  deficiencies 

Government  annuities 

Other 

TOTAL  ANNUITY,  INSURANCE  AND  PENSION  ACCOUNTS 

Other  liabilities — 

Interest  and  matured  debt.  Schedule  O,  Section  8 

Less,  discount  on  Treasury  bills 

Accounts  payable  and  accrued  salaries,  Schedule  O,  Section  8 

Outstanding  cheques,  warrants  and  money  orders,  Schedule  O,  Section  8 

Provincial  tax  collection  agreements  account,  Schedule  P,  Section  8  

Undisbursed  balances  of  appropriations  to  special  accounts.  Schedule  Q,  Section  8 

Deposit  and  trust  accounts,  Schedule  P,  Section  8 

Other,  Schedule  O,  Section  8 

TOTAL  OTHER  LIABILITIES 

Foreign  liabilities — 
Notes  payable  to — 

International  Monetary  Fund  

Other  international  organizations,  Schedule  R,  Section  8  

Special  Drawing  Rights  

Unmatured  debt  payable  in  foreign  currency 

TOTAL  FOREIGN  LIABILITIES 

Unmatured  debt,  Schedule  S,  Section  8 — 

Marketable  bonds 

Canada  savings  bonds 

Special  non-marketable  bonds 

Treasury  bills 

Notes  payable  to  Canadian  banks 

Total  unmatured  debt  outstanding  

Less:  Government's  holdings  of  unmatured  debt — 

Marketable  bonds 

Canada  savings  bonds  held  on  account  of  employees 

Special  non-marketable  bonds  issued  to  Canada  Pension  Plan  investment  fund 

Total  unmatured  debt  held  by  outside  parties  

Less:  unmatured  debt  payable  in  foreign  currency  

TOTAL  UNMATURED  DEBT  PAYABLE  IN  CANADIAN  CURRENCY 


Net  increase 

1978 

1977 

or  decrease  (  -  ) 

13,019 

11,357 

1,662 

12,420 

10,851 

1,569 

599 

506 

93 

17,266 

15,730 

1,536 

1,510 

1,723 

-213 

15.756 

14,007 

1.749 

1,232 

1,241 

-9 

580 

407 

173 

1.812 

1.648 

164 

18,167 

16,161 

2,006 

4,714 

3,743 

971 

191 

124 

67 

4.523 

3.619 

904 

1,187 

1,708 

-521 

2,021 

1,389 

632 

259 

259 

52 

38 

14 

588 

414 

174 

123 

111 

12 

8,753 

7,279 

1,474 

885 

625 

260 

355 

282 

73 

503 

370 

133 

1,019 

164 

855 

2,762 

1,441 

1,321 

21,327 

17,888 

3,439 

18,011 

16,304 

1,707 

84 

72 

12 

11,295 

8,255 

3,040 

850 

850 

51.567 

42.519 

9,048 

13 

11 

2 

85 

78 

7 

84 

72 

12 

51.385 

42.358 

9.027 

1,019 

164 

855 

50,366 

42,194 

8,172 

TOTAL 


80,048 


67,075 


12,973 


The  accompanying  notes  are  an  integral  part  of  this  statement. 
Details  of  the  assets  and  liabilities  can  be  found  in  Sections  6,  7  and  8. 

September  15,  1978. 


I\  K.  SHOYAMA, 
Deputy  Minister  of  Finance. 


i.  L.  FRY, 
Deputy  Receiver  General  for  Canada. 
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GOVERNMENT  OF  CANADA 


Summary  of  Budgetary  Appropriations,  Expenditures  and  Unexpended  Balances  by  Department 
for  the  Year  Ended  March  31, 1978 

(in  millions  of  dollars) 


Variances 


Unexpended  Balances 


Department 

Agriculture  

Communications 

Consumer  and  Corporate  Affairs  

Energy,  Mines  and  Resources 

Environment  

External  Affairs  

Finance 

Governor  General  and  Lieutenant-Governors 
Indian  Affairs  and  Northern  Development  .... 

Industry,  Trade  and  Commerce 

Justice 

Labour 

Manpower  and  Immigration  

National  Defence  

National  Health  and  Welfare 

National  Revenue 

Parliament 

Post  Office 

Privy  Council 

Public  Works 

Regional  Economic  Expansion 

Science  and  Technology 

Secretary  of  State 

Solicitor  General 

Supply  and  Services  

Transport 

Treasury  Board  

Urban  Affairs 

Veterans  Affairs 

Total 


Appropriations 

Expenditures 

1,016<2> 

959 

100 

89 

75 

72 

1,577 

1,566 

567 

547 

1,226 

1,126 

9,301 

9,299 

3 

3 

1,1 93<3> 

1,170 

560 

543 

106 

101 

42 

41 

2,695 

2,638 

3,796 

3,771 

11,246 

11,173 

528 

522 

90 

89 

1,254 

1,237 

45 

44 

833 

808 

593 

562 

278 

274 

2,207<4» 

2,193 

849 

807 

132 

127 

1,548 

1,471 

380 

180 

749 

629 

893 

841 

Lapsed 


Carried 
forward 


Over- 
expended 


34 
11 

3 

11 

20 

100 

2 

23 
17 

5 

1 
57 
25 
73 

6 

1 
17 

1 
25 
31 

4 
14 
42 

5 

77 

200 

120 

52 


23<" 


(i) 


(5) 


43,882 


42,882 


977 


23 


(1)  Available  for  expenditure  in  subsequent  years:  Department  of  Agriculture  Vote  15,  1971-72  and  1972-73,  $23,021,003;  Department  of  Indian  Affairs  and  Northern 
Development  Vote  30,  1971-72,  $336,764. 

(2)  Includes  $24,775,776  carried  forward  from  Vote  15,  Department  of  Agriculture  1971-72,  1972-73  appropriations. 

(3)  Includes  $336,764  carried  forward  from  Vote  30,  Department  of  Indian  Affairs  and  Northern  Development  1971-72  appropriations. 

(4)  Includes  $55,588  carried  forward  from  Vote  2b,  Department  of  Secretary  of  State  1968-69  appropriations.  The  carry  over  provision  of  this  vote  was  cancelled  in 
1977-78. 

<5>  Represents  an  over-expenditure  of  $1 37,402  in  Vote  65,  Department  of  Secretary  of  State. 

The  accompanying  notes  are  an  integral  part  of  this  statement. 

Details  of  appropriations  and/or  expenditures  by  department  can  be  found  in  Section  5  and  in  the  departmental  sections  of  Volume  II. 


September  15.  1978. 


T.K.  SHOYAMA, 
Deputy  Minister  of  Finance. 


J.  L.  FRY, 
Deputy  Receiver  General  for  Canada. 
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Public  Accounts,  1977-78 


Notes  to  the  Financial  Statements  of  the  Government  of  Canada 


1.  Significant  accounting  policies  and  practices 

The  accounting  policies  and  practices  of  the  Government  of 
Canada  have  evolved  over  many  years.  They  are  based  on 
concepts  embodied  in  the  British  North  America  Act,  the 
Financial  Administration  Act  and  other  legislation. 

i.  Basic  concepts 

The  two  basic  concepts  on  which  the  Government's 
accounting  system  is  based  are  found  in  the  British 
North  America  Act:  first,  the  concept  of  the  Con- 
solidated Revenue  Fund,  which  emanates  from  the 
requirement  that  all  duties  and  revenues  received,  other 
than  those  reserved  to  the  provinces,  "shall  form  One 
Consolidated  Revenue  Fund";  second,  the  concept  that 
the  balance  of  the  Fund,  after  certain  prior  charges, 
"shall  be  appropriated  by  the  Parliament  of  Canada". 

Parliament  provides  authority  to  make  payments  out 
of  the  Consolidated  Revenue  Fund  in  annual  appropria- 
tion acts  and  other  statutes  (referred  to  as  statutory 
appropriations).  The  spending  authority  granted  in 
appropriation  acts  is  for  stated  purposes  and  maximum 
amounts.  Unless  provided  for  in  the  wording  of  the 
votes,  unused  balances  of  the  spending  authority  grant- 
ed in  appropriation  acts  lapse  at  the  end  of  the  year  for 
which  it  was  granted.  The  spending  authority  provided 
by  statutory  appropriations  is  for  specified  purposes 
and  for  such  amounts  and  such  time  as  the  acts  pre- 
scribe. The  spending  authority  provided  by  statutory 
appropriations  does  not  lapse  at  the  end  of  the  year  in 
which  it  was  granted. 

ii.  Government  of  Canada  as  an  accounting  entity 

As  an  accounting  entity,  the  Government  of  Canada 
is  defined  as  all  the  departments  named  in  Schedule  A 
of  the  Financial  Administration  Act;  any  division  or 
branch  of  the  Public  Service  of  Canada,  including  a 
commission  appointed  under  the  Inquiries  Act  desig- 
nated by  the  Governor  in  Council  as  a  department  for 
purposes  of  the  Financial  Administration  Act;  the  staffs 
of  the  Senate,  the  House  of  Commons,  and  the  Library 
of  Parliament;  and,  any  corporation  named  in  Schedule 
B  of  the  Financial  Administration  Act. 

In  accordance  with  the  above  definition,  the  financial 
statements  of  the  Government  have  not  been  prepared 
on  a  consolidated  basis  and  therefore  do  not  reflect  the 
operations  of  the  corporations  named  in  Schedules  C 
and  D  of  the  Financial  Administration  Act.  In  addition, 
the  Exchange  Fund  Account,  the  Canada  Pension  Plan 
Account,  the  Unemployment  Insurance  Account,  the 
revolving  funds  and  certain  similar  accounts  have  sepa- 
rate financial  statements  which  are  not  combined  with 
those  of  the  Government. 

iii.  Classification  of  financial  transactions 

The  financial  transactions  of  the  Government  of 
Canada  as  recorded  in  the  accounts  of  Canada  and 
reflected  in  the  Public  Accounts  are  classified  into 
budgetary  transactions  and  other  transactions  consist- 
ing of  non-budgetary,  foreign  exchange  and  unmatured 
debt  transactions. 


In  general  terms,  budgetary  transactions  are  those 
which  enter  into  the  calculation  of  the  annual  budget- 
ary surplus  or  deficit  and  are  disclosed  on  the  Govern- 
ment's Statement  of  Revenue  and  Expenditure.  The 
other  transactions  lead  to  the  acquisition  or  disposal  of 
financial  claims  or  to  the  creation  or  discharge  of 
financial  obligations  which  are  disclosed  on  the  State- 
ment of  Assets  and  Liabilities. 

For  purposes  of  accounting  and  reporting,  the  Public 
Accounts  uses  the  classification  in  force  at  the  end  of 
the  year  to  which  the  report  refers  and  presents  com- 
parative figures  for  the  previous  year  on  a  consistent 
basis. 

iv.  Budgetary  revenue 

Revenue  consists  of  all  tax  and  non-tax  receipts 
which  affect  the  budgetary  deficit  or  surplus  of  the 
Government  and  includes  revenue  internal  to  the 
Government. 

The  Government  of  Canada  generally  reports  reve- 
nue in  the  year  in  which  it  is  received  with  refunds  of 
revenue  allocated  to  the  year  in  which  they  are  actually 
paid. 

Revenue  is  stated  after  deducting  refunds  paid  and 
excludes  amounts  receivable,  taxes  collected  on  behalf 
of  provinces,  receipts  from  contributors  to  the  Canada 
Pension  Plan,  the  Unemployment  Insurance  and  the 
superannuation  accounts,  and  receipts  and  revenues 
credited  to  revolving  funds  and  to  other  asset  and 
liability  accounts. 

Revenue  is  stated  both  gross  and  net.  The  difference 
between  the  two  is  revenue  credited  to  appropriations 
and  postal  receipts  used  to  defray  postal  expenditures. 

v.  Budgetary  expenditure 

Expenditure  consists  of  all  charges  to  budgetary 
appropriations  for  goods  and  services  and  for  transfer 
payments  which  affect  the  budgetary  deficit  or  surplus 
of  the  Government.  Expenditure  includes: 

— Payments  made  during  the  year  for  goods  and 
services,  and  for  transfer  payments; 

— Payments  made  according  to  the  provisions  of  the 
Financial  Administration  Act  within  thirty  days 
following  the  end  of  the  year,  on  account  of  debts 
incurred  prior  to  the  end  of  the  year  for  work 
performed,  goods  received,  services  rendered,  or 
resulting  from  contractual  arrangements; 

— Interest  accrued  on  the  public  debt; 

— Accruals  of  certain  salaries  and  wages  earned  but 
not  paid  at  the  end  of  the  year; 

— Interest  and  Government  contributions  credited  to 
superannuation,  other  annuity,  insurance  and  pen- 
sion accounts  and  to  the  Unemployment  Insurance 
Account; 

— Write-off  of  assets; 

— Amortization  of  discount  on  Treasury  bills  and 
actuarial  deficiencies  of  superannuation  accounts; 

— Amounts  credited  to  the  undisbursed  balances  of 
appropriations  to  special  accounts; 

— Expenditures  internal  to  the  Government. 
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Expenditure  is  stated  both  gross  and  net.  The  differ- 
ence between  the  two  is  revenue  credited  to  appropria- 
tions and  postal  receipts  used  to  defray  postal  expendi- 
tures. Expenditure  does  not  include  pensions  paid  under 
the  Canada  Pension  Plan,  superannuation  and  other 
pension  accounts,  Unemployment  Insurance  payments 
other  than  benefits  to  fishermen,  payments  financed 
from  undisbursed  balances  of  appropriations  to  special 
accounts  and  payments  charged  to  working  capital 
advance  accounts  and  to  revolving  funds  and  other  asset 
and  liability  accounts. 

vi.  Assets  and  liabilities 

Assets  are  defined  as  the  financial  claims  acquired  by 
the  Government  of  Canada  on  outside  organizations 
and  individuals  as  a  result  of  events  and  transactions 
prior  to  the  accounting  date.  Liabilities  are  defined  as 
financial  obligations  to  outside  organizations  and 
individuals  as  a  result  of  events  and  transactions  prior 
to  the  accounting  date. 

However,  as  a  result  of  the  Government's  accounting 
policies  and  practices  described  above,  and  in  accord- 
ance with  the  provisions  of  the  Financial  Administra- 
tion Act,  certain  financial  claims  and  obligations  are 
not  reported  on  the  Statement  of  Assets  and  Liabilities. 

The  most  important  types  of  financial  claims  not  so 
reported  are  the  accounts  receivable  both  for  tax  and 
non-tax  revenue.  Similarly,  the  financial  obligations  not 
so  reported  include:  accounts  payable  for  goods  and 
services  received  in  the  year  but  not  paid  within  thirty 
days  from  the  end  of  the  year;  accounts  payable  related 
to  statutory  appropriations;  accrued  liabilities  for  cer- 
tain retroactive  salary  and  wage  settlements,  for  unpaid 
overtime,  annual  vacation  and  unused  sick  leave,  and 
for  benefits  payable  upon  termination  of  employment; 
actuarial  liabilities  arising  from  the  indexing  to  the  cost 
of  living  of  superannuate  pensions  and  annuities. 

The  Statement  of  Assets  and  Liabilities  includes, 
however,  certain  balances  of  accounts  internal  to  the 
Government  (Note  7)  which  will  continue  to  be  report- 
ed until  parliamentary  authority  to  delete  them  from 
the  accounts  of  Canada  has  been  obtained. 

vii.  Valuation  of  assets  and  liabilities 

Assets  are  recorded  at  cost  except  for: 

— Assets  denominated  in  foreign  currencies,  which 

are  translated  to  Canadian  currency  at  year-end 

closing  rates  of  exchange;  and 
— Fixed  assets,  which  are  carried  at  the  nominal 

value  of  $1. 

Assets  have  not  been  subject  to  revaluation  to  reflect 
collectable  or  recoverable  values.  However,  a  general 
allowance  for  losses  on  all  classes  of  assets  has  been 
provided.  This  allowance  does  not  constitute  a  reserve 
related  to  any  specific  asset  or  classes  of  assets. 

Liabilities  denominated  in  foreign  currencies  are 
translated  to  Canadian  currency  at  year-end  closing 
rates  of  exchange.  All  other  liabilities  are  recorded  in 
the  amounts  ultimately  payable  except  for  the  superan- 
nuation accounts  of  the  Canadian  Forces,  the  Public 
Service  and  the  Royal  Canadian  Mounted  Police  and 
the  Government  annuities  account,  which  are  valued  on 


an  actuarial  basis;  the  Canada  Pension  Plan  Account 
and  the  Supplementary  Retirement  Benefits  Account 
are  not  maintained  on  an  actuarial  basis.  However,  the 
Canada  Pension  Plan  Act  limits  payments  from  the 
Consolidated  Revenue  Fund  to  the  amount  of  the  out- 
standing balance  in  the  Canada  Pension  Plan  Account. 

2.  Changes  in  financial  statement  presentation 

Changes  have  been  made  in  the  financial  statements,  in 
accordance  with  recommendations  made  in  the  Report  on  the 
Study  of  the  Accounts  of  Canada. 

i.  Statement  of  Revenue  and  Expenditure 

Gross  postal  receipts  amounting  to  $1 19  million  used 
to  defray  certain  postal  expenditures  under  the  author- 
ity of  the  Post  Office  Act  are  included  in  gross  revenue 
and  expenditure.  The  comparative  figure  for  1976-77 
was  $103  million. 

ii.  Statement  of  Assets  and  Liabilities 

The  order  in  which  assets  and  liabilitites  are  dis- 
played in  the  Statement  of  Assets  and  Liabilities  has 
been  slightly  modified  to  make  it  consistent  with  Sec- 
tion 1  of  this  volume. 

3.  Changes  in  accounting  practices 

i.  Translation  of  assets  and  liabilities  denominated  in 
foreign  currencies 

A  change  has  been  made  in  the  practice  of  reporting 
assets  and  liabilities  denominated  in  foreign  currencies 
which  are  now  translated  at  the  year-end  closing  rates 
of  exchange.  Previously,  such  assets  and  liabilities, 
other  than  cash  and  short-term  liabilities,  were  reported 
at  historical  values.  Cash  and  short-term  liabilities  have 
always  been  translated  at  year-end  closing  rates  of 
exchange. 

This  change  has  been  made  to  introduce  consistency 
in  the  translation  of  assets  and  liabilities  denominated 
in  foreign  currencies  and  to  reflect  more  accurately  the 
current  value  of  the  financial  claims  and  obligations  of 
the  Government. 

This  change  has  been  reflected  in  the  accounts  as 
follows: 

— Revenue  has  been  increased  by  $170  million, 
including  $162  million  attributable  to  previous 
years,  and  $8  million  attributable  to  1977-78; 

— Assets  have  been  increased  by  $320  million, 
including  $225  million  applicable  to  assets  of 
March  31,  1977,  and  $95  million  to  those  of 
1977-78;  and 

— Liabilities  have  been  increased  by  $150  million, 
including  $63  million  applicable  to  liabilities  of 
March  31,  1977,  and  $87  million  to  those  of 
1977-78. 

ii.  Accounting  for  revenue  from  the  private  sector  credited 
to  appropriations 

Effective  in  1977-78,  the  authority  to  spend  revenue 
received  from  the  private  sector  was  discontinued  for 
certain  programs.  In  accounting  for  this  change,  such 
revenues  are  now  credited  to  revenue  rather  than  to 
appropriations.  For  comparative  purposes,  various  non- 
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tax  revenue  accounts  have  been  increased  by  $81  mil- 
lion for  1976-77.  Offsetting  increases  to  net  departmen- 
tal expenditures  have  been  made  as  follows: 


Agriculture — 

Production  and  marketing  

Health  of  animals  

Communications   

Customs  and  Excise 

Energy,  Mines  and  Resources — 
Earth  sciences  

Indian  Affairs  and  Northern  Development — 
Parks  Canada 

Insurance  

Public  Works- 
Land  management  and  development 

Veterans  Affairs — 
Treatment  services 


(in  millions  of  dollars) 

1 
5 

18 
2 


11 
3 

4 

34 


iii.  Undisbursed   balances   of  appropriations    to   special 

accounts 

The   following   account   was   eliminated   from   this 

category: 

The  National  Defence — Surplus  Crown  assets 
account  was  revoked  by  authority  of  Appropriation 
Act  No  4,  1977-78.  The  opening  balance  of  $11 
million  and  $1  million  received  during  the  year  were 
credited  to  expenditure. 

4.  Amounts  credited  or  charged  to  asset  and  liability 
accounts 

According  to  the  Government's  stated  accounting  policies 
and  practices,  certain  receipts  and  payments  have  been  credi- 
ted or  charged  to  asset  and  liability  accounts.  The  two  more 
important  groups  are  described  below: 

i.  Annuity,  insurance  and  pension  accounts 

The  Unemployment  Insurance  Account,  the  Canada 
Pension  Plan  Account  and  the  Government  superan- 
nuation accounts  are  maintained  separately  within  the 
accounts  of  Canada  and  accordingly  receipts  and  pay- 
ments made  for  these  accounts  are  not  reflected  in 
revenue  and  expenditure: 

(in  millions  of  dollars) 


1978 


1977 


Credits        Charges        Credits      Charges 


Canada  Pension  Plan  Account  2,767 
Unemployment  Insurance 

Account 3,982 

Superannuation  accounts 2,039 

Government  annuities 87 

Other   annuity,   insurance   and 

pension  accounts 361 


1,105 


2,461 


874 


4,362 

4,261 

3,670 

503 

1,949 

476 

96 

92 

93 

143 


43 


ii.  Departmental  asset  and  liability  accounts 

Receipts  and  payments  for  the  following  accounts  are 
not  reflected  in  revenue  and  expenditure: 


Airports  Revolving  Fund 

Transport — Railway  grade 
crossing  Fund 

Urban  Affairs — National  capi- 
tal Fund 

Deposit  and  trust  accounts  


(in  millions  of  dollars) 

1978 

1977 

Credits 

Charges 

Credits 

Charges 

42 

68 

41 

70 

16 

27 

9 

17 
2 

14 

21 
3 

5.  Loans  likely  to  require  parliamentary  appropriations 
for  write-off 

The  loans  described  below  are  likely  to  require  parliamen- 
tary appropriations  for  write-off  in  subsequent  years;  until 
such  appropriations  are  obtained,  the  assets  are  overstated  by 
the  following  amounts: 


Canadian  Broadcasting  Corporation 

National  Capital  Commission  

Northwest  Territories 

Yukon  Territory 


(in  millions 

of  dollars) 

1978 

1977 

198 

198 

38 

38 

105 

105 

43 

43 

384 


384 


6.  Revolving  funds 

Revolving  funds  are  authorizations  by  Parliament  to  draw 
monies  from  the  Consolidated  Revenue  Fund  for  prescribed 
purposes,  up  to  a  given  maximum  at  any  one  time,  which, 
together  with  attendant  receipts,  may  be  expended  for  those 
purposes  on  a  continuing  basis. 

The  year-end  balances  of  the  amounts  advanced  from  the 
Consolidated  Revenue  Fund  are  included  as  assets  in  the 
Statement  of  Assets  and  Liabilities.  Surpluses  or  deficits  of 
revolving  funds  are  included  in  revenue  or  expenditure  in 
accordance  with  Treasury  Board  policy  unless  special  permis- 
sion is  granted  to  carry  over  surpluses  and  accumulated 
deficits. 

In  1977-78,  cumulative  surpluses  totalling  $8  million  ($6 
million  in  1976-77)  have  been  transferred  to  non-tax  revenue 
while  cumulative  deficits  of  $3  million  ($3  million  in  1976-77) 
have  been  recouped  from  appropriations. 

However,  cumulative  surpluses  of  $35  million  ($55  million 
in  1976-77)  have  not  been  transferred  to  non-tax  revenue  and 
cumulative  deficits  of  $1  million  ($1  million  in  1976-77)  have 
not  been  recouped  from  appropriations.  Of  these  cumulative 
surpluses,  the  Airport  Revolving  Fund  and  the  Supply  Revolv- 
ing Fund  accounted  for  $22  million  ($46  million  in  1976-77) 
and  $11  million  ($8  million  in  1976-77)  respectively. 

7.  Accounts  internal  to  the  Government 

Certain  accounts  reported  as  assets  and  liabilities  do  not 
meet  the  definitions  stated  in  Note  1  (vi).  However,  these 
accounts  will  continue  to  be  reported  on  the  Statement  of 
Assets  and  Liabilities  until  such  time  as  parliamentary  author- 
ity is  obtained  to  delete  them. 

Accounts  internal  to  the  Government  reported  as  assets, 
represent  deferred  expenditures  chargeable  to  subsequent 
years,  in  accordance  with  legislation,  regulations  or  established 
practice.  Those  reported  as  liabilities  represent  spending  au- 
thority carried  forward  to  future  years. 

The  balances  of  these  accounts  in  the  Statement  of  Assets 
and  Liabilities  as  at  March  31  have  the  effect  of  overstating 
the  assets  and  liabilities  by  the  following  amounts: 


(in  millions 

of  dollars) 

1978 

1977 

ASSETS 

2,114 

843 
140 

1,734 

Working  capital  advances  to  revolving  funds, 

departments  and  agencies 

Unamortized  bond  flotation  costs  

727 
140 

3,097 

2,601 

LIABILITIES 

Undisbursed  balances  of  appropriations  to  spe- 
cial accounts       

52 

38 

607 
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8.  Annuity,  insurance  and  pension  accounts 

i.  Canada  Pension  Plan  Account 

The  Canada  Pension  Plan  Account  is  not  maintained 
on  an  actuarial  basis  because  the  Canada  Pension  Plan 
Act  limits  payments  from  the  Consolidated  Revenue 
Fund  to  the  amount  of  the  outstanding  balance  in  the 
account.  Financial  statements  of  the  Canada  Pension 
Plan  Account  can  be  found  in  Section  15  of  Volume  II. 

ii.  Unamortized   portions    of  actuarial    deficiencies    of 
superannuation  accounts 

These  accounts  record  the  unamortized  portions  of 
the  actuarial  deficiencies  in  the  Public  Service  Superan- 
nuation Account,  the  Canadian  Forces  Superannuation 
Account,  and  the  Royal  Canadian  Mounted  Police 
Superannuation  Account  which  have  been  set  up  as 
deferred  charges  and  credited  to  the  superannuation 
accounts. 

Adjustments  for  actuarial  deficiencies  in  respect  of 
authorized  salary  increases  and  quinquennial  valuation 
were  recorded  in  1977-78  in  the  amount  of  $616  million 
while  amortization  to  expenditure  was  $829  million.  In 
1976-77,  adjustments  were  $677  million  and  amortiza- 
tion was  $784  million.  An  actuarial  deficiency  of  $15 
million  was  determined  during  the  year  based  on  the 
quinquennial  valuation  of  the  Royal  Canadian  Mount- 
ed Police  Superannuation  Account  as  at  December  31, 
1974. 

Actuarial  valuations  are  made  quinquennially,  the 
next  of  which  will  be  made  effective  December  31, 
1977  for  the  Public  Service  Superannuation  Account, 
December  31,  1975  for  the  Canadian  Forces  Superan- 
nuation Account  and  December  31,1 979  for  the  Royal 
Canadian  Mounted  Police  Superannuation  Account. 

Any  actuarial  deficiency  revealed  will  be  credited  to 
the  account  and  charged  to  unamortized  portions  of 
actuarial  deficiencies  and  amortized  to  expenditure  in 
five  equal  annual  instalments  commencing  in  the  year 
in  which  the  report  is  laid  before  Parliament.  The  cost 
of  added  liabilities  under  the  superannuation  acts  as  a 
result  of  the  authorization  of  salary  increases  is  to  be 
credited  to  the  superannuation  accounts  and  charged  to 
unamortized  portions  of  actuarial  deficiencies  and 
amortized  to  expenditure  over  a  period  of  five  years 
commencing  in  the  year  in  which  the  increases  are 
authorized. 

iii.   The  Supplementary  Retirement  Benefits  Account 

The  Supplementary  Retirement  Benefits  Account 
was  established  in  1970  for  the  payment  of  increased 
pension  benefits  resulting  from  indexation.  No  actuari- 
al valuations  are  required  to  be  made  of  the  account. 

Increased  superannuation  benefits  paid  during  the 
year  due  to  indexation  amounted  to  $170  million  ($131 
million  in  1976-77).  In  accordance  with  legislation, 
$165  million  ($126  million  in  1976-77)  representing 
benefits  to  superannuates  in  excess  of  their  share  of 
contributions  to  the  account  was  charged  to  expendi- 
tures. Only  $5  million  ($5  million  in  1976-77)  was 
charged  to  the  Supplementary  Retirement  Benefits 
Account. 


9.  Unrecorded  accounts  payable 

According  to  the  Government's  accounting  policies  and 
practices,  only  the  payments  made  within  thirty  days  following 
the  end  of  the  year  relating  to  debts  incurred  prior  to  the  end 
of  the  year  for  work  performed,  goods  received,  services  ren- 
dered or  resulting  from  contractual  arrangements  are  recorded 
as  accounts  payable.  Of  the  unrecorded  accounts  payable,  the 
following  are  summarized: 


Accounts  payable  for  goods  and  services 
Retroactive  salary  and  wage  payments 


(in  millions 

of  dollars) 

1978 

1977 

77 
39 

46 

44 

116 


90 


Details  of  unrecorded  accounts  payable  can  be  found  in 
Section  9  of  Volume  I  of  the  Public  Accounts,  "Summary  of 
Accounts  Properly  Chargeable  to  1977-1978  but  carried  over 
to  1978-79." 

Retroactive  salary  and  wage  payments  represent  pay  adjust- 
ments partly  applicable  to  1977-78  which  have  been  or  will  be 
paid  in  1978-79  resulting  from  collective  bargaining  agree- 
ments. 

10.  Foreign  assets  and  liabilities 

The  foreign  assets  and  liabilities  recorded  under  these  hea- 
dings are  those  which  can  be  identified  with  Canada's  foreign 
exchange  operations  and  investments  in  international  banking 
institutions.  Some  are  denominated  in  foreign  currencies  and 
some  are  denominated  in  Canadian  currency.  Assets  and 
liabilities  denominated  in  foreign  currencies  are  recorded  at 
the  Canadian  currency  equivalent  at  March  31st.  There  are 
other  foreign  assets  and  liabilities  such  as  foreign  bank  balan- 
ces which  are  included  with  other  cash  balances  at  their 
Canadian  dollar  equivalents  and  amounts  denominated  in 
foreign  currencies  which  are  held  in  deposit  and  trust 
accounts. 

11.  Maturity  of  Government  debt 

The  following  amounts  represent  that  portion  of  unmatured 
debt  maturing  in  the  next  five  years: 


(in  millions 

of  dollars) 

Total 

Treasury 
bills 

Marketable 
bonds 

Canada 
savings 
bonds 

Notes 
payable  to 
Canadian 

banks 

1979 

11,295 

2,099 
3,047 
2,932 
1,594 
2,401 

2,640 
143 
919 
804 

277 

850 

16,884 
3,190 
3,851 
2,398 
2,678 

1980 

1981 

1982 

1983 

11,295 

12,073 

4,783 

850 

29,001 

It  should  be  noted  however  that  all  Canada  savings  bonds 
are  redeemable  on  demand  regardless  of  maturity  date. 

Details  of  unmatured  debt  may  be  found  in  Section  8  of  this 
volume. 

12.  Gross  liabilities  of  the  Government  of  Canada 

The  Statement  of  Assets  and  Liabilities  has  been  prepared 
in  accordance  with  the  concept  that  assets  are  financial  claims 
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acquired  by  the  Government  of  Canada  on  outside  parties  and 
liabilities  are  its  financial  obligations  to  outside  parties.  The 
deferred  expenditure  charges  and  accounts  internal  to  the 
Government  are  not  in  keeping  with  this  concept.  To  arrive  at 
the  gross  liabilities  of  the  Government,  the  amounts  are  adjus- 
ted as  shown  in  the  following  table: 


(in  millions  of  dollars) 

1978 

1977 

Net  increase 

or 
decrease  (  -  ) 

Total  liabilities  per  state- 
ment  

Unamortized  portions  of 
actuarial  deficiencies 

Discount  on  Treasury  bills 

Undisbursed  balances  of 
appropriations  to  special 
accounts  (accounts  inter- 
nal to  the  Government) 

80,048 

1,510 
191 

-52 

67,075 

1,723 
124 

-38 

12,973 

-213 
67 

-14 

81,697 

68,884 

12,813 

13.  Contingent  liabilities  of  the  Government  of  Canada 

The  contingent  liabilities  of  the  Government  of  Canada  as 
at  March  31,  1978,  are  as  follows: 

(in  millions  of  dollars) 


1978 


1977 


Borrowings  by  Crown  Corporations  under 
guarantee  or  as  agents  of  the  Govern- 
ment    2,176  1,555 

Insured  loans  under  the  National  Housing 
Act,  1954  17,874  15,130 

Other 3,686  2,128 


23,736 


18,813 


Details  are  listed  in  Section  8  of  this  volume. 

14.  Events  subsequent  to  the  end  of  the  year 

The  following  events  have  occurred  subsequent  to  the  end  of 
the  year: 

i.  Revolving  standby  credit  facilities 

In  December  1977,  the  Government  entered  into  an 
agreement  with  the  Bank  of  Canada  and  the  Canadian 
chartered  banks  to  establish  with  the  chartered  banks  a 
seven  year  revolving  standby  credit  facility  under  which 
up  to  $1,500  million  US  could  be  borrowed;  this 
amount  was  increased  to  $2,500  million  US  in  April 
1978. 

As  at  March  31,  1978,  drawdowns  under  this  facility 
amounted  to  $750  million  US  ($850  million  Canadian). 
These  transactions  were  recorded  in  the  accounts  of 
Canada  by  increases  in  the  advance  to  the  Exchange 
Fund  Account  and  the  recording  of  liabilities  for  Notes 
payable  to  Canadian  banks  totalling  $850  million 
Canadian. 

As  of  September  15,  1978,  drawings  amounted  to 
$3,250  million  US  and  repayments  were  $2,750  million 
US,  leaving  $500  million  US  outstanding  at  September 
15,  1978. 

In  June  1978,  the  Government  entered  into  an  eight 
year  revolving  standby  credit  facility  agreement  with  a 
group  of  United  States  and  other  foreign  banks  under 
which  up  to  $3,000  million  US  could  be  borrowed 


during  the  first  four  years  of  the  agreement;  during  the 
succeeding  four  years  the  amount  available  would  be 
reduced  in  steps,  to  one-third  of  the  original  amount. 

As  of  September  15,  1978,  aggregate  drawings  under 
this  facility  were  $1,000  million  US,  all  of  which  was 
outstanding  at  that  date. 

ii.  Capital  reorganization  of  Air  Canada 

The  Air  Canada  Act,  1977,  authorized  the  reorgani- 
zation of  Air  Canada,  including  its  capital  structure. 
Although  the  act  was  assented  to  in  February  1978,  the 
Governor  in  Council  Order  necessary  to  effect  the 
capital  reorganization  was  not  issued  until  April  13, 
1978  and  consequently,  the  effects  of  the  reorganization 
on  the  Government's  investment  in  Air  Canada  are  not 
reflected  in  the  1978  Public  Accounts. 

The  capital  reorganization  involved: 

— The  conversion  of  $324  million  of  debt  owed  by 
Air  Canada  to  the  Government  and  to  the  Canadi- 
an National  Railways  into  an  equivalent  amount 
of  equity; 

— The  cancellation  of  $5  million  of  Air  Canada 
capital  stock  held  by  the  Canadian  National  Rail- 
ways in  return  for  the  cancellation  of  $5  million  of 
debt  owed  by  the  Canadian  National  Railways  to 
the  Government;  and 

— The  issuance  of  $5  million  of  Air  Canada  capital 
stock  to  the  Government. 

This  resulted  in  the  Government  becoming  the  direct 
sole  owner  of  Air  Canada's  329,009  issued  shares 
valued  at  $329  million. 

Residual  debt  totalling  $311  million  owed  by  Air 
Canada  to  the  Government  and  the  Canadian  National 
Railways,  was  consolidated  into  a  single  note  repayable 
to  the  Government  over  15  years,  at  a  nominal  rate  of 
interest  of  7.243%,  in  equal  semi-annual  instalments  of 
principal  and  interest. 

As  a  result  of  this  recapitalization,  the  debt  owed  by 
the  Canadian  National  Railways  to  the  Government 
was  reduced  by  some  $349  million,  an  amount  equiva- 
lent to  the  Canadian  National  Railways'  investment  in 
Air  Canada  prior  to  the  recapitalization. 

iii.  Capital  revision  of  Canadian  National  Railways 

Amendments  to  the  Canadian  National  Railways 
Capital  Revision  Act  and  the  Railway  Act,  authorized 
a  revision  of  the  capital  structure  of  the  Canadian 
National  Railways.  Although  the  amending  act  is 
retroactive  to  December  31,  1977,  Royal  Assent  was 
not  obtained  until  June  30,  1978,  and  the  Governor  in 
Council  Orders  necessary  to  effect  the  capital  revision 
have  not  yet  been  issued.  Consequently,  the  effects  of 
the  revision  are  not  reflected  in  the  1978  Public 
Accounts. 

The  result  of  the  revision  is  that  the  capital  structure 
of  the  Canadian  National  Railways  will  be  changed  by 
the  cancellation  of  $808  million  of  loans  and  advances 
and  a  corresponding  increase  in  the  value  of  the  no  par 
value  shares.  The  value  of  these  shares  will  be  further 
increased  by:  $1,556  million,  representing  the  value  of 
the  4%  preferred  shares  outstanding  at  December  31, 
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1977,  which  are  to  be  cancelled;  the  $428  million  of 
capital  investment  in  Canadian  Government  Railways; 
and  an  adjustment  of  $808  million  for  depreciation  not 
charged  to  operations  in  previous  years.  The  authorized 
and  issued  capital  stock  of  the  National  Company  will 
remain  at  6  million  shares.  The  act  also  makes  provi- 
sion for  the  payment  of  dividends  to  the  Receiver 
General. 

The  Government's  100%  ownership  of  the  Canadian 
National  Railways  is  not  affected  by  the  capital 
revision. 
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Observations  by  the  Auditor  General 

on  the 

Financial  Statements  of  the  Government  of  Canada 


Introduction 


I  have  examined  the  financial  statements  of  the  Government  of  Canada  for  the  year  ended 
March  31,  1978,  which,  together  with  my  opinion,  are  included  in  Section  2  of  this  volume. 
These  financial  statements  are  the  Statement  of  Revenue  and  Expenditure,  the  Statement  of 
Assets  and  Liabilities,  and  the  Summary  of  Budgetary  Appropriations,  Expenditures  and 
Unexpended  Balances  by  Department.  My  examination  was  made  in  accordance  with 
generally  accepted  auditing  standards  and  included  such  inquiries,  tests  and  other  procedures 
as  I  considered  necessary  to  enable  me  to  report  as  required  by  Section  6  of  the  Auditor 
General  Act. 

I  am,  for  the  first  time,  expressing  an  opinion  in  accordance  with  Section  6  of  the  new 
Auditor  General  Act,  which  provides  that: 

The  Auditor  General  shall  examine  the  several  financial  statements  required  by 
section  55  of  the  Financial  Administration  Act  to  be  included  in  the  Public 
Accounts,  and  any  other  statements  that  the  Minister  of  Finance  may  present  for 
audit  and  shall  express  his  opinion  as  to  whether  they  present  fairly  information  in 
accordance  with  stated  accounting  policies  of  the  federal  government  and  on  a  basis 
consistent  with  that  of  the  preceding  year  together  with  any  reservations  he  may 
have. 

My  opinion  includes  a  number  of  reservations  with  respect  to  certain  accounting  policies  of 
the  Government  of  Canada  which,  in  my  view,  affect  the  fairness  of  the  information  presented 
in  the  financial  statements.  These  reservations  relate  to  balances  designated  to  be  deleted 
from  the  accounts  but  reported  as  assets  and  liabilities,  the  effect  of  excluding  certain  Crown 
corporations  from  the  government  accounting  entity  and  the  reported  value  of  certain  loans, 
investments  and  advances.  I  have  reported  on  the  matters  described  in  these  reservations  in 
previous  years. 

The  observations  that  follow  provide  additional  information  and  comments  on  the  reserva- 
tions included  in  my  opinion.  They  also  provide  comments  concerning  additional  information 
which,  in  my  view,  should  be  included  as  a  part  of  the  financial  statements  of  the  Government 
submitted  for  audit  and  comments  on  the  progress  made  by  the  Government  in  implementing 
the  recommendations  of  the  Study  of  the  Accounts  of  Canada. 

Change  in  Accounting  Policy 

As  explained  in  Note  3  (i)  to  the  financial  statements,  all  assets  and  liabilities  denominated 
in  foreign  currency  are  translated  to  Canadian  dollars  at  year-end  closing  rates  of  exchange, 
with  any  gain  or  loss  recorded  as  revenue  or  expenditure  in  the  year.  In  prior  years,  only  cash 
and  short-term  liabilities  denominated  in  foreign  currency  were  translated  to  Canadian 
dollars  at  year-end  closing  rates  of  exchange;  all  other  assets  and  liabilities  denominated  in 
foreign  currency  were  translated  at  the  exchange  rates  prevailing  at  the  time  such  assets  were 
acquired  or  liabilities  incurred. 

This  change  in  accounting  policy,  with  which  I  concur,  provides  for  a  more  current 
measure,  in  Canadian  dollars,  of  those  financial  claims  and  obligations  of  the  Government 
denominated  in  foreign  currency. 

Assets  and  Liabilities  Designated  for  Deletion 

Certain  amounts  do  not  represent  assets  and  liabilities  of  the  Government  of  Canada 
because  they  are  not  recoverable  from  or  payable  to  outside  organizations  or  individuals.  The 
amounts  reported  as  assets  are  a  deferral  of  current  and  prior  years'  expenditures  and  are 
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treated  in  this  manner  either  because  of  the  requirements  of  the  underlying  legislation  or 
because  write-off  action  has  not  been  initiated.  Those  reported  as  liabilities  represent 
spending  authority  carried  forward  to  future  years.  These  amounts  identified  as  "Accounts 
internal  to  the  Government"  and  "Loans  likely  to  require  parliamentary  appropriation  for 
write-off  overstate  assets  by  $3,481  million  and  liabilities  by  $52  million. 

Accounts  internal  to  the  Government 

Note  7  to  the  financial  statements  identifies  the  following  accounts  reported  as  assets  and 
liabilities  which  do  not  constitute  financial  claims  on  or  obligations  to  organizations  or 
individuals  outside  the  Government. 

Assets 

Working  capital  advances  to  revolving  funds,  departments  and  agencies ....        $    843  million 

Unemployment  Insurance  advances 2,1 14      " 

Unamortized  bond  flotation  costs 140      " 


$3,097  million 


Liabilities 
Undisbursed  balances  of  appropriations  to  special  accounts  $      52  million 


These  balances  have  been  designated  by  the  Government  for  deletion  when  parliamentary 
approval  is  obtained. 

The  working  capital  advances  to  revolving  funds,  departments  and  agencies  are  not 
recoverable  from  parties  outside  the  Government.  These  advances  principally  represent  the 
acquisition  of  fixed  assets  and  inventories  which  would  otherwise  be  treated  as  budgetary 
expenditures  under  stated  government  accounting  policies.  This  inconsistency  in  accounting 
for  assets  and  expenditures  was  recognized  by  the  Study  of  the  Accounts  of  Canada  in  its 
recommendation  that  such  advances  be  treated  as  budgetary  expenditures  and  not  carried  as 
assets. 

Unemployment  Insurance  non-interest  bearing  advances  primarily  represent  amounts  for 
benefit  payments  to  be  borne  by  the  Government  which,  because  of  provisions  in  the 
underlying  legislation,  have  not  been  recorded  as  budgetary  expenditures  in  the  year  in  which 
the  benefits  were  paid.  Accordingly,  these  advances  represent  a  deferral  of  expenditures  and 
the  Study  of  the  Accounts  of  Canada  recommended  their  deletion  as  assets.  To  implement 
this  recommendation,  underlying  legislation  will  have  to  be  amended  to  permit  such  advances 
to  be  recorded  as  budgetary  expenditures  in  the  same  fiscal  period  in  which  the  related 
benefits  were  paid. 

Before  1977,  bond  flotation  costs  were  recorded  as  assets  and  charged  to  expenditure  over 
the  life  of  the  related  debt  issue.  In  1977  and  subsequent  years,  the  Government  has  recorded 
bond  flotation  costs  on  new  issues  as  budgetary  expenditures.  The  balance  of  unamortized 
bond  flotation  costs  on  previous  years'  issues  represents  a  deferral  of  expenditure  and  should 
also  be  written  off. 


Loans  likely  to  require  parliamentary  appropriation  for  write-off 

In  Note  5  to  the  financial  statements,  the  following  loans  are  identified  as  likely  to  require 
parliamentary  appropriation  for  write-off: 

Canadian  Broadcasting  Corporation  $  198  million 

National  Capital  Commission 38      " 

Northwest  Territories 105      " 

Yukon  Territory 43      " 

$  384  million 
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These  loans  were  made  before  March  31,  1975,  to  finance  capital  expenditures  of  these 
entities.  Since  that  date,  such  capital  expenditures  have  been  financed  by  budgetary  appro- 
priations of  Canada.  Payments  of  principal  and  interest  on  these  loans  have  been  deferred  by 
the  Government  until  1979. 

Allowance  for  losses  on  realization  of  assets 

The  allowance  for  losses  on  realization  of  assets  of  $546  million  is  insufficient  to  provide  for 
the  overstatements  of  assets  identified  above.  This  allowance  was  established  many  years  ago 
and  is  a  general  allowance  for  losses  on  all  classes  of  assets.  It  does  not  constitute  a  provision 
for  loss  related  to  any  specific  asset  or  class  of  assets,  even  though  Section  54  of  the  Financial 
Administration  Act  provides  a  means  for  establishing  an  adequate  allowance.  Furthermore, 
departments  are  not  required  to  identify  delinquent  loans  and  advances  for  purposes  of 
assessing  the  adequacy  of  this  allowance. 

The  Accounting  Entity 

The  accounting  entity  of  the  Government  of  Canada  includes  government  departments  and 
Crown  corporations  listed  in  Schedules  A  and  B  of  the  Financial  Administration  Act.  The 
financial  operations  of  these  organizations  are  reflected  in  the  financial  statements  of  the 
Government  of  Canada  on  the  basis  of  the  Government's  stated  accounting  policies.  Crown 
corporations  listed  in  Schedules  C  and  D  of  the  Act  are  excluded  from  the  accounting  entity 
as  are  all  other  government-owned  and  controlled  enterprises  not  listed  in  Schedules  to  the 
Act.  Thus,  their  Financial  operations,  assets  and  liabilities  are  not  reflected  in  the  financial 
statements  of  the  Government.  The  rationale  for  excluding  these  organizations  is  that  they 
are  engaged  in  activities  fundamentally  different  from  those  of  government  departments. 

In  1976,  my  Office  studied  the  budgetary  and  accounting  consequences  of  the  classification 
of  Crown  corporations  of  which  I  am  the  auditor.  This  study  covered  a  number  of  significant 
corporations  named  in  Schedules  C  and  D,  including  the  National  Harbours  Board  and  the 
St.  Lawrence  Seaway  Authority.  The  study  concluded  that  differences  between  many  of  these 
corporations  and  government  departments  and  agencies  are  more  matters  of  form  than 
substance.  Most  of  the  corporations  studied  engage  in  operations  subject  to  significant 
non-commercial  considerations,  depend  on  parliamentary  appropriations  or  other  forms  of 
governmental  financial  assistance  for  their  continued  existence,  or  carry  out  regulatory  or 
other  government-type  activities.  Thus  the  definition  of  the  government  accounting  entity  is 
based  on  a  questionable  premise  concerning  the  nature  of  the  activities  of  the  corporations 
studied.  Accordingly,  in  my  1976  Report  I  recommended  that: 

Crown  corporations  which  carry  on  government-type  activity,  or  are  financially 
dependent  on  the  public  purse,  should  be  included  in  the  Government  of  Canada 
accounting  entity: 

— to  be  consistent  with  the  basic  concept  of  segregating  governmental  from 
commercial  activities  undertaken  under  the  auspices  of  the  Government;  and 

— to  provide  for  more  informative  disclosure  of  summary  information  in  the 
Estimates  and  in  the  Public  Accounts  so  that  these  documents  display  consist- 
ently all  government-type  activities  financed  out  of  the  public  purse. 

Exclusion  from  the  government  accounting  entity  of  such  corporations  results  in  inconsisten- 
cies in  the  recording  of  assets  and  budgetary  expenditures.  Similar  transactions  for  similar 
purposes  are  recorded  as  assets  in  some  circumstances  and  as  budgetary  expenditures  in 
others. 

For  example,  the  National  Harbours  Board  operates  ports  and  related  facilities;  similarly, 
the  Airports  Revolving  Fund  of  the  Department  of  Transport  operates  airports  and  related 
facilities.  Loans  to  both  the  Revolving  Fund  and  the  Board  were  used  to  finance  the 
acquisition  of  fixed  assets.  Loans  to  the  Revolving  Fund  are  to  be  written  off  because  they  are 
not  loans  to  an  organization  outside  the  government  accounting  entity.  In  contrast,  loans  to 
the  Board  continue  to  be  reported  as  assets  of  the  Government  because  the  Board  is 
considered  to  be  an  outside  organization.  If  the  Board  were  included  in  the  accounting  entity, 
the  reported  value  of  the  Government's  loans  would  be  substantially  reduced. 
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The  St.  Lawrence  Seaway  Authority  operates  a  deep  waterway  system  between  the  Port  of 
Montreal  and  Lake  Erie  and  is  another  example  of  a  Crown  corporation  that  carries  on  a 
government-type  activity  but  is  excluded  from  the  accounting  entity.  If  the  Authority  were 
included,  the  value  of  the  Government's  investment  of  $625  million  reported  in  the  Statement 
of  Assets  and  Liabilities  would  be  reduced  by  approximately  $600  million  representing,  for 
the  most  part,  the  acquisition  of  fixed  assets  by  the  Authority.  Fixed  assets  relating  to  the 
Welland  Canal  and  non-toll  canals  were  previously  financed  by  budgetary  appropriations  of 
Canada  and  therefore  are  not  reflected  in  the  Government's  investment.  Accordingly,  some  of 
the  fixed  assets  of  the  Seaway  are  indirectly  shown  as  assets  in  the  accounts  of  Canada  and 
some  are  not. 

At  present,  acquisitions  of  fixed  assets  by  certain  Schedule  C  and  D  corporations,  financed 
through  parliamentary  appropriations,  are  recorded  as  budgetary  expenditures  in  the 
accounts  of  Canada  and  not  as  assets.  For  example,  this  year  the  Canadian  Broadcasting 
Corporation  and  the  National  Capital  Commission  received  appropriations  of  $64  million  and 
$37  million  to  finance  fixed  asset  acquisitions.  The  use  of  budgetary  appropriations  to  finance 
fixed  asset  acquisitions  by  all  Schedule  C  and  D  corporations  that  carry  on  government-type 
activities  and  are  financially  dependent  on  the  public  purse  would  result  in  such  acquisitions 
being  reported  in  the  accounts  of  Canada  on  a  consistent  basis. 

The  inconsistencies  described  in  the  foregoing  arise  because  Crown  corporations  that  carry 
on  government-type  activities  and  are  financially  dependent  on  the  Government  are  treated  as 
organizations  outside  the  government  accounting  entity.  As  a  result  of  these  inconsistencies, 
the  reported  value  of  loans  to  and  investments  in  such  corporations  is  overstated  in  the 
accounts  of  Canada.  (These  loans  and  investments  include  certain  amounts  which  are 
described  below  as  being  questionable  on  other  grounds.) 


Loans,  Investments  and  Advances,  the  Reported  Value  of  which  is  Questionable 

A  number  of  Crown  corporations  have  a  history  of  deficits  and  lack  sufficient  revenues  to 
repay  their  indebtedness  to  Canada.  The  reported  value  of  loans  to  and  investments  in  the 
National  Harbours  Board  of  $342  million,  the  St.  Lawrence  Seaway  Authority  of  $625 
million  and  Atomic  Energy  of  Canada  Limited  of  $358  million,  totalling  $1,325  million,  is 
questionable  on  these  grounds. 

The  reported  value  of  loans  to  developing  countries  and  loans  to  and  subscriptions  in 
international  development  associations,  amounting  to  $2,490  million,  is  questionable  since  by 
their  terms  these  loans  and  subscriptions  have  the  characteristics  of  grants  or  contributions. 
Under  the  Government's  stated  accounting  policies  grants  and  contributions  are  recorded  as 
budgetary  expenditures  rather  than  assets. 

The  National  Harbours  Board 

The  Government's  reported  investment  in  the  National  Harbours  Board  consists  of  loans 
and  advances  totalling  $342  million.  At  December  31,  1977,  the  Board  reported  an 
accumulated  deficit  of  $374  million,  after  providing  for  $256  million  of  interest  in  arrears  on 
these  loans  and  on  other  government  loans  previously  written  off.  The  Board's  inability  to  pay 
its  interest  and  the  size  of  its  accumulated  deficit  indicate  that  the  Board  will  not  likely  be 
able  to  repay  its  outstanding  loans  from  the  Government. 

The  St.  Lawrence  Seaway  Authority 

In  previous  years  I  reported  that  it  was  extremely  unlikely  that  the  St.  Lawrence  Seaway 
Authority  would  be  able  to  repay  its  outstanding  loans  from  Canada.  At  April  1,  1977,  these 
interest-bearing  loans  of  $625  million,  representing  the  Government's  reported  investment  in 
the  Authority,  were  converted  to  contributed  capital  and  the  recorded  value  of  the  investment 
remained  unchanged  in  the  accounts  of  Canada.  The  fact  that  the  Authority  has  been  unable 
to  pay  interest  of  $210  million  on  these  loans  indicates  the  recorded  value  of  the  Govern- 
ment's investment  remains  questionable. 
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Atomic  Energy  of  Canada  Limited 


At  March  31,  1978,  the  Corporation  reported  an  accumulated  deficit  of  $163  million.  Since 
it  appears  at  present  that  the  Corporation  is  unlikely  to  generate  sufficient  income  from  its 
commercial  operations  to  offset  its  accumulated  deficit,  the  recorded  value  of  the  Govern- 
ment's investment  of  $164  million  of  capital  stock  and  contributed  capital  is  questionable. 

Included  in  the  Government's  loans  to  the  Corporation  is  $194  million  related  to  the 
construction  of  the  La  Prade  heavy  water  plant  which  will  be  deferred  according  to 
announcements  by  the  Government  subsequent  to  the  year-end.  This  loan  may  require 
parliamentary  appropriation  for  write-off. 

During  the  year,  loans  of  $87  million  respecting  the  prototype  nuclear  generating  station  at 
Gentilly,  Quebec  were  written  off  as  research  expenditure  and  loans  of  $70  million  pertaining 
to  the  Douglas  Point,  Ontario  nuclear  station  were  converted  to  equity.  These  loans  were 
questioned  in  my  previous  years'  Reports. 

Loans  to  developing  countries 

Loans  to  national  governments  include  $1,414  million  in  special  loan  assistance  to 
developing  countries.  Most  of  these  loans  bear  no  interest  and  are  repayable  over  50  years 
with  no  payments  falling  due  in  the  first  10  years.  A  certain  number  carry  nominal  interest 
rates  of  3/4  of  1%.  Loans  for  such  long  periods  and  with  such  low  interest  rates  have  the 
characteristics  of  grants  or  contributions,  but  are  recorded  as  assets  of  the  Government  of 
Canada  in  conformity  with  the  appropriation  authorities  which  authorized  them.  During  the 
year  parliamentary  approval  was  obtained  to  write  off  loans  to  least  developed  countries 
amounting  to  $232  million  previously  reported  in  this  category. 

Subscriptions,  loans  and  advances  to  international  organizations  reported  as  foreign  assets 
include  $314  million  of  special  loan  assistance  to  international  development  associations. 
These  loans  have  no  repayment  terms  and  bear  no  interest.  Repayment  will  fall  due  only  on 
termination  of  the  associations.  These  loans  also  have  the  characteristics  of  grants. 

In  addition  to  these  working  capital  advances,  Canada's  subscription  to  an  international 
development  association  amounts  to  $762  million.  This  association  makes  loans  to  developing 
countries  on  similar  terms  to  those  of  the  special  loan  assistance  commented  on  previously. 

Disclosure  of  Additional  Information  in  the  Audited  Financial  Statements 

The  Public  Accounts  contain  extensive  information,  displayed  in  a  variety  of  ways, 
pertaining  to  the  financial  position  and  operations  of  the  Government  of  Canada.  This 
information  can,  for  the  most  part,  be  summarized  in  the  audited  financial  statements.  The 
inclusion  of  additional  audited  statements,  and  the  disclosure  of  additional  information  in  the 
existing  statements,  would  help  provide  the  reader  with  a  more  complete  and  useful  summary 
of  the  Government's  financial  position  and  operations.  The  following  paragraphs  comment  on 
additional  statements  and  information  which  could  be  usefully  included  as  part  of  the  audited 
financial  statements. 

Statement  of  Source  and  Use  of  Financial  Resources 

The  audited  financial  statements  of  the  Government  of  Canada  would  be  improved  if  they 
included  a  statement  that  displayed  the  sources  and  uses  of  the  Government's  financial 
resources  in  order  to  show  how  the  Government  finances  its  operations.  Such  a  statement  was 
envisaged  in  recommendation  6  of  the  Report  of  the  Independent  Review  Committee  on  the 
Office  of  the  Auditor  General  of  Canada  which  stated  that: 

The  Public  Accounts  should  include  among  the  main  financial  statements  of  Canada 
a  new  statement  showing  changes  in  financial  position  during  the  fiscal  year  and  the 
causes  of  such  changes. 

The  conventional  Statement  of  Revenue  and  Expenditure  is  inadequate  for  this  purpose  since 
it  does  not  show  the  impact  on  debt  and  bank  balances  of  non-budgetary  transactions  such  as 
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those  involving  Crown  corporations,  foreign  exchange  reserves  and  the  use  of  special  accounts. 
The  net  changes  in  asset  and  liability  balances  displayed  in  the  Statement  of  Assets  and 
Liabilities  lack  focus  of  presentation  for  the  reader  and  do  little  to  disclose  the  causes  of  these 
changes. 

Over  the  years  a  number  of  tables  in  various  sections  of  the  Public  Accounts  have  shown 
this  type  of  information.  The  Summary  Statement  of  Transactions  in  Section  1  of  this  volume 
together  with  supporting  tables  is  an  example.  However,  a  summary  statement  that  adequate- 
ly explains  changes  in  the  Government's  financial  position  is  not  included  as  an  audited 
financial  statement. 

Summary  of  Use  of  Non-  Budgetary  Appropriations  for  Loans,  Investments  and  Advances 

The  audited  financial  statements  provide  a  comparison  of  budgetary  expenditure  with 
related  appropriation  authority  in  the  Summary  of  Budgetary  Appropriations,  Expenditures 
and  Unexpended  Balances  by  Department.  Both  the  Report  on  the  Study  of  the  Accounts  of 
Canada  and  the  Report  of  the  Independent  Review  Committee  on  the  Office  of  the  Auditor 
General  of  Canada  recommended  that  the  Public  Accounts  include  a  similar  comparison  of 
non-budgetary  expenditure  with  related  appropriation  authority.  A  Summary  of  Use  of 
Non-Budgetary  Appropriations  by  Department  for  Loans,  Investments  and  Advances  was 
developed  this  year  and  is  included  in  Section  9  of  this  volume.  The  Government  has  advised 
that  such  a  summary  will  be  included  with  the  1979  financial  statements  of  the  Government 
to  be  submitted  for  audit. 

Significant  commitments 

The  audited  statements  would  be  improved  if  they  disclosed,  in  summary  form,  major 
commitments  related  to  future  expenditure  such  as  those  resulting  from  contractual  obliga- 
tions under  long-term  leases,  agreements  to  purchase  capital  assets  and  agreements  related  to 
Canada's  activity  in  the  international  financial  community.  Many  of  these  commitments  are 
of  financial  significance.  For  example,  the  Government  has  agreed  to  purchase,  when  called 
upon,  shares  in  various  international  development  banks  for  an  aggregate  consideration  of 
$1,448  million  and  make  additional  loans  to  developing  countries  of  $680  million. 

Implementation  of  Recommendations  of  the  Study  of  the  Accounts  of  Canada 

The  Report  of  the  Study  of  the  Accounts  of  Canada  was  tabled  in  the  House  of  Commons 
on  January  30,  1976,  and  referred  to  the  Standing  Committee  on  Public  Accounts.  In  its  Fifth 
Report,  tabled  on  March  9,  1976,  the  Committee  endorsed  the  41  recommendations  of  the 
Study  and  recommended  that  the  Treasury  Board  implement  them  as  soon  as  it  was 
technically  possible  to  do  so.  Since  that  date  a  number  of  the  Study's  recommendations  have 
been  implemented  and  some  action  has  been  initiated  on  most  others.  The  Financial 
Administration  Branch  of  the  Office  of  the  Comptroller  General  of  Canada  has  the 
responsibility  for  ensuring  that  the  recommendations  are  implemented.  The  following  com- 
ments relate  to  significant  recommendations  which  are  not  yet  implemented. 

— Parliamentary  authority  has  not  yet  been  sought  to  delete  "Accounts  Internal  to  the 
Government"  from  the  accounts  of  Canada  as  recommended  in  the  Study.  As  mentioned 
previously,  failure  to  delete  these  balances  significantly  overstates  the  Government's 
reported  assets. 

— Formal  procedures  have  been  developed  to  provide  for  the  recording  of  all  accounts 
payable  for  expenditures  under  annually  lapsing  appropriations,  as  recommended  in  the 
Study.  Last  year,  I  reported  that  the  Branch  intended  to  implement  such  procedures  at 
March  31,  1978.  The  Branch  now  advises  that  these  procedures  will  not  be  implemented 
until  March  31,  1980,  at  the  earliest. 

— The  Branch  advises  that  work  has  started  on  a  special  study  on  the  valuation  of  assets, 
but  that  this  project  may  take  some  time  to  complete  and  implement.  As  reported  last 
year,  this  study  will  facilitate  implementation  of  recommendations  concerning  the 
establishment  of  provisions  for  losses  on  specific  classes  of  assets. 
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— Procedures  have  been  developed,  and  instructions  to  departments  have  been  formalized, 
to  quantify  revenue  internal  to  the  Government.  This  information  is  presented  in  Section 
4  of  this  volume,  but  is  not  reflected  in  the  Statement  of  Revenue  and  Expenditure  as 
recommended  by  the  Study. 

— The  Program  Branch  of  the  Treasury  Board  Secretariat  has  instituted  a  project  on 
revision  of  the  form  of  the  Estimates  which  will  consider,  among  other  issues,  recommen- 
dations of  the  Study  concerning  the  presentation  of  summary  information  in  the 
Estimates.  It  is  not  expected  that  these  recommendations  will  be  fully  implemented 
before  1980-81. 

— A  revised  Treasury  Board  policy  related  to  the  Study's  recommendations  concerning 
revolving  funds  and  cost  recovery  is  expected  to  be  available  by  December  31,  1978,  with 
implementation  planned  for  the  year  ended  March  31,  1980.  A  revised  policy  on 
commitment  accounting  is  expected  by  March  31,  1979. 

The  implementation  of  these  recommendations  has  not  progressed  in  accordance  with  the 
timetable  that  I  was  advised  of  and  reported  on  last  year.  A  number  of  completion  dates  have 
been  postponed  and  much  remains  to  be  done.  My  Office  will  continue  to  monitor  and  report 
on  the  progress  in  implementing  the  recommendations  of  the  Study. 
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IMPROVING  THE  FINANCIAL  INFORMATION  PARLIAMENT  RECEIVES  - 
ILLUSTRATIVE  ESTIMATES  FOR  AGRICULTURE 


INTRODUCTION 

1.  The  Estimates  for  Agriculture  cover: 

A  -  Department 

B  -  Canadian  Dairy  Commission 
C  -  Canadian  Livestock  Feed  Board 
D  -  Farm  Credit  Corporation 

2.  The  Department  itself  has  five  programs:  (1)  Food  Production  and 
Marketing;  (2)  Research;  (3)  Health  of  Animals;  (4)  Canadian  Grain  Commission; 
and  (5)  Administration. 

3.  The  Estimates  now  include  the  following  information,  presented  in  a 
standardized  form  for  each  program: 

a  Vote  summary; 

a  table  showing  the  program  subdivided  into  activities; 

a  narrative  statement  of  program  objectives  and  a  program 
description;  and 

four  tables  giving  program  details  by  objects  of  expenditure,  by 
manpower,  by  major  capital  projects  and  by  grants  and  contribu- 
tions. 


k.  The  illustrative  exhibits  contained  in  this  Appendix  cover  only  part  of 

the  total  activities.  The  illustrations  include:  (1)  a  Department-wide  summary 
for  Agriculture  (the  Department  and  the  three  agencies),  (2)  the  program 
information  for  one  departmental  program  (Health  of  Animals)  at  both  the 
summary  and  detail  levels,  (3)  the  Estimates  for  the  Canadian  Dairy  Commission, 
and  (k)  the  Estimates  for  Farm  Credit  Corporation.  Illustrations  of  the  remaining 
departmental  programs  and  of  the  Canadian  Livestock  Feed  Board  are  not 
included. 


5.  Summary  for  Agriculture.    The  summary  provides  the  broad  ministry- 

wide  highlights  and  overview  needed  to  place  the  activities  proposed  for  1978-79 
in  a  proper  context.  The  section  includes  the  general  summary  of  the 
appropriations,  as  in  the  present  Estimates,  combined  with  a  narrative  and  tabular 
analysis  of  major  changes  in  the  estimated  expenditures  and  manpower  of  the 
ministry. 
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6.  Agriculture  Canada,  Departmental  Program  Presentation.  The    princi- 

pal features  of  the  program  presentation,  which  cover  only  one  of  the 
Department's  programs,  that  are  carried  out  by  the  Health  of  Animals  Branch, 
are: 

disclosure  of  the  Estimates  at  two  distinct  levels  of  detail  -  first, 
summary  comments  and  analysis  at  the  program  level;  second, 
supporting  detailed  analysis  at  the  activity,  sub-program  or 
responsibility  centre  levels,  as  appropriate.  Most  details  on 
activities  and  responsibilities  are  not  available  in  the  present 
Estimates  and  have  been  added  to  help  understand  what  makes  up 
the  Branch's  program. 

emphasis  on  total  program  costs,  both  voted  and  statutory, 
including  an  allocation  of  the  cost  of  employee  benefit  plans  and 
the  imputed  costs  of  services  and  accommodation  provided 
without  charge.  In  addition,  receipts  are  allocated  to  the 
applicable  activities  and  responsibility  centres  and  deducted  in 
arriving  at  total  costs.  The  division  of  expenditures  into 
operating,  capital,  and  grants  and  contributions  is  not  disclosed 
below  the  program  level.  This  emphasis  on  total  costs  is 
suggested  as  a  means  of  focusing  better  attention  on  the 
complete  financial  dimensions  of  a  program  or  activity. 

disclosure  of  the  basis  of  financial  control.  Greater  emphasis  has 
been  devoted  to  presenting  responsibility  centre  data  to  focus 
attention  on  how  the  Branch  is  organized  to  accomplish  its 
objectives. 

less  standardized  form.  To  reflect  the  varied  characteristics  of 
each  program,  sub-program  or  activity,  the  form  of  presentation 
is  not  standardized.  Narratives  are  used  extensively  to  describe 
the  nature  of  the  activities  and  also  to  highlight  critical 
features,  explain  major  changes  and  present  indicators  of 
performance. 


7.  The    Department    encountered    a    number    of    practical    problems    in 

providing  my  Office  with  financial  data  for  inclusion  in  our  exhibits.  Most  related 
to  the  allocation  of  costs  and  revenues  to  activities  and  sub-activities.  A  decision 
to  use  an  approach  similar  to  that  presented  in  the  following  pages  will  require 
agreement  on  how  to  allocate  common  costs  like  accommodation  to  responsibility 
centres  and  to  activities  and  sub-activities.  In  addition  certain  data  can  be 
estimated  for  regions  only  on  a  probability  basis  -  for  example,  the  contributions 
relating  to  the  Animal  Contagious  Diseases  activity  can  be  divided  among  regions 
on  the  basis  of  historic  trends  but  actual  allocations  will  obviously  respond  to  the 
actual  incidence  and  location  of  disease.  Finally  the  Department  expressed 
concern  about  the  difficulties  they  believed  they  would  encounter  in  reflecting 
decisions  about  salary  levels  and  price  changes  in  the  details  for  responsibility  and 
sub-activity  levels  within  the  time  frames  contained  in  present  Treasury  Board 
practices  for  processing  the  Estimates. 
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8.  Estimates  of  the  Farm  Credit  Corporation.  These      illustrative     esti- 

mates incorporate  many  of  the  features  of  the  program  example  for  Health  of 
Animals.  The  financial  requirements  of  the  Farm  Credit  Corporation,  like  many 
other  Crown  corporations,  are  now  included  in  the  Estimates  only  when  the 
Corporation's  costs  exceed  revenues  and  there  is  a  need  for  Parliament  to 
appropriate  funds  to  cover  the  resulting  deficit.  Even  then  only  limited 
information  is  provided.  The  exhibits  presented  in  the  following  pages  are 
designed  to  portray  a  total  picture,  the  most  significant  features  of  which  are  the 
inclusion  of  a  narrative  description  of  operations  and  highlights,  the  extensive  use 
of  indicators  of  performance,  such  as  the  percentage  of  loans  in  good  standing, 
and  the  presentation  of  the  full  operating  budget  (revenues  and  expenses)  in  lieu  of 
providing  data  only  on  the  net  loss. 


9.  Estimates  of  the  Canadian  Dairy  Commission.  This     example     departs 

markedly  from  the  present  Estimates  by: 

focusing  on  total  program  costs,  determined  on  an  accrual  basis 
(as  is  used  in  the  Commission's  audited  financial  statements), 
instead  of  cash  costs; 

showing  the  full  funding  of  its  activities,  not  merely  that  portion 
provided  by  appropriation; 

expanding  the  description  of  activities  to  reveal  what  makes  up 
the  content  of  the  Program; 

eliminating  unnecessary  standardization  in  the  tables  on  man- 
power and  objects  of  expenditure; 

providing  narrative  explanations  of  highlights  of  the  dairy 
program  and  of  major  changes  in  expenditure  levels;  and 

giving  financial  and  statistical  indicators  of  activity. 


10.  In    summary    the    illustrations    shown    in    the    following    pages    are 

restricted  to  information  about: 

the  Department  as  a  whole; 

one  of  the  Department's  five  programs; 

the  Canadian  Dairy  Commission;  and 

the  Farm  Credit  Corporation. 

The  patterns  shown,  however,     could  be  applied  to  the  remaining  programs  and 
components  of  Agriculture  Canada. 
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General  Summary 


AGRICULTURE 


The  M  inister  of  Agriculture  is  responsible  for  the  Department,  which  consists  of  five  programs,  and 
for  the  agencies  listed  below: 

Canadian  Dairy  Commission 

Canadian  Livestock  Feed  Board 

Farm  Credit  Corporation 


Estimates 

Budgetary 
($  millions) 

Non-Budgetary 
(S  millions) 

Man 

-Years 

Controlled 

Other 

1978-79 

726.5 

3.0 

12.3 

0.5 

742.3 

1977-78 

693.0 

1.7 

10.9 

6.8 

712.4 

1978-79 

1977-78 
5.0 

300.0 
305.0 

1978-79 

11,294 
59 

24 

1977-78 

11,242 
50 

24 

1978-79 

1977-78 

Department 

Canadian  Dairy  Commission 
Canadian  Livestock  Feed  Board 
Farm  Credit  Corporation 

4.0 

266.5 
270.5 

720 
720 

720 

TOTAL 

11,377 

11,316 

720 

A  -  DEPARTMENT 

The  basic  aim  for  Agriculture  Canada,  within  the  framework  of  overall  government  objectives  and 
in  co-operation  with  provincial  governments,  is  to  develop  and  assist  the  Canadian  agricultural  and 
food  system,  so  that  it  will  provide  for  the  needs  of  Canadians,  for  export  markets,  and  for  international 
aid  commitments  in  a  manner  which  assures: 

(a)  a  dependable  supply  of  safe,  nutritious  food  at  reasonable  prices  to  consumers;  and 

(b)  equitable  returns  to  producers  and  processors. 

The  Department  employs  approximately  1 1,000  people  located  in  about  200  separate  establish- 
ments. The  physical  plant  comprises  1 .5  million  acres  of  land  and  more  than  2,500  laboratory,  farm  and 
office  buildings.  Under  the  authority  of  some  thirty  statutes,  the  Department  conducts  research,  grades 
and  inspects  farm  products,  prevents  and  controls  diseases  and  pests  of  crops  and  livestock,  and  carries 
on  a  number  of  other  activities  designed  to  help  solve  production  and  marketing  problems  for  the 
farmer.  These  activities  are  conducted  under  the  five  programs  —  Administration,  Research,  Food 
Production  and  Marketing,  Health  of  Animals  and  the  Canadian  Grain  Commission. 
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The  total  amount  of  $730.5  million  to  be  approved  for  the  Department  results  in  a  net  increase  from 
1977-78,  including  Supplementary  Estimates  (A),  of  $32.5  million  or  4.7%  made  up  as  follows: 

Operating  expenditures  —  increase  of  $28.3  million  or  9.9% 

Capital  expenditures  —  increase  of  5.9  million  or  31.6% 

Grants  and  Contributions  —  decrease  of  .7  million  or  0.2% 

Loans  for  Exhibition  Buildings  —  decrease  of  1.0  million  or  20.0% 

These  changes  can  be  explained  as  follows: 

(1)  Operating  expenditures 

—  Increase  of  8.8%  in  salary  costs  due  to  changes  in  pay  scales, 

promotions  and  reclassifications  $18.0  million 

—  Increase  in  contributions  to  Employee  Benefits  Plans  2.6  million 

—  Workload  increase  of  96  man-years  in  Health  of  Animals  Program, 
20  man-years  in  Food  Production  and  Marketing  and  10  man-years 

in  the  Administration  2.7  million 

—  Reduction  of  49  man-years  in  the  Canadian  Grain  Commission  and  25 
man-years  for  CANFARM  in  the  Food  Production  and  Marketing 

Program  (1.2  million) 

—  Non-pay  costs  associated  with  man-year  growth  .7  million 

—  Other  pay  increases  for  overtime  costs,  retirement  and  severance  pay,  etc.       .3  million 

—  Economic  price  increases  associated  with  goods  and  services  and  other 

operating  costs  5.2  million 

$28.3  million 
The  net  increase  of  52  authorized  man-years  includes: 

—  Increase  of  92  man-years  for  animal  testing,  meat  inspection  and  brucellosis  eradiction  in 
Health  of  Animals  Program; 

—  9   man-years  for  increased   farm  and  rural  development,  research  and  program  co- 
ordination within  the  Policy  and  Economics  activity  of  the  Administration  Program; 

—  10   man-years   for   improving   financial  administration  in   the   Administration,    Food 
Production  and  Marketing  and  Health  of  Animals  Programs; 

—  Reduction  of  49  man-years  due  to  a  lesser  requirement  in  Canadian  Grain  Commission;  and 

—  Reduction  of  25  man-years  in  the  CANFARM  operation. 

(2)  Capital  expenditures 

New  projects  starting  in  1978-79 

—  Office-Laboratory  Building,  St.  Jean,  Que.  (Research  Program),  total 

cost  $6.1  million  $     .5  million 

—  Dock  and  shiploading  facility,  Prince  Rupert,  B.C.  (Canadian  Grain 

Commission  Program),  total  cost  $11.5  million  3.2  million 


3.7  million 
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Projects  commenced  in  prior  years  —  requiring  an  increase  (decrease)  in 
expenditure  level  over  previous  year 

—  Office-Laboratory  Building,  Kentville,  N.S.  (Research  Program) 

—  Laboratory,  Lethbridge,  Alta.  (Health  of  Animals  Program) 

—  Plant  Growth  Building,  Saskatoon,  Sask.  (Research  Program) 
completed  in  1977-78 

—  Other  Projects 


4.0  million 
1.2  million 

(2.0  million) 

(1.0  million) 

5.9  million 


(3)  Grants  and  Contributions 

—  Increase  in  Dairy  Support  program  to  $278  million 

—  Increase  of  expenditures  under  Feed  Freight  Assistance  Adjustment 
Fund  to  $9.7  million 

—  Compensation  as  a  result  of  crop  losses  caused  by  migratory  waterfowl 

—  Payment  to  producer  organizations  of  interest  charges  under  the 
Advance  Payments  for  Crops  Act 

—  Additional  compensation  for  animals  slaughtered  in  accordance  with  the 
Animal  Disease  and  Protection  Act  (principally  for  the  brucellosis 
eradication  program)  to  $10  million 

—  Other  grants  and  contributions 

—  Decreased  contributions  to  the  provinces  under  the  Crop  Insurance  Act. 
from  $75.5  million 

—  Elimination  of  payments  to  processors  in  respect  of  consumer  subsidies 
on  skim  milk  powder 

—  Reduction  in  amount  of  assistance  required  in  the  construction  of  a 
grain  terminal  at  Windsor,  Ont.  by  the  United  Co-operatives  of  Ontario, 
from  $8.0  million 


(4)  Loans 

—  A  decrease  of  $1  million  in  the  Loan  vote  to  finance  the  construction  of 
multi-purpose  exhibition  buildings  ($5  million  to  $4  million). 


16.0  million 

5.3  million 
3.0  million 

1.0  million 

4.0  million 

0.9  million 

30.2  million 

(5.5  million) 

(17.9  million) 

(7.5  million) 
(0.7  million) 
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AGRICULTURE 
B  —  Canadian  Dairy  Commission 

The  Canadian  Dairy  Commission  was  established  as  a  Crown  agency  in  1966.  Its  objective  is  to 
provide  efficient  producers  of  milk  and  cream  with  the  opportunity  of  obtaining  a  fair  return  for  their 
labour  and  investment  and  to  provide  consumers  of  dairy  products  with  a  continuous  and  adequate 
supply  of  dairy  products  of  high  quality.  The  Commission  carries  on  four  activities:  administration, 
marketing,  dairy  farm  income  maintenance,  and  product  and  market  research  and  product  promotion. 
The  Commission's  appropriation  of  $3.0  million  for  1978-79  covers  the  costs  of  the  administration  and 
the  product  and  market  research  and  product  promotion  activities.  The  costs  of  the  other  activities  are 
funded  by  appropriation  of  the  Department  of  Agriculture  ($278  million)  and  by  producers  levies. 

The  appropriation  for  the  Canadian  Dairy  Commission  administrative  expenditures  shows  an 
increase  of  $1.3  million  to  $3.0  million.  One  million  of  the  total  is  for  a  dairy  products  research  program. 
The  major  increase  is  in  personnel  costs  with  an  increase  of  nine  man-years  to  handle  the  increased 
workload. 


C  —  Canadian  Livestock  Feed  Board 

The  Canadian  Livestock  Feed  Board  is  a  Crown  agency,  established  under  the  Livestock  Feed 
Assistance  Act  in  1967.  Its  objectives  are  to  ensure:  (a)  the  availability  of  feed  grain  in  Eastern  Canada 
and  British  Columbia,  (b)  the  availability  of  adequate  storage  space  in  Eastern  Canada,  and  (c)  the 
reasonable  stability  and  fair  equalization  of  feed  grain  prices  in  Eastern  Canada  and  in  British 
Columbia. 

The  Board  administers  the  Feed  Freight  Equalization  Program  under  which  a  portion  of  the  costs 
of  transportation  of  feed  grains  is  paid  (Feed  Freight  Equalization  Activity).  The  Act  also  stipulates  that 
it  is  the  duty  of  the  Board  to  make  a  continuing  study  of  feed  grain  requirements  and  availability  in  these 
areas,  as  well  as  to  study  and  make  recommendations  to  the  Minister  with  respect  to  requirements  for 
additional  feed  grain  storage  facilities  in  Eastern  Canada.  It  is  also  the  duty  of  the  Board  to  advise  the 
Government  on  all  matters  pertaining  to  the  stabilization  and  fair  equalization  of  feed  grain  prices  to 
livestock  feeders  (Supply  and  Price  Stability  Activity). 

The  Canadian  Livestock  Feed  Board  expenditures  for  contributions  in  1978-79  have  increased  by 
$1.4  million  to  $11.4  million  to  cover  the  reinstatement  of  feed  freight  assistance  rates  in  British 
Columbia  to  their  former  level. 
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AGRICULTURE 
D  —  Farm  Credit  Corporation 

The  Farm  Credit  Corporation  is  a  Crown  agency  established  by  the  Farm  Credit  Act  of  1959  as 
successor  to  the  Canadian  Farm  Loan  Board.  Under  the  Farm  Credit  Act,  it  makes  long-term  mortgage 
loans  to  assist  Canadian  farmers  in  organizing  viable  farm  businesses.  It  is  also  responsible  for 
administering  the  Farm  Syndicates  Credit  Act,  whereby  loans  are  made  to  groups  or  syndicates  of  three 
or  more  farmers  for  the  joint  purchase  of  machinery,  buildings  and  installed  equipment.  The 
Corporation  also  acts  as  an  agent  of  the  Department  of  Agriculture  in  administering  the  Land  Transfer 
Plan  of  the  Small  Farm  Development  Program. 

The  head  office  of  the  Corporation  is  at  Ottawa  and  there  are  branch  offices  located  at  Kelowna, 
B.C.;  Edmonton,  Alta.;  Regina,  Sask.;  Winnipeg,  Man.;  Toronto,  Ont.;  Ste  Foy,  Que.;  and  Moncton, 
N.B.  The  Moncton  office  serves  the  four  Atlantic  Provinces. 

The  estimated  amount  required  by  the  Farm  Credit  Corporation  for  the  operating  loss  in  1978-79 
shows  a  decrease  of  $6.3  million  to  $.5  million  due  to  the  decrease  in  and  stabilization  of  interest  rates, 
which  has  now  brought  interest  rates  charged  to  borrowers  more  in  line  with  rates  paid  by  the 
Corporation  to  Canada. 

The  non-budgetary  estimates  have  decreased  by  $33.5  million  which  reflects  a  reduction  of 
$13.5  million  due  to  an  anticipated  reduction  in  the  demand  for  new  loans  to  farmers  as  well  as  a 
$20.0  million  cut-back  in  advances  to  the  Corporation  by  the  Government  during  the  year  as  part  of  its 
restraint  program. 
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Summary  by  Vote 

Vote 

No.       Program 


ESTIMATES 


EXPENDITURES 


To  be  Voted 
1978-79 


Voted 
1977-78 


Change* 


Estimated 
1978-79 


Forecast 
1977-78 


A  —  Department 

Food  Production  and  Marketing  Program 
15       Operating  expenditures 
20       Grants  and  contributions 
(S)       Contributions  to  the  provinces  under  the  Crop 

Insurance  Act 
(S)       Interest  payments  and  guarantees  under  the  Ad- 
vance Payments  for  Crops  Act 
(S)       Grants  to  Agencies  established  under  the  Farm 

Products  Marketing  Agencies  Act 
(S)       Contributions  to  employee  benefit  plans 
Appropriation  not  required  for  1978-79 
Race  Track  Supervision  Revolving  Fund  (net) 

Total  Budgetary 

L25       Loans  to  finance  the  construction  of  multi-purpose 
exhibition  buildings 

Total  Program 

Research  Program 
5         Operating  expenditures 
10        Capital  expenditures 
(S)       Contributions  to  employee  benefit  plans 

Total  Program 

Health  of  Animals  Program 
30        Operating  expenditures 
35        Grants  and  contributions 
(S)       Contributions  to  employee  benefit  plans 

Total  Program 


(thousands  of  dollars) 


368,395 


99,078 
11,174 


110,252 


75,032 
12,086 


365,473 


90,611 

7,751 


98,362 


66,595 

8,187 


2,922 


8,467 
3,423 


11,890 


8,437 
3,899 


87,118 


74,782 


12,336 


444,931 


99,078 
11,174 
9,776 

120,028 


75,032 
12,086 

7,755 

94,873 


445,300 


90,611 

7,751 
8,963 

107,325 


66,555 
11,187 
6,842 

84,584 


Actual 
1976-77 


63,227 
301,168 

58,724 
283,797 

4,503 
17,371 

63,227 
301,168 

58,724 
283,797 

50,370 
269,924 

70,000 

75,500 

56,456 

1,000 

— 

— 

17,952 

(17,952) 

200 
6,064 

(728) 
440,931 

200 

4,858 

17,952 

(731) 

440,300 

3,417 

13,080 

(976) 

364,395 

360,473 

3,922 

392,271 

>e 

4,000 

5,000 

(1,000) 

4,000 

5,000 

697 

392,968 


79,218 

10,256 

6,270 

95,744 


60,118 
9,205 

4,545 

73,868 


Canadian  Grain  Commission  Program 

40        Operating  expenditures  25,807               29,161              (3,354)             25,807  29,161  24,386 

45        Capital  expenditures  7,503                     —               7,503                 7,503  —  — 

(S)       Salaries  of  the  Commissioners  111  104  104 

(S)       Salary   of   the    Supervisor   over   the  Winnipeg 

Commodity  Exchange  42  40  40 

(S)       Contributions  to  employee  benefit  plans  2,567  2,460  1,810 

Total  Program  33,310               29,161                4,149               36,030  31,765  26,340 


Administration  program 
1         Program  expenditures 
(S)        Minister  of  Agriculture  —  Salary  and  Motor  Car 

Allowance 
(S)       Contributions  to  employee  benefit  plans 

Total  program 

Summary 

Total  Budgetary 
Total  Non-Budgetary 


31,277 


28,073 


3,204 


31,277 


28,073 


23,737 


22 
2,679 

33,978 

725,840 
4,000 

22 
3,162 

31,257 

695,231 
5,000 

700,231 

22 
2,303 

31,277 

28,073 

3,204 

35,501 
(1,000) 

34,501 

26,062 

626,352 
4,000 

590,851 
5,000 

595,851 

614,285 
697 

630,352 

729,840 

614,982 
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AGRICULTURE 


Summary  by  Vote 


Vote 

No.  Program 


B  —  Canadian  Dairy  Commission 
50   Program  expenditures 

C  —  Canadian  Livestock  Feed  Board 

55    Operating  expenditures 
60    Grants  and  contributions 

Total  Program 

D  —  Farm  Credit  Corporation 

65    Operating  loss 

Total  Budgetary 

(S)   Loans  for  lending  to  farmers 

(S)   Loans  for  lending  to  farm  syndicates 

Total  Non-Budgetary 

Total  Program 

'Bracketed  figures  in  the  "Change"  column  are  decreases. 


To  be  Voted 
1978-79 


ESTIMATES 

Voted 
1977-78 


EXPENDITURES 


Change* 


(thousands  of  dollars) 


2,951 


1,700 


1,251 


Estimated 
1978-79 


2,951 


Forecast 

1977-78 


5,918 


Actual 
1976-77 


908 
11,400 

885 
10,000 

23 
1,400 

908 
11,400 

12,308 
500 

885 
10,000 

10,885 

900 
900 

298,600 
(700) 

297,900 

298,800 

680 
12,050 

12,730 

959 
959 

267,351 
(870) 

266,481 

267,440 

12,308 
500 

10,885 

6,800 
6,800 

1,423 

(6,300) 
(6,300) 

500 

500 

266,200 
300 

266,500 
267,000 

500 

6,800 

(6,300) 

632 


Illustrative  Estimates 


ESTIMATES,  1978-79 

AGRICULTURE 
A  —  Department  —  Health  of  Animals  Program 

Table  of  Contents 

Page 
Analysis  of  Program 
Program  Narrative  — 

Aim  00 

Objectives  00 

Activities  00 

Program  Highlights  00 

Summary  by  Vote  00 

Summary  of  Total  Cost  of  Program  00 

Summary  by  Activity  00 

Summary  by  Object  of  Expenditure  00 

Summary  of  Contributions  00 

Manpower  by  Activity  00 

Manpower  by  Category  and  Group  00 

Change  in  Man-years  by  Category  00 

Organization  Chart  00 

Analysis  of  Activities 
Meat  Inspection 

Narrative  00 

Total  Cost  and  Manpower  by  Responsibility  Centre  00 

Total  Cost  and  Manpower  by  Sub-Activity  00 

Animal  Contagious  Diseases 

Narrative  00 

Total  Cost  and  Manpower  by  Responsibility  Centre  00 

Total  Cost  and  Manpower  by  Sub-Activity  00 

Animal  Pathology 

Narrative  00 

Total  Cost  and  Manpower  by  Responsibility  Centre  00 

Total  Cost  and  Manpower  by  Sub-Activity  00 

Major  Capital  Projects  00 

Administration 

Narrative  00 

Total  Cost  and  Manpower  by  Sub-Activity  00 

Field  Directorate  and  Support  Services 

Narrative  00 

Total  Cost  and  Manpower  by  Responsibility  Centre  00 


633 


Appendix  D 


ESTIMATES,  1978-79 

AGRICULTURE 
A  —  Department  —  Health  of  Animals  Program 

Narrative 

AIM 

Within  a  framework  of  Departmental  objectives  and  strategies,  to  provide  veterinary,  regulatory  and 
scientific  services  which  will  assist  the  Canadian  agricultural  and  food  system  to: 

(a)  ensure  consumers  of  a  dependable  supply  of  safe,  nutritious  and  accurately  labelled  meat  and 
meat  food  products; 

(b)  increase  the  efficiency  of  livestock  production;  and 

(c)  fully  exploit  the  export  potential  of  Canadian  livestock  and  meat  products. 

OBJECTIVES 

—  To  assist  the  livestock  industry  to  develop  and  maintain  a  healthy  livestock  population. 

—  To  assist  the  industry  to  fully  exploit  the  export  potential  of  Canada's  livestock  and  meat  products. 

—  To  ensure  consumers  of  a  dependable  supply  of  safe,  nutritious  and  accurately  labelled  meat  and 
meat  food  products. 

—  To  provide  a  program  of  scientific  services  which  will  assist  the  livestock  industry  to  reduce 
economic  loss  from  animal  disease. 

—  To  administer,  evaluate  and  control  the  programs  and  activities  of  the  Branch  as  efficiently  and 
effectively  as  possible. 

ACTIVITIES 

Meat  Inspection  —  The  registration  and  inspection  of  meat  packing  plants,  the  inspection  of  meat  and 
meat  food  products,  the  review  and  approval  of  meat  product  labels,  the  establishment  of  meat 
standards,  the  surveillance  of  foreign  packing  plants  and  inspection  of  imported  meat  products,  the 
certification  of  meat  and  meat  products  for  export,  and  the  provision  of  domestic  inspection 
services  through  federal-provincial  agreements. 

Animal  Contagious  Diseases  —  Testing  livestock  for  disease;  establishment  of  control  and  eradication 
measures;  certification  of  health  of  export  livestock  and  livestock  products;  quarantine  and 
examination  of  livestock  and  restricted' commodities  being  imported. 

Animal  Pathology  —  Technical  services  in  support  of  Meat  Inspection  and  Animal  Contagious 
Diseases  activities  including  examination  of  meat  and  blood  samples  and  disease  specimens  from 
livestock;  research  on  animal  diseases  and  meat  quality;  production  of  biologies  (testing 
ingredients)  in  support  of  disease  control  and  eradication  programs  and  the  provision  of  advisory 

services. 

Administration  —  Branch  executive,  financial  and  administrative  services,  planning  and  evaluation, 
education  and  development,  and  support  staff. 

Field  Directorate  and  Support  Services  —  Administration  of  the  field  (regional)  operations  of  the 
Meat  Inspection  and  Animal  Contagious  Diseases  activities. 
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PROGRAM  HIGHLIGHTS 

Meat  Inspection 

1  -  Federally  Registered  Plants  —  The  continued  demand  for  federal  inspection  services  will  increase 

the  number  of  federally  registered  slaughter  and  processing  plants  to  over  480  from  448. 

2  -  Foreign  Inspection  Program  —  In  order  to  ensure  adequate  protection  to  Canadian  consumers,  a 

program  of  routine  foreign  inspection  visits  has  been  developed.  This  will  include  plant  inspection 
visits  in  the  United  States  and  other  countries. 

3  -  Meat  Inspection  Regulations  —  To  ensure  adequate  regulatory  control  over  changing  industrial 

conditions  and  trade  practices,  the  Meat  Inspection  regulations  have  been  revised  and  are  to  be 
published  in  1978-79. 

4  -  Meat  Safety  —  Increasingly,  there  is  a  need  to  meet  consumers  demands  and  foreign  import 

requirements  regarding  food  borne  disease.  The  Meat  Inspection  Division  will  implement  an 
epidemiological  service  in  1978-79.  The  objective  of  this  service  will  be  to  develop  a  capability  to 
monitor,  control  and  eliminate  food  borne  disease  agents  which  may  present  a  hazard  for  the  health 
of  domestic  and  foreign  consumers. 

5  -  Meat  Residues  —  Modern  livestock  production  uses  a  number  of  potent  substances  as  growth 

promoters  and  therapeutics,  which  can  leave  residual  amounts  in  the  meat  if  proper  precautions  are 
not  observed.  In  addition,  meat  animals  and  meat  products  are  exposed  to  ubiquitous  agricultural 
and  industrial  pollutants  as  well  as  bacterial  contamination.  Consequently,  the  Meat  Inspection 
Division  is  expanding  its  residue  testing  program  to  ensure  the  wholesomeness  of  meat  products  for 
consumer  safety  and  foreign  acceptance. 

6  -  Federal/ Provincial  Meat  Inspection  Program  —  To  ensure  the  wholesomeness  of  Canada's  meat 

supply,  irrespective  of  the  inspection  agency  involved,  be  it  federal,  provincial  or  municipal, 
national  standards  or  norms  are  required.  In  1978-79  federal  and  provincial  authorities  will 
collaborate  to  develop  such  norms  for  a  variety  of  inspection  functions. 
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Animal  Contagious  Diseases 

1  -  Brucellosis  —  The  eradication  of  brucellosis  is  the  number  one  priority  of  the  Health  of  Animals 

Program.  During  1977-78  Health  of  Animals  officials  met  with  representatives  of  the  dairy  and  beef 
industry,  Canadian  Veterinary  Medical  Association,  and  the  directors  of  provincial  veterinary 
services.  As  a  result  of  the  meetings,  a  new  National  Eradication  Program  was  formulated  and 
agreed  upon.  In  1978-79,  a  phased  approached  to  Brucellosis  Eradication  will  be  fully 
implemented. 

The  new  National  Eradication  Program  will  concentrate  on  the  higher-incidence  areas,  as  well  as 
on  the  prevention  of  the  spread  of  the  disease  by  controlling  movement  of  cattle  between  regions 
and  within  regions.  New  regulations  will  come  into  effect  on  April  1,  1978  which  will  significantly 
contribute  to  the  eradication  of  brucellosis  in  Canadian  cattle  herds. 

2  -  Foreign  Animal  Diseases  —  Despite  our  favorable  record  in  Canada  last  year  (1977-78)  the  threat 

of  a  serious  foreign  animal  disease  gaining  entry  is  still  very  real  and  to  cope  with  this  eventuality  an 
emergency  eradication  task  force  will  be  established  in  Canada  in  1978-79.  The  task  force  will 
consist  of  Health  of  Animals  personnel  who  will  be  designated  to  be  available  on  very  short  notice 
to  form  part  of  an  emergency  disease  eradication  force. 

3  -  Tuberculosis  Eradication  —  The  Animal  Contagious  Diseases  Division  will  conduct  a  study  to 

examine  present  detection  and  eradication  procedures  and  make  recommendations  for  the  more 
efficient  use  of  resources,  while  respecting  the  need  for  accreditation  of  areas  for  export  purposes. 

4  -  Reportable  and  Other  Diseases  —  Bovine  Leukosis  is  causing  increasing  concern  in  Canada  as  well 

as  in  foreign  countries.  A  number  of  European  countries  have  launched  eradication  programs 
which  include  restrictive  import  policies  for  cattle  and  bovine  semen.  In  1978-79  the  Animal 
Contagious  Diseases  Division  will  collaborate  with  other  divisions  to  conduct  a  preliminary 
evaluation  of  the  economic  significance  of  bovine  leukosis  in  Canada.  A  study  of  Johne's  Disease  in 
Canada  is  also  to  be  conducted  to  determine  the  adequacy  of  current  policies  and  control  programs 
and  to  make  recommendations  for  associated  improvements. 
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Animal  Pathology 

1  -  Veterinary  Research  —  In  1978-79  the  Animal  Pathology  Division  will  conduct  research  to 

improve  the  specificity  and  efficiency  of  diagnostic  tests  for  brucellosis.  The  Division  will  also 
conduct  research  to  develop  or  improve  diagnostic  tests  for  foreign  animal  diseases,  necessary  to 
ensure  the  capability  of  foreign  animal  disease  control  and  eradication.  Research  will  also  continue 
on  salmonellosis  to  increase  knowledge  of  sources  and  modes  of  contamination  and  of  effective  de- 
contamination methods. 

2  -  Diagnostic  Services  —  The  Animal  Pathology  Division  provides  diagnostic  and  analytical  services 

in  support  of  the  Meat  Inspection  and  Animal  Contagious  Diseases  Divisions,  livestock  and 
poultry  industries  and  private  veterinary  practitioners.  In  this  connection,  it  is  expected  that  in 
1978-79  the  Animal  Pathology  Division  will  perform  over  three  million  diagnostic  tests. 

Administration 

1  -  Veterinary  Staff  Requirements  —  Through  agreements  between  the  Federal  Government  and  the 
Provinces  of  Saskatchewan,  Ontario  and  Quebec,  veterinary  teaching  facilities  are  being  expanded, 
to  ensure  that  Canada's  requirements  for  veterinary  manpower  will  be  met.  Payments  will  be  made 
towards  the  cost  of  construction  at  the  University  of  Guelph,  the  University  of  Montreal  and  the 
University  of  Saskatchewan. 
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Budgetary 

Vote  30 — Health  of  Animals — Operating  expenditures 

Vote  35 — Contributions,  including  compensation  at  rates 
determined  in  the  manner  provided  by  Section  1 2  of  the 
Animal  Disease  and  Protection  Act  to  owners  of 
animals  affected  with  diseases  coming  under  that  Act 
that  have  died  or  have  been  slaughtered  in  circumstances 
not  covered  by  the  Act. 

Statutory  —  Contributions  to  employee  benefit  plans 
TOTAL  PROGRAM 

Notes 

1.  Includes  Supplementary  Estimates  (A). 

2.  Identical  to  1978-79  Estimates. 

3.  Includes  anticipated  Supplementary  Estimates  (B). 


Summary  by  Vote 


Estimates 

Expenditures 

To  be  voted 
1978-79 

Voted 
1977-78 

Change 

$ 

8,437,000 

Estimated 
1978-79 

Forecast 

1977-78 

Actual 
1976-77 

$ 
75,032,000 

$ 
(Note  1) 

66,595,000 

$ 
(Note  2) 

75,032,000 

$ 
(Note  3) 

66,555,000 

$ 
60,118,000 

12,086,000 


8,187,000 


3,899,000 


12,086,000 
7,755,000 


11,187,000 
6,842,000 


87,118,000        74,782,000        12,336,000        94,873,000        84,584,000 


Summary  of  Total  Cost  of  Program 
(thousands  of  dollars) 


Expenditures 


Estimated 
1978-79 


Forecast 

1977-78 


Change 


Actual 
1976-77 


Amount  to  be  voted 
Statutory 

Total  Program 

Add:  Services  and  accommodation  provided  without  charge  by  this  and  other  de- 
partments 

Less:  Revenues 

Total  Cost  of  Program 


87,118 
7,755 


94,873 

4,132 
(5,618) 


93,387 


77,742 
6,842 


84,584 

3,112 
(3,675) 


84,021 


9,376 
913 


10,289 

1,020 
(1,943) 


9,366 
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Summary  by  Activity 
(thousands  of  dollars) 


Total  Cost  of  Program 


Expenditures 


Activity 


Meat  Inspection 

Animal  Contagious  Diseases 

Animal  Pathology 

Administration 

Field  Directorate  and  Support  Services 

Total  Cost  of  Program 


Estimated 

Forecast 

Actual 

1978-79 

1977-78 

Change 

1976-77 

$ 

$ 

$ 

$ 

38,885 

34,595 

4,290 

30,127 

34,304 

33,332 

972 

28,149 

14,510 

11,791 

2,719 

10,400 

3,463 

2,332 

1,131 

1,452 

2,225 

1,971 

254 

1,934 

93,387 


84,021 


9,366 


Summary  by  Object  of  Expenditure 
(thousands  of  dollars) 


Personnel 

Goods  and  services: 

Transportation  and  communications 
Professional  and  special  services 
Utilities,  materials  and  supplies 
Other 

Total 

Capital: 

Construction  and  acquisition  of  land,  buildings  and  equipment 
Construction  and  acquisition  of  machinery  and  equipment 

Total 

Contributions 

Total  Program 

Add:  Services  provided  by  other  Departments 

Accommodation  provided  by  this  Department 

Total 

Less:  Revenues — 

Overtime  inspection  services 
Federal/ Provincial  meat  inspection  services 
Quarantine  and  inspection  charges 
Proceeds  from  sales  and  other  fees 

Total 

Total  Cost  of  Program 


Total  Cost  of  Program 


72,062 


Expenditures 

Estimated 

Forecast 

Actual 

1978-79 

1977-78 

Change 

1976-77 

$ 

$ 

$ 

$ 

67,856 

60,343 

7,513 

53,039 

3,352 

2,886 

466 

2,631 

3,307 

3,221 

86 

3,490 

4,127 

3,537 

590 

3,429 

695 

637 

58 

648 

11,481 

10,281 

1,200 

10,198 

2,280 

1,570 

710 

447 

1,170 

1,203 

(33) 

979 

3,450 

2,773 

677 

1,426 

12,086 

11,187 

84,584 

2,646 

899 

9,205 

94,873 

10,289 
950 

73,868 

3,596 

2,802 

536 

466 

70 

529 

4,132 

3,112 

1,020 

3,331 

3,420 

2,867 

553 

2,672 

433 

343 

90 

58 

1,518 

218 

1,300 

1,815 

247 

247 

— 

592 

5,618 

3,675 

1,943 

5,137 

93,387 

84,021 

9,366 

72,062 
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Summary  of  Contributions 
(thousands  of  dollars) 


Appendix  D 


Contributions 


Estimated 
1978-79 


Expenditures 


Forecast 
1977-78 


Change 


Actual 
1976-77 


Administration 

Canada's  fee  for  membership  in  the  Office  International  des  fipizooties 

Payments,  in  accordance  with  agreements  entered  into  with  the  Provinces  of  Ontario, 
Quebec  and  Saskatchewan  towards  the  costs  of  construction  of  additions  or 
enlargements  to  veterinary  science  teaching  facilities  at  the  Universities  of 
Guelph,  Montreal  at  St.  Hyacinthe  and  Saskatchewan  at  Saskatoon 

Canadian  Veterinary  Medical  Association 


Animal  Contagious  Diseases 
Compensation  for  animals  slaughtered  in  accordance  with  the  terms  of  the  Animal 
Disease  and  Protection  Act 

Contributions  to  the  provinces  in  accordance  with  Regulations  of  the  Governor  in 
Council,  of  amounts  not  exceeding  two-fifths  of  the  amounts  paid  by  the  provinces 
to  owners  of  animals  that  have  died  as  a  result  of  rabies 

Compensation  at  rates  determined  in  the  manner  provided  by  Section  12  of  the  Animal 
Disease  and  Protection  Act  to  owners  of  animals  affected  with  diseases  coming 
under  that  Act,  that  have  died  or  have  been  slaughtered  in  circumstances  not  covered 
by  the  Act  and  Regulations  made  thereunder 

Compensation  under  terms  and  conditions  approved  by  the  Governor  in  Council  to 
owners  of  animals  that  have  died  as  a  result  of  anthrax 

Items  not  required  for  1978-79 

Compensation  to  producers  for  economic  loss  associated  with  the  Bluetongue 
Quarantine  Area  in  the  South  Okanagan  area  of  British  Columbia 

Contribution  towards  the  transformation,  fittings  and  maintenance  of  the  head- 
quarters building  of  the  Office  International  des  fipizooties,  Paris,  France 


Total  Contributions 


17 


1,836 
3 


1,856 


10,000 
100 

120 
10 


10,230 


17 


972 
3 


992 


10,000 
100 

60 
10 

25 


864 


864 


60 


(25) 


10,195 


12,086 


11,187 


35 
899 


9,205 
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Man-Years  and  Continuing  Employees 


ESTIMATES,  1978-79 


Man-years 


Meat  Inspection 

Animal  Contagious  Diseases 

Animal  Pathology 

Administration 

Field  Directorate  and  Support  Services 

Total  Man- Years 


Meat  Inspection 

Animal  Contagious  Diseases 

Animal  Pathology 

Administration 

Field  Directorate  and  Support  Services 

Total  Continuing  Employees 


Estimated 

Forecast 

Actual 

1978-79 

1977-78 

Change 

51 

1976-77 

1,560 

1,509 

1,397 

716 

698 

18 

680 

391 

387 

4 

378 

34 

34 

— 

44 

98 

98 

— 

105 

2,799 

2,726 

73 

2,604 

Continuing  Employee 

s 

Estimated 
March  31 

Forecast 
March  31 

Actual 

Sept.  30 

March  31 

1979 

1978 

Change 

48 

1977 

1977 

1,576 

1,528 

1,466 

1,365 

692 

683 

9 

650 

619 

381 

380 

1 

380 

340 

34 

34 

— 

31 

36 

91 

91 
2,716 

— 

87 
2,614 

82 

2,774 

58 

2,442 
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Manpower — Man-Years  Authorized  for  1978-79 
by  Category  and  Group 


Total 
Man-Years 
Authorized 

1 

ACTIVITY 

Category  and  Group 

Meat 
Inspection 

Animal 

Contagious 

Diseases 

Animal 
Pathology 

Admin- 
istration 

Field 

Directorate 

and  Support 

Services 

Executive 

1 

— 

Scientific  and  Professional 
Veterinary  Sciences 
Scientific  Research 
Others 

665 

46 

9 

720 

31 

1,451 
168 

346 

1 

347 

2 

1,171 

272 

33 
46 

8 

7 

7 

272 

87 
5 

168 
168 

26 
8 

7 
12 

7 
9 

Administrative  and  Foreign  Services 

3 
280 

Technical 

Primary  Products  Inspection 
Engineering  and  Scientific  Support 

— 

1,619 

250 
54 

304 

88 
36 

124 

1,171 

280 

127 

7 

— 

Administrative  Support 

Clerical  and  Regulatory 

Secretarial,  Stenographic  and  Typing 

34 
6 

40 

7 

7 

56 
26 

134 

27 

34 

61 
36 

14 

82 

Operational 

General  Labour  and  Trades 
Others 

— 

27 

97 

— 

— 

Total  of  Man-Years  Authorized 

2,799 

1,560 

716 

391 

34 

98 

642 
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Change  in  Man-Years 
by  Category 


ESTIMATES,  1978-79 


1978-79 

weighted  average 

salaries 


Number 

of 

man-years 


1,500  — 


1 ,250  -  - 


1,000-- 


750  - - 


500  - - 


250 -- 


1,489 


286 


173 


295 


304 


1976-1977 


_ "1 I 

1977-1978  1978-1979 


Technical:  $16,941 


Scientific  and 
Professional:  $28,320 


Administrative 
support:  $11,828 


Other:  $15,340 


Note  1:     The  weighted  average  annual  salary  for  1978-79  is  determined  for  each  occupational  group  by  dividing  the  1978-79  Main  Estimates  Salary 
Formula  by  the  number  of  man-years  proposed. 
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Organization  Chart 


Assistant 
Deputy 
Minister 


Animal 
Pathology 


Animal 

Contagious 

Diseases 

(Headquarters) 


Laboratories 

Sackville,  N.B. 
Ste.  Anne  de  Bellevue,  Que. 
Grosse  He,  Que. 
Ottawa,  Ont. 
Guelph,  Ont. 
Winnipeg,  Man. 
Saskatoon,  Sask. 
Lethbridge,  Alta. 
Vancouver,  B.C. 


Field  Directorate 
and  Support 

Service 
for  7  Regions 


Meat 

Inspection 

(Headquarters) 


Administration 


Quarantine  Stations 

—  Mirabel,  Que. 

—  Grosse  He,  Que. 

—  Levis,  Que. 

—  Edmonton,  Alta. 

—  St.  Pierre 

—  Miquelon 


Components 

Special  Assistant  (Operations] 
Planning  and  Evaluation 
Finance  and  Administration 
Education  and  Development 


Animal 

Contagious 

Diseases 

(Regions) 


Shown  in  Illustrative  Estimates 


Meat 
Inspection 
(Regions) 


Available  in  the  Department 


Districts 
135 


Border 
Quarantines 


Inspection 
Ports 


Int'l  Air/ 
Sea  Ports 


Storages 


Processing 
Plants 


Slaughtering 
Establishments 
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ESTIMATES,  1978-79 

AGRICULTURE 

A  —  Department  —  Health  of  Animals  Program 

ACTIVITY:  MEAT  INSPECTION 

Narrative 

The  responsibilities  are  to: 

•  Administer  the  Meat  Inspection  Act  and  Regulations,  Humane  Slaughter  of  Food  Animals  Act 
and  Humane  Slaughter  Regulations  and  relevant  sections  of  the  Animal  Disease  and  Protection 
Act  and  Regulations  and  Food  and  Drugs  Act  and  Regulations. 

•  Ensure  that  meat  and  meat  food  products  meet  Canadian  standards  and  the  import  standards  of 
foreign  countries. 

This  activity  is  executed  through  the  Meat  Inspection  Division's  Ottawa  Headquarters  and  seven 
regional  offices.  It  comprises  the  sub-activities  of  Meat  Inspection  Management  and  Administrative 
Services,  Red  Meat  Inspection,  Processing  Inspection,  Poultry,  Rabbits,  Game  Inspection  and  Canning 
Inspection. 

At  the  operational  level,  inspection  services  ensure  the  compliance  of  meat  products  and  packing  plants 
to  the  prescribed  standards  and  regulations.  In  registered  establishments,  which  include  red  meat, 
poultry,  rabbits  and  game  slaughter  plants,  all  animals  receive  an  ante-mortem  inspection  to  detect 
diseases  that  would  make  them  unfit  for  food.  A  post-mortem  inspection  is  also  carried  out  to  determine 
the  health  status  of  each  animal  carcass.  Similar  services  are  provided  to  domestic  plants  under  federal- 
provincial  agreements  for  which  the  government  is  reimbursed.  Inspection  also  extends  to  processing, 
canning  and  rendering  operations.  All  ingredients  going  into  meat  food  products  are  examined  to  ensure 
that  no  adulteration  takes  place.  Plants,  manufacturing  methods  and  equipment  are  inspected  to  ensure 
hygienic  practice.  Carcasses  and  portions  found  unfit  for  food  are  condemned  and  destroyed  under 
supervision.  The  geographical  distribution  of  inspected  establishments  is  nation  wide,  and  as  of  March 
31,  1977,  included  812  plants  (federally  inspected,  federally  registered  (domestic)  and  rendering  plants). 

Key  Factors  (1978-79): 

—  Manpower  represents  94%  of  the  total  cost  of  the  activity. 

—  Revenues  of  the  activity  are  $3,857,000,  principally  the  recovery  of  overtime  costs  from  meat 
packers. 

—  The  man-years  authorized  are  basically  for  veterinary  science  personnel  (346)  and  primary 
product  inspectors  (1,171)  representing  97%  of  the  total  man-years  in  the  activity. 
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Performance  Indicators: 

Manpower  utilization  in  this  activity  is  a  function  of  many  variables,  such  as:  type  of  commodity  and 
volume  of  throughput,  number  of  lines  and  shifts,  condition  of  animals,  physical  plant  layout,  etc.  The 
following  represents  one  indicator  of  slaughter  inspection  efficiency,  an  element  which  represents  69% 
of  the  total  man-years  of  the  activity. 


Output  —  billions  of  pounds  of  inspected  slaughter 

Input  —  Man-years  utilized  in  Red  Meat  and  Poultry  slaughter  plants 

Efficiency  —  millions  of  pounds  of  inspected  slaughter  per  man-year 


1974-75 


1975-76 


1976-77 


1977-78 


1978-79 


Actual 

Actual 

Actual 

Forecast 

Forecast 

4.1 

4.0 

4.4 

4.6 

4.8 

913 

934 

993 

1039 

1078 

4.490 

4.375 

4.575 

4.425 

4.5 

c   n. 
.2  c 

oa  o 


5.0 

4.75 
4.5 
£    4.25 

00 

js    4.0 


Output 


I 


74-75        75-76       76-77       77-78     78-79      g. 


.2  E 


4.8 
4.6 
4.4 
4.2 


Efficiency 


1100 
1050 
1000 
950 
900 


Input 


t 


74-75 


1 — 

75-76 


1 1 1 — 

74-75         75-76       76-77 


1 — 

77-78 


78-79 


76-77        77-78 


78-79 
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ACTIVITY  MEAT  INSPECTION 


Total  Cost  and  Manpower 
by  Responsibility  Centre 


ESTIMATES,  1978-79 


HEADQUARTERS 
Operating  Costs 
Revenues 

Total  Cost 

Man- Years 


Expend) 

tures 

Estimated 
1978-79 

Forecast 

1977-78 

Change 
from 

1977-78 

Actual 
1976-77 

($000) 

1,902 
(4) 

($000) 

1,400 
(4) 

1,396 

52 

(%) 
36 

36 

4 

($000) 
956 

1,898 

956 

54 

33 

REGIONAL  OFFICES: 

ATLANTIC  PROVINCES 
Operating  Costs 
Revenues 

Total  Cost 

Man- Years 


2,407 
(140) 

2,118 
(108) 

13 
30 

1,877 
(115) 

2,267 

2,010 

13 

1,762 

92 

87 

6 

82 

QUEBEC 
Operating  Costs 
Revenues 

Total  Cost 

Man- Years 


11,817 
(1,250) 

10,674 
(959) 

11 
30 

9,210 
(889) 

10,567 

9,715 

9 

8,321 

426 

414 

3 

382 

ONTARIO 

I    Operating  Costs 

I    Revenues 

Total  Cost 

Man-Years 


11,934 
(1,338) 


10,596 


418 


10,551 
(1,182) 


9,369 


401 


13 
13 

9,469 
(1,166) 

13 

8,303 

4 

384 

MANITOBA 

Operating  Costs 
!    Revenues 

Total  Cost 

Man-Years 


3,838 
(270) 

3,353 
(235) 

14 
15 

2,997 
(205) 

3,568 

3,118 

14 

2,792 

145 

142 

2 

125 
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ACTIVITY:  MEAT  INSPECTION 


SASKATCHEWAN 
Operating  Costs 
Revenues 

Total  Cost 

Man- Years 


ALBERTA 

Operating  Costs 
Revenues 

Total  Cost 

Man- Years 


Total  Cost  and  Manpower 
by  Responsibility  Centre 


Expendit 

ures 

Change 

Estimated 

Forecast 

from 

Actual 

1978-79 

1977-78 

1977-78 

1976-77 

($000) 

($000) 

(%) 

($000) 

2,034 

1,757 

16 

1,689 

(130) 

(107) 

1,650 

80 

21 
15 
(2) 

(92) 

1,904 

1,597 

79 

81 

5,931 
(409) 

5,515 
(311) 

7 
31 

4,908 
(281) 

5,522 

5,204 

6 

4,627 

233 

226 

3 

220 

BRITISH  COLUMBIA 

Operating  Costs 
Revenues 

Total  Cost 

Man-Years 

Total  Cost  of  Activity 

Total  Man-Years 


2,879 
(316) 

2,441 
(308) 

18 

2 

1,971 
(202) 

2,563 

2,133 

20 

1,769 

113 

107 

6 

90 

38,885 

34,595 

12 

30,127 

1,560 


1,509 


Explanations  of  Major  Changes: 

Man- Years:  Increase  of  51  man-years  is  the  result  of  the  approval  of  a  Supplementary  Estimate  in  1977- 
78  with  a  carry-over  effect  in  1978-79  for  the  provision  of: 

(i)   19  man-years  for  the  purpose  of  providing  meat  inspection  services  under  the  Domes- 
tic Meat  Inspection  Program. 

(ii)  32  man-years  for  the  purpose  of  providing  additional  inspection  services  to  meet 
increased  slaughter  volume  and  to  increase  the  number  of  shifts  when  longer  hours 
of  operations  are  required  by  plants. 
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ACTIVITY:  MEAT  INSPECTION 


ESTIMATES,  1978-79 


Total  Cost  and  Manpower  by  Sub-Activity 


Sub-Activities 


Man- Years 

Expend 

itures 

Estimated 
1978-79 

Forecast 

1977-78 

Increase  or 
(Decrease) 

sf  dollars) 

Actual 

1976-77 

(thousands 

772 

389 

306 

70 

23 

17,934 

10,209 

6,973 

2,291 

676 

16,363 

8,943 

6,154 

2,022 

593 

1,571 

1,266 

819 

269 

83 

14,051 
6,914 

6,227 

1,763 

525 

1,560 

38,083 

34,075 

4,008 

29,480 

802 
38,885 

520 
34,595 

282 
4,290 

647 

1,560 

30,127 

Red  Meat  Inspection 

Processing  Inspection 

Poultry,  Rabbits,  Game  Inspection 

Meat  Inspection  Management  and  Administrative  Services 

Canning  Inspection 

Total  Activity 

Add:  Services  and  Accommodation  provided  without  charge 
Total  Cost  of  Activity 


Explanations  of  Major  Changes: 

— Man-Years:  The  increase  of  51   man-years  is  distributed  between  federally  inspected  and  non- 
federally  registered  (domestic)  red  meat,  poultry  and  processing  plants. 


-Cost:  Increase  of  $4,290,000  is  a  result  of— 

(1)  six  per  cent  salary  increases  for  promotion,  overtime  and 
collective  bargaining  agreements  and  contributions  to 
employee  benefit  plans 

(2)  salaries  for  51  additional  man-years 

(3)  support  costs  related  to  additional  man-years  and  operations 

(4)  increase  in  revenues 


$  2,717,000 

1,738,000 

478,000 

(643,000) 

$  4,290,000 
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ESTIMATES,  1978-79  AGRICULTURE 

A  —  Department  —  Health  of  Animals  Program 

ACTIVITY:  ANIMAL  CONTAGIOUS  DISEASES 

Narrative 

The  responsibilities  are  to: 

•  administer  the  Animal  Diseases  and  Protection  Act  and  Regulations; 

•  prevent  and  control  communicable  animal  diseases;  control  and  eradication  of  reportage 
diseases;  diagnosis  and  eradication  of  foreign  animal  diseases; 

•  control  the  importation  of  animals  and  animal  products; 

•  prevent  animal  suffering  and  loss  while  in  transit;  and 

•  inspect,  test  and  certify  animals  and  animal  products  for  export. 

This  activity  is  executed  through  its  Ottawa  Headquarters  and  seven  regional  offices  and  comprises  the 
sub-activities  of  Contagious  Diseases  Management  and  Administrative  Services,  Program  Eradication, 
Emergency  and  Investigative  Eradication,  Quarantine,  Port  Inspection  and  In-transit  Care  of  Animals. 
District  Offices,  which  may  be  involved  in  a  number  of  sub-activities,  are  located  at  strategic  points, 
usually  in  a  geographic  location  with  approximately  100,000  cattle. 

Maximum  security  quarantine  stations  to  hold  and  inspect  livestock  are  operated  at  Mirabel, 
Edmonton,  Levis  and  Grosse  He  and  the  islands  of  St.  Pierre  and  Miquelon.  Seven  quarantine  stations 
and  inspection  facilities  are  located  along  the  Canada-U.S.A.  border.  Offices  are  also  maintained  at  all 
international  airports  and  sea  ports  for  the  inspection  of  animals  and  restricted  animal  products. 

Key  Factors  (1978-79): 

—  manpower  represents  $16.9  million,  or  49%  of  the  total  cost  of  the  activity; 

—  contributions  of  $10.2  million,  30%  of  the  total  cost  of  the  activity,  are  reflected  under 
"Program  Eradication"  as  they  relate  to  compensation  for  diseased  animals; 

—  the  total  cost  of  the  activity  is  reduced  by  estimated  revenues  of  $  1 .6  million,  derived  from  port 
inspection  and  quarantine  operations;  and 

—  the  man-years  authorized  are  basically  for  veterinary  services  personnel  (272),  primary  product 
inspectors  (280)  and  administrative  support  staff  (134) 


650 


Illustrative  Estimates 


ESTIMATES,  1978-79 


AGRICULTURE 


A  —  Department  —  Health  of  Animals  Program 


Performance  Indicators 

Seventy-nine  per  cent  of  the  Division's  operating  resources  are  allocated  to  the  Program  Eradication 
sub-activity.  These  resources  support  several  disease  prevention,  surveillance,  control  and  eradication 
programs.  The  following  tables  and  charts  illustrate  the  relationship  between  the  growth  in  operating 
resources  for  this  sub-activity  and  the  increased  number  of  field  tests  conducted  for  the  major  disease 
control  and  eradication  programs. 


1974-75 


1975-76 


1976-77 


1977-78 


1978-79 


Output- 

Actual 

Actual 

Actual 

Forecast 

Forecast 

Number  of  animals  tested  for  Tuberculosis, 

Brucellosis  and  Johne's  disease 

1,637,238 

2,029,648 

2,756,986 

3,090,774 

3,379,950 

Input — 

Operating  Resources  ($000) 

8,994 

10,608 

12,350 

14,174 

15.002 

Cost  Ratio — 

Number  of  animals  tested  per  thousand  dollars 
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191 

223 

218 
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E 
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h 

o 
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u  l-l 

.S  c 
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3.5- 

3.0- 

2.5- 

2.0- 
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1.5" 

1.0" 

.5- 

1 

1 

— 1 1 1 — 

15- 


14- 


13- 


12. 


11- 


10_ 
9- 


Animals  tested  per  thousand  dollars 
Cost  Ratio  —  1974-75  as  base  year 
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651 


ESTIMATES,  1978-79 


Appendix  D 


AGRICULTURE 
A  —  Department  —  Health  of  Animals  Program 


ACTIVITY:  ANIMAL  CONTAGIOUS  DISEASES 


Total  Cost  and  Manpower 
by  Responsibility  Centre 


HEADQUARTERS 
Operating  Costs 
Revenues 

Total  Cost 

Man- Years 

QUARANTINES 
Operating  Costs 
Revenues 

Total  Cost 

Man-Years 

REGIONAL  OFFICES: 

ATLANTIC  PROVINCES 
Operating  Costs 
Contributions 
Revenues 

Total  Cost 

Man-Years 

QUEBEC 

Operating  costs 

Contributions 

Revenues 

Total  Cost 

Man-Years 

ONTARIO 

Operating  Costs 

Contributions 

Revenues 

Total  Cost 

Man- Years 

MANITOBA 
Operating  Costs 
Contributions 
Revenues 

Total  Cost 

Man-Years 
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: 

Expenditures 

Estimated 
1978-79 

Change 
Forecast                from 
1977-78               1977-78 

($000)                   (%) 

Actual 
1976-77 

($000) 

($000) 

2,155 
(ID 


2,144 


38 


1,689 
(1,380) 


309 


27 


48 


1,686 
(11) 


1,675 


45 


2,731 
(205) 


2,526 


29 


1,574 
23 
(5) 

1,452 
23 
(3) 

1,592 

1,472 

58 

60 

4,222 

1,936 

(48) 

3,690 

1,926 

(6) 

6,110 

5,610 

129 

129 

6,689 

4,027 

(75) 

5,767 

4,005 

(20) 

10,641 

9,752 

196 

173 

1,831 
1,224 
(6) 

1,605 

1,216 

(2) 

3,049 

2,819 

48 


28 

28 
(16) 

(38) 

573 

(88) 
(7) 


1,093 
(3) 


1,090 


31 


1,951 
(1,802) 


149 


28 


1,279 
30 
(4) 


8 

1,305 

(3) 

56 

14 

1 

3,616 

1,626 
(29) 

9 

5,213 

— 

130 

16 

1 

5,218 

3,266 

(58) 

9 

8,426 

13 

172 

14 

1 

1,423 

970 

(4) 

8 

2,389 

48 
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AGRICULTURE 
Health  of  Animals  Program 


Total  Cost  and  Manpower 
by  Responsibility  Centre 


SASKATCHEWAN 
Operating  Costs 
Contributions 
Revenues 

Total  Cost 

Man- Years 

ALBERTA 
Operating  Costs 
Contributions 
Revenues 

Total  Cost 

Man- Years 

BRITISH  COLUMBIA 
Operating  Costs 
Contributions 
Revenues 

Total  Cost 

Man-Years 

Total  Cost  of  Activity 

Total  Man-Years 


Expend 

tures 

Estimated 
1978-79 

Forecast 

1977-78 

Change 

from 

1977-78 

Actual 

1976-77 

($000) 

($000) 

(%) 

($000) 

2,376 

1,298 

(5) 

2,127 

1,289 

(2) 

12 

1 

2,013 

1,105 

(4) 

3,669 

3,414 

7 

3,114 

71 

72 

(1) 

67 

3,377 

1,419 

(11) 

2,851 
1,410 
(4) 

18 

1 

2,795 
947 

(7) 

4,785 

4,257 

12 

3,735 

95 

89 

7 

95 

1,719 
303 
(17) 

1,486 

326 

(5) 

16 

(7) 

1,557 

1,185 

(14) 

2,005 

1,807 

11 

2,728 

54 

53 

2 

53 

34,304 

33,332 

3 

28,149 

716 


698 


680 


Explanations  of  Major  Changes: 

Man-Years:  The  increase  of  18  man-years  is  attributable  to  the  manpower  required  to  monitor  the 
new  livestock  importation  regulations  of  the  United  States  on  Canadian  cattle;  and  to 
regulate  and  inspect  artificial  insemination  centres  in  Canada  involved  in  animal  embryos 
and  artificial  insemination  and  the  exportation  of  sperm. 
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ACTIVITY:  ANIMAL  CONTAGIOUS  DISEASES 


Appendix  D 


Total  Cost  and  Manpower  by  Sub-Activity 


Sub-Activities 


Program  Eradication 

Port  Inspection 

Contagious  Diseases  Management  and  Administrative  Services 

Quarantine 

Emergency  and  Investigative  Eradication 

In-transit  Care  of  Animals 

Total  Activity 
Add  Services  and  accommodation  provided  without  charge 
Total  Cost  of  Activity 


Man- Years 

Expenditures 

Estimated 

Forecast 

Increase  or 

Actual 

1978-79 

1977-78 

(Decrease) 
s  of  dollars) 

1976-77 

(thousand 

511 

27,146 

24,848 

2,298 

22,620 

109 

2,913 

2,263 

650 

2,174 

55 

1,830 

1,526 

304 

1,501 

27 

183 

2,271 

(2,088) 

61 

6 

295 

216 

79 

255 

8 

263 

826 

(563) 
680 

190 

716 

32,630 

31,950 

26,801 

1,674 
34,304 

1,382 
33,332 

292 
972 

1,348 

716 

28,149 

Explanations  of  Major  Changes: 

Cost:  The  increase  in  cost  of  $972,000  results  from — 

(1)  salaries  and  wages 

(2)  other  operating  costs  provided  for  the  18  additional  man-years 

(3)  services  provided  without  charge  by  other  departments 

(4)  decrease  in  capital  funds  for  completion  of  the  construction  of 

(a)  Mirabel  quarantine  station 

(b)  garage  and  storage  facilities  at  Grosse  He 

(5)  increase  in  the  forecast  revenues,  principally  from  quarantines 


$  2,210,000 
365,000 
292,000 

(520,000) 
(75,000) 

(1,300,000) 

$      972,000 
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AGRICULTURE 
A  —  Department  —  Health  of  Animals  Program 

ACTIVITY:  ANIMAL  PATHOLOGY 

Narrative 

The  responsibilities  are  to: 

•  Perform  diagnostic  services  for  Meat  Inspection  and  Animal  Contagious  Diseases  activities,  in 
connection  with  their  statutory  obligations  and  for  livestock  owners,  provincial  agencies  and 
veterinarians. 

•  Conduct  research  studies  on  economically  important  animal  diseases. 

•  Produce  biologies  (testing  ingredients)  and  reagents  to  diagnose  diseases  under  the  statutory 
control  of  the  Animal  Contagious  Diseases  Activity. 

•  Examine  technical  submissions  from  biological  and  pharmaceutical  firms  for  all  veterinary 
biologies  and  other  products  of  a  veterinary  nature  marketed  under  legislation. 

•  Construct  the  necessary  laboratories  and  ancillary  structures. 

With  a  headquarters  in  Ottawa,  the  work  is  carried  out  in  laboratories  located  at  Sackville,  Grosse  He, 
Ste.  Anne  de  Bellevue,  Ottawa,  Guelph,  Winnipeg,  Saskatoon,  Lethbridge  and  Vancouver. 

Key  Factors  (1978-79): 

—  Manpower  costs  represent  $8.5  million  or  58%  of  the  total  cost  of  the  activity. 

—  Laboratory  materials  and  supplies  amount  to  $1.9  million  and  represents  13%  of  the  total  cost 
of  the  activity. 

—  Man-years  authorized  are  principally  for  scientific  research  (46),  veterinary  science  (33), 
scientific  support  (168)  and  general  operational  personnel  (97). 
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AGRICULTURE 
A  —  Department  —  Health  of  Animals  Program 

Performance  Indicators: 

Fifty  per  cent  of  resources  for  the  Animal  Pathology  activity  are  allocated  to  Diagnostic  Services. 
These  services  support  several  disease  control  and  eradication  programs  such  as  Brucellosis  and 
Tuberculosis,  as  well  as  support  the  Meat  Inspection  activity  through  the  provision  of  confirmatory 
diagnosis  of  blood  and  tissue  samples. 

The  following  table  shows  the  number  of  various  types  of  diagnostic  tests  carried  out  in  the  Animal 
Pathology  Laboratories  across  the  country.  The  testing  techniques,  depending  upon  the  test  conducted, 
all  vary  considerably  in  complexity  and  units  of  labor  required  to  perform  them.  They  generally  reflect 
an  increased  workload  and  efficiency  due  to  the  use  of  modern  technology  associated  with  the  diagnostic 
processes. 


Types  of  Diagnostic  Tests 


Brucellosis: 

—  Blood  tests 

—  Milk  ring  tests 

—  Complement-fixation 
Leptospicosis 

Johne's  disease 

Rabies 

Equine  infections  anemia 

Bovine  leubasis 

Meat  and  meat  products 

Misc.  tests 

Bluetongue 

Salmonella  typhimurium 

Mycoplasma  gallisepticum 

Total  number  of  tests 
Man-Years 


1973-74 

1974-75 

1975-76 

1976-77 

1977-78 

1,490,008 

1,841,541 

2,150,400 

2,379,834 

2,689,955 

311,377 

305,431 

267,658 

266,856 

235,515 

31,071 

33,751 

38,582 

34,682 

73,201 

32,842 

43,371 

45,997 

52,130 

23,543 

8,080 

7,157 

9,218 

6,613 

6,829 

9,136 

9,300 

9,392 

8,406 

9,125 

49,044 

58,397 

77,475 

95,493 

95,948 

6,562 

— 

8,715 

4,610 

3,424 

64,902 

55,134 

37,594 

27,224 

35,935 

83,461 

76,485 

82,030 

52,995 

52,426 

— 

— 

— 

61,314 

65,205 

— 

217 

— 

— 

— 

— 

70 
2,430,854 

— 

— 

— 

2,086,483 

2,727,061 

2,990,157 

3,291,106 

188 

188 

204 

220 

220 
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A  —  Department  —  Health  of  Animals  Program 

ACTIVITY:  ANIMAL  PATHOLOGY 


Total  Cost  and  Manpower 
by  Responsibility  Centre 


ESTIMATES,  1978-79 


Total  Cost 


Man-Years 


Estimated 
1978-79 

($000) 

896 


Forecast 
1977-78 

($000) 


Change 

from 

1977-78 


(%) 


Actual 
1976-77 

($000) 


Estimated 
1978-79 


Forecast 

1977-78 


601 


49 


581 


20 


Headquarters 

Laboratories 

Sackville 

Ste.  Anne  de  Bellevue 

Grosse  He 

St.  Hyacinthe 

—  Major  capital  project 
Ottawa 
Guelph 
Winnipeg 
Saskatoon 
Lethbridge 

—  Operating  cost 

—  Major  capital  project 

Total  Lethbridge 
Vancouver 

Total  Cost  of  Activity 
Explanations  of  Major  Changes: 

Man-Years:  The  increase  of  4  man-years  is  attributable  to  additional  tests  associated  with  the  new 
livestock  importation  regulations  of  the  United  States  on  Canadian  cattle. 


657 

540 

339 

189 

253 

214 

50 



6,817 

6,541 

614 

671 

228 

177 

785 

507 

1,898 

1,600 

1,600 

400 

3.498 

2,000 

373 

351 

14,510 

11,791 

Actual 
1976-77 


16 


22 

489 

17 

17 

17 

79 

169 

10 

9 

8 

18 

548 

7 

7 

7 

4 

5,652 

226 

224 

222 

(8) 

532 

22 

21 

23 

29 

151 

8 

9 

7 

55 

481 

14 

13 

14 

19 

1,477 

55 

54 

53 

300 

— 

— 

— 

— 

75 

1,477 

55 

54 

53 

6 

320 
10,400 

12 

12 

II 

23 

391 

387 

378 
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AGRICULTURE 
A  —  Department  —  Health  of  Animals  Program 

ACTIVITY:  ANIMAL  PATHOLOGY 


Total  Cost  and  Manpower  by  Sub-Activity 


Sub-Activities 


Diagnostic  Services 

Veterinary  Research 

Animal  Pathology  Management  and  Administrative  Services 

Production  of  Biological  Products 

Advisory  Services 

Total  Activity 
Add:  Services  and  accommodation  provided  without  charge 

Total  Cost  of  Activity 


Man- Years 

Expenditures 

Estimated 
1978-79 

Forecast 

1977-78 

Increase  or 
(Decrease) 

of  dollars) 

1,432 

810 

107 

24 

(7) 

2,366 

353 

2,719 

Actual 

1976-77 

219 

148 

10 

10 

4 

7,263 

5,072 

448 

307 

113 

13,203 

1,307 

14,510 

(thousands 

5,831 

4,262 

341 

283 

120 

10,837 
954 

4,916 

3,727 

351 

257 

96 

391 

9,347 
1,053 

391 

11,791 

10,400 

Explanations  of  Major  Changes: 

-Costs:  The  increase  of  $2,719,000  in  total  costs  is  due  to — 

(1)  Six  per  cent  increase  in  personnel  costs 

(2)  Construction  of  the  laboratory  at  Lethbridge 

(3)  Other  operating  expenses  and  services  provided  without  charge  from 
other  departments 


$      857,000 
1,200,000 

662,000 
$  2,719,000 
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ACTIVITY:  ANIMAL  PATHOLOGY 


ESTIMATES,  1978-79 


Major  Capital  Projects 


Laboratory  —  Lethbridge,  Alberta 

—  St.  Hyacinthe,  Quebec 
Total 

Future  Years  Requirements  ($000): 
Year 


—  1979-80 

—  1980-81 

—  1981-82 

Total 


Expected  completion  date: 


Previously           Currently 
Estimated           Estimated 
Total  Cost          Total  Cost 

Forecast 
Expendi- 
tures to 
March 
31,  1978 

usands  of  dollars) 
400 

Estimated 
Expendi- 
tures 
1978-79 

1,600 

50 

1,650 

Future 
Years 
Require- 
ments 

(the 
7,000                  7,000 
7,000                  7,000 

5,000 
6,950 

14,000                 14,000 

400 

11,950 

Lethbridge 

St.  Hyacinthe 

1,725 
2,850 
2,375 

Total 

3,500 
1,500 

5,225 
4,350 

2,375 

5,000 

6,950 

11,950 

March  31,  1981 

March  31,  1982 
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ESTIMATES,  1978-79 

AGRICULTURE 
A  —  DEPARTMENT  —  HEALTH  OF  ANIMALS  PROGRAM 

ACTIVITY:  ADMINISTRATION 


The  responsibilities  are  to: 


Narrative 


•  Develop  and  manage  the  policies  and  programs  that  will  safeguard  and  improve  livestock  and 
ensure  wholesomeness  of  meat  food  products. 

•  Ensure  financial  and  management  accounting  needs  of  the  Program. 

•  Ensure  personnel,  accommodation,  material  and  other  services. 

•  Conduct  education,  training  and  development  of  technical,  professional  and  support  staff. 

The  activity  is  in  Ottawa  and  provides  the  general  management  and  support  services  to  the  Activities  of 
Meat  Inspection,  Animal  Contagious  Diseases,  Animal  Pathology,  and  Field  Directorate  and  Support 
Services. 

Key  Factors  (1978-79): 

—  Contributions  included  herein  and  amounting  to  $  1 .9  million  (54%  of  the  total  cost  of  activity) 
are  to  assist  the  extension  of  veterinary  science  teaching  facilities  at  the  three  veterinary  colleges. 

—  Manpower  costs  of  $824,000  represent  24%  of  the  total  cost  of  the  activity. 

—  Education,  training  and  development  funds  amount  to  $686,000  and  represents  another  20% 
of  the  total  cost  of  the  activity. 
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ESTIMATES,  1978-79 


Sub-Activities 


Contributions 

Training,  Education  and  Development 

Administrative  Services 

Executive  and  General  Management 

Total  Activity 
Add:  Services  and  Accommodation  provided 
without  charge 

Total  Cost  of  Activity 


Total  Cost  and  Manpower  by  Sub-Activity 


Man-Years 


34 


34 


Expenditures 


Estimated 

Forecast 

Increase  or 

Actual 

1978-79 

1977-78 

(Decrease) 
of  dollars) 

1976-77 

(thousands 

— 

1,856 

992 

864 

74 

8 

686 

555 

131 

439 

23 

640 

555 

85 

708 

3 

167 

146 

21 

138 

3,349 


114 


3,463 


2,248 


84 


2,332 


30 


1,131 


1,359 


93 


1,452 


Explanation  of  Major  Changes: 

The  increase  of  $1,131,000  is  principally  attributable  to  a  contribution  for  the  construction  of 
veterinary  science  teaching  facilities  ($864,000). 
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AGRICULTURE 
A  —  Department  —  Health  of  Animals  Program 

ACTIVITY:  FIELD  DIRECTORATE  AND  SUPPORT  SERVICES 


Narrative 

The  Field  Directorate  is  responsible  for  the  administration  of  the  regional  operations  of  the  Program. 

This  Activity  involves  seven  regional  offices  through  which  the  field  operations  of  the  Meat  Inspection 
and  Animal  Contagious  Diseases  Activities  are  directed. 


Key  Factor: 

—  Manpower  costs  of  $1.7  million  are  76%  of  the  total  cost  of  the  Activity 


ACTIVITY:  FIELD  DIRECTORATE  AND  SUPPORT  SERVICES 


Total  Cost  and  Manpower  by  Responsibility  Centre 


Atlantic 

Quebec 

Ontario 

Manitoba 

Saskatchewan 

Alberta 

British  Columbia 

Total  Cost  of  Activity 


Total  Cost 

Man- Years 

Change 

Estimated 

Forecast 

from 

Actual 

Estimated 

Forecast 

Actual 

1978-79 

1977-78 

1977-78 

1976-77 

1978-79 

1977-78 

1976-77 

($000) 

($000) 

(%) 

($000) 

250 

230 

9 

247 

10 

10 

10 

342 

306 

12 

248 

15 

15 

15 

675 

578 

17 

625 

31 

31 

39 

238 

214 

II 

189 

11 

11 

11 

249 

222 

12 

225 

10 

10 

11 

266 

230 

16 

223 

12 

12 

II 

205 

191 

7 
13 

177 

9 

9 

8 

2,225 

1,971 

1,934 

98 

98 

105 

Explanation  of  Major  Changes: 

The  change  of  $254,000  is  due  to  the  salary  increases  for  1978-79  (6%)  and  to  the  operating  costs  (7%). 
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AGRICULTURE 
B  —  Canadian  Dairy  Commission 


Narrative 


Objective 


To  provide  efficient  producers  of  milk  and  cream  with  the  opportunity  of  obtaining  a  fair  return  for 
their  labour  and  investment  and  to  provide  consumers  of  dairy  products  with  a  continuous  and 
adequate  supply  of  dairy  products  of  high  quality. 

Sub-Objectives 

—  To  stabilize  dairy  farm  income; 

—  To  achieve  a  balance  between  demand  and  supply  of  dairy  products; 

—  To  encourage  the  productivity  and  efficiency  of  the  dairy  industry  and  the  market  for  dairy 
products;  and 

—  To  improve  the  quality  of  milk  and  dairy  products. 

Activities 

Administration  —  Co-ordination  of  the  development  of  dairy  policy;  administration  of  activities 
of  the  Commission;  and  administration  of  Market  Sharing  Quotas  through  provincial  marketing 
agencies. 

Marketing  —  Offer-to-purchase  Canadian  first  grade  butter,  skim  milk  powder  and  cheddar 
cheese  at  support  prices  for  sale  in  the  Canadian  and  export  markets.  Collection  of  levies  from 
producers  to  be  applied  to  export  losses. 

Dairy  Farm  Income  Maintenance  —  To  stabilize  dairy  farm  income  and  modernize  the  dairy  sector 
through  subsidy  payments  on  milk  and  cream  delivered  within  Market  Sharing  Quotas  and 
through  the  payment  of  carrying  charges  and  contributions  towards  export  losses. 

Product  and  Market  Research  and  Product  Promotion  —  To  develop  new  dairy  products  and 
promote  the  use  of  dairy  products  in  Canada  and  abroad. 
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AGRICULTURE 

B  —  Canadian  Dairy  Commission 

Funding  of  the  Commission 

The  Commission  obtains  the  funds  it  needs  to  finance  its  activities  from  four  sources. 

1 .  Parliamentary  appropriation  for  the  Canadian  Dairy  Commission  to  cover  the  expenses  of  the 
Administration  and  Product  and  Market  Research  and  Product  Promotion  activities.  (Vote  50) 

2.  Parliamentary  appropriation  for  payments  to  the  Agricultural  Stabilization  Board  which  in 
turn  funds  the  Commission  for  amounts  paid  as  subsidies  to  producers  of  milk  and  cream,  for 
the  carrying  charges  associated  with  the  Marketing  activities,  and  for  the  contribution  towards 
export  losses  (this  appropriation  is  included  in  Agriculture  Vote  20  —  Food  Production  and 
Marketing  Program. 

3.  Loans  from  Canada  to  support  the  inventory  of  skim  milk  powder,  butter  and  cheddar  cheese 
held  by  the  Commission. 

4.  Levies  paid  by  the  producers  to  cover  losses  incurred  on  the  sale  of  surplus  skim  milk  powder 
by  the  Commission. 

Highlights 

1.  The  sharp  deterioration  in  world  markets  for  skim  milk  powder  which  began  early  in  1975 
continued  in  1976-77  and  is  expected  to  last  throughout  1977-78  and  1978-79.  International 
competition  has  intensified  and  continues  to  exert  downward  pressure  on  world  prices  for  skim 
milk  powder.  Canada  effectively  reversed  an  upward  trend  in  milk  production  during  1976-77, 
but  other  major  producing  countries  have  not  been  so  successful  and  the  consequences  of  this 
production  cycle  in  world  milk  production  will  continue  to  affect  the  Commission's  operation 
during  1977-78  and  into  1978-79. 

2.  Major  new  initiatives  will  be  taken  by  the  Commission  to  reduce  the  losses  presently  incurred  on 
exports  of  skim  milk  powder.  Intensified  efforts  will  be  directed  to  improve  the  export  returns, 
now  that  the  marketing  strategy  of  the  Commission  has  led  to  a  significant  increase  in  the 
volume  of  export  sales.  The  other  area  for  development  is  the  potential  of  the  Canadian  market 
to  absorb  additional  volume  of  skim  milk  powder.  This  will  be  accomplished  through  the 
Product  and  Market  Research  and  Product  Promotion  activity. 
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B  —  Canadian  Dairy  Commission 


Indicators  of  Activities 


Dairy  Farm  Income  Maintenance  Activity 

Canadian  requirement  for  industrial  milk  and  cream 
National  market  sharing  quota 
Subsidy  for  in-quota  production 
Target  return  for  industrial  milk 

Marketing  Activity 

ln-quota  levy  paid  by  producer 

Over-quota  levy  paid  by  producer 

Loans  by  Canada  to  support  inventory  held 

Support  price: 

Skim  milk  powder 

Butter 
Inventory  —  March  31: 

Skim  milk  powder 

Butter 


1978-79 
Estimates 


1977-78 
Forecast 


1976-77 
Actual 


98  M  cwt. 
03.7  M  cwt. 
$  2.66/cwt. 
$l2.42/cwt. 

100  M  cwt. 
105.6  M  cwt. 

$  2.66/cwt. 
$11. 86/ cwt. 

95  M  cwt. 

99  M  cwt. 
$  2.66/cwt. 
$11.45/cwt. 

$   1.00/ cwt. 

$  7.50/cwt. 

up  to 

$   147  M 

$   1.20/cwt. 

$  7.00/cwt. 

up  to 

$  300  M 

$   1.35/cwt. 

$  8.60/cwt. 

up  to 

$  284  M 

$     .74/ lb. 
$  1.27/ lb 

$     .72/ lb 
$   1.18/lb. 

$     .68/ lb. 
$1.08/ lb. 

56  M  lbs. 
19  M  lbs. 

38  M  lbs. 
33  M  lbs. 

194  M  lbs. 
1 1  M  lbs. 
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i  Vote  50  —  Canadian  Dairy  Commision  —  Program 
Expenditures 


Summary  by  Vote 
(thousands  of  dollars) 
Estimates 

Expenditures 

To  be 
voted 

1978-79 

Voted 

1977-78 

Change 

$ 

1,251 

Estimated 
1978-79 

Forecast 
1977-78 

Actual 
1976-77 

$ 
2,951 

$ 
1,700 

$ 
2,951 

$ 
5,918 

$ 
1,849 

Total  Cost  of  Program 
(thousands  of  dollars) 


Amount  to  be  voted  (Vote  50) 

Services  provided  without  charge  by  other  departments 


Cost  of  program  provided  by  Agricultural  Stabilization  Board  (Vote  20) 

jCost  of  program  financed  by  the  Commission's  equity 

ICost  of  program  to  be  funded  from  future  years'  appropriations 


Total  Cost  of  Program 


Expendi 

tures 

Estimated 

1978-79 

Forecast 

1977-78 

Change 

Actual 

1976-77 

$ 

$ 

$ 

$ 

2,951 
100 

5,918 
87 

6,005 

(2,967) 
13 

(2,954) 

1,849 
82 

3,051 

1,931 

278,000 

301,000 

(23,000) 

233,118 

13,026 

195,200 

281,051 

307,005 

(25,954) 

443,275 
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Summary  by  Activity  and  Object  of  Expenditure 


(thousands  of  dollars) 

Expend) 

tures 

Estimated 
1978-79 

Forecast 
1977-78 

Change 

% 

Actual 

1976-77 

$ 

$ 

$ 

261,000 

266,000 
15,000 

(2) 
(100) 

258,832 

9,000 
8,000 

1 1 ,000 
9,000 

(18) 
(11) 

20,801 
15,029 

278,000 

301,000 

(8) 

294,662 

1,346 
705 

1,054 
951 

28 
(26) 

898 
533 

2,051 

2,005 

2 

1,431 

1,000 

4,000 

(75) 

500 

281,051 

307,005 

(8) 

296,593 

— 

— 

(8) 

146,682 
443,275 

281,051 

307,005 

Activity 


Dairy  Farm  Income  Maintenance 
Subsidy  payments 
Contribution  towards  export  losses 
Carrying  costs  — 

Interest 

Storage,  freight  and  other  costs 


Marketing 

Administration: 
Personnel 
Other 


Product  and  Market  Research  and  Product  Promotion: 
Consulting  services 

Total  Cost  of  Program  before  extraordinary  item 

Extraordinary  item:  Provision  for  losses  on  exports  of 
current  and  prior  years 

Total  Cost  of  Program 


Explanations  of  Major  Changes: 

1 .  There  is  a  reduction  in  subsidy  payments  in  the  Dairy  Farm  Income  Maintenance  activity  due  to 
the  reduction  of  2%  in  the  Canadian  requirements  for  industrial  milk. 

2.  The  1977-78  forecast  expenditures  includes  a  government  contribution  towards  export  losses  of 
$15  million,  announced  as  part  of  the  year's  Dairy  Program. 

3.  Carrying  costs  are  expected  to  decline  by  $3,000,000  (15%)  principally  as  a  result  of  lower 
anticipated  production  of  industrial  milk. 

4.  Administration  costs  are  expected  to  increase  principally  as  a  result  of  increased  staff  (9  man- 
years)  and  normal  salary  adjustments. 

5.  Product  research  is  expected  to  cost  $1,000,000  in  both  1977-78  and  1978-79.  The  market 
research  and  product  promotion  is  approved  on  an  annual  basis.  The  forecast  expenditure  for 
1977-78  is  $3,000,000.  No  funds  have  been  allocated  for  1978-79. 
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Manpower 


Man-Years  authorized 

Planned  continuing  employees  as  at  March  31 


Estimated 
1978-79 

Forecast 

1977-78 

50 

% 
Change 

18 

Actual 
1976-77 

59 

53 

59 

50 

18 

50 

Increase  in  personnel  is  to  meet  increased  levels  of  activity  in  the  program. 
(4  administrative  support,  4  administrative  services  and  1  technical) 
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Narrative 

The  Farm  Credit  Corporation  is  a  Crown  Agency  established  by  the  Farm  Credit  Act  of  1959  as 
successor  to  the  Canadian  Farm  Loan  Board.  Under  the  Farm  Credit  Act,  it  makes  long-term  mortgage 
loans  to  assist  Canadian  farmers  in  organizing  viable  farm  businesses.  It  is  also  responsible  for 
administering  the  Farm  Syndicates  Credit  Act,  whereby  loans  are  made  to  groups  or  syndicates  of  three 
or  more  farmers  for  the  joint  purchase  of  machinery,  buildings  and  installed  equipment.  The 
Corporation  also  acts  as  an  agent  of  the  Canada  Department  of  Agriculture  in  administering  the  Land 
Transfer  Plan  of  the  Small  Farm  Development  Program. 

The  head  office  of  the  Corporation  is  at  Ottawa  and  there  are  branch  offices  located  at  Kelowna,  B.C.; 
Edmonton,  Alta.;  Regina,  Sask.;  Winnipeg,  Man.;  Guelph,  Ont.;  Ste.  Foy,  Que.;  and  Moncton,  N.B. 
The  Moncton  office  serves  the  four  Atlantic  Provinces. 

The  function  of  the  head  office  is  to  determine  and  enunciate  general  policy,  to  ensure  uniform 
interpretation  and  application  of  the  legislation  and  to  exercise  administrative  and  financial  control. 

The  Corporation's  lending  operation  is  decentralized  to  the  extent  that  branch  managers  have  authority 
to  approve  or  refuse  loans.  Other  functions  performed  at  the  branch  level  include  the  disbursement  of 
loan  funds,  the  general  administration  of  loan  accounts  relating  to  the  maintenance  of  mortgaged 
security  and  repayments  by  borrowers,  the  servicing  of  supervised  accounts,  the  recruitment  and 
training  of  branch  staff  and  the  establishment  of  appropriate  liaison  with  other  provincial  and  federal 
agricultural  agencies  and  institutions. 

The  Corporation  has  226  resident  credit  advisers  located  in  all  the  major  agricultural  areas  in  Canada. 
They  advise  applicants  on  the  best  use  of  available  resources  in  the  organization  and  on  the  development 
and  operation  of  their  farm  enterprises  as  economic  family  farm  units.  They  accept  loan  applications, 
carry  out  the  Corporation's  appraisal  work  and  perform  post-loan  supervision  services  as  required. 

Operations  have  produced  losses  due  to  the  lack  of  interest  margin  on  loans  made  to  borrowers  prior  to 
November  1968.  During  that  period,  the  rate  charged  to  borrowers  was  5%  whereas  the  cost  of  money  to 
the  Corporation  was  as  high  as  6.875%.  Operating  profits  are  imminent  as  the  interest  margin  realized  by 
the  Corporation  improves. 
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Summary  by  Vote 
Estimates 

i 

Expenditures 

To  be 
voted 
1978-79 

Voted 

1977-78 

Change 

Estimated 
1978-79 

Forecast 

1977-78 

Actual 
1976-77 

Budgetary 

Vote  65  —  Farm  Credit  Corporation  —  Estimated 
amount  required  for  the  operating  loss  of  the  Farm 
Credit  Corporation  for  the  fiscal  year  ending  March  3 1 , 
1979 


Non-Budgetary 

Statutory  —  Loans  for  lending  to  farmers,  for  purchasing 
farms,  and  subscription  to  capital  under  the  Farm 
Credit  Act  (R.S.  c.  F-2) 

Statutory  —  Loans  for  lending  to  farm  syndicates  under 
the  Farm  Syndicates  Credit  Act  (R.S.  c.  F-4) 


500,000 


6,800,000        (6,300,000) 


500,000 


6,800,000        (6,300,000) 


500,000 


500,000 


900,000 


900,000 


959,000 
959,000 


266,200,000      298,600,000     267,351,000 
300,000  (700,000)  (870,000) 


266,500,000      297,900,000     266,481,000 


Total  Program 


267,000,000      298,800,000     267,440,000 


672 


illustrative  estimates 


ESTIMATES,  1978-79 


AGRICULTURE 


D  —  Farm  Credit  Corporation 


Loans  to  farmers  under  the  Farm  Credit  Act  bear  an  interest  rate  from  the  date  of  approval  equal  to  the 
base  rate  plus  one  per  cent.  The  base  rate  is  determined  using  the  average  yield  on  Government  of 
Canada  bonds  payable  in  Canadian  currency  and  due  to  mature  in  five  to  ten  years.  However,  if  a  new 
loan  under  the  Farm  Credit  Act  is  made,  a  portion  of  which  is  to  be  used  to  repay  an  existing  Farm 
Credit  Act  loan,  the  current  lending  rate  and  the  rate  on  the  existing  loan  are  blended  and  a  composite 
rate  is  charged.  The  lending  rate  is  established  for  six-month  periods  commencing  April  1st  and  October 
1st  each  year  and  applied  to  all  loans  approved  in  the  related  six-month  period. 

Interest  rates  on  borrowings  from  Canada  by  the  Corporation  are  established  for  six-month  periods 
commencing  April  1st  and  October  1st  each  year  in  accordance  with  the  termsand  conditions  approved 
by  the  Governor  in  Council. 

New  loans  are  historically  for  the  purposes  of  acquiring  additional  land  (38.7%  in  1976-77),  new  units 
(32.8%),  or  permanent  improvements  (15.0%). 

Loans  to  persons  under  35  account  for  in  excess  of  73%  of  the  number  of  loans  made  under  the  Farm 
Credit  Act  in  1976-77. 

Performance  Indicators: 


Interest  margin 

Administration  as  a  per  cent  of  average  loans  outstanding 

Loss  on  loans  as  a  per  cent  of  average  loans  outstanding 

Loans  in  good  standing 

Total  loan  portfolio  (in  millions  of  dollars) 


1978-79 

1977-78 

1976-77 

Estimates 

Forecast 

Actual 

.608% 

.586% 

.586% 

.745% 

.761% 

.785% 

.023% 

.017% 

.003% 

91.0% 

91.4% 

91.8% 

$2,880 

$2,590 

$2,238 
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Appendix  D ! 


Interest  income  on  loans  to  farmers 
Less:  Interest  expense 

Other  income 


Expense 

Salaries  and  employee  benefits 

Travel 

Office  accommodation 

Provision  for  doubtful  accounts 

Other 


Less:  Allocated  to  Farm  Syndicates  Credit  Act  and  Small  Farm 
Development  Program  operations 


Operating  loss 
Provided  by  Vote 


Net  loss 


Expend) 

tures 

Estimated 
1978-79 

Forecast 

1977-78 

$ 

Change 
from 

1977-78 

% 

Actual 

1976-77 

$ 

$ 

204,100 
188,200 

178,000 
164,300 

14.7 
14.5 

151,783 
139,717 

15,900 
1,900 

13,700 
2,100 

16.1 
(9.5) 

12,066 
1,640 

17,800 

15,800 

12.7 

13,706 

14,700 

1,500 

1,200 

900 

1,300 

13,500 

1,400 

1,100 

700 

1,200 

8.9 
7.1 
9.1 
28.6 
8.3 

12,452 

1,248 

1,078 

512 

1,013 

19,600 

17,900 

9.5 

16,303 

400 

500 

(20.0) 

733 

19,200 

17,400 

10.3 

15,570 

(1,400) 
500 

(1,600) 
900 

(700) 

(12.5) 
(44.4) 

28.6 

(1,864) 
959 

(900) 

(905) 
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Loans  disbursed: 
To  farmers 
To  farm  syndicates 
For  Small  Farm  Development 

Refinancing  existing  loans 
New  loans 

Funds  for  new  loans: 

Non-budgetary  —  Statutory 

Repayment  of  principal  on  outstanding  loans 


Estimates 
1978-79 

Forecast 

1977-78 

Change 
from 

1977-78 

% 

Actual 
1976-77 

$ 

$ 

$ 

480,000 

2,900 

300 

521,000 

2,600 

300 

(7.9) 
11.5 

443,079 

1,821 

795 

483,200 
(125,300) 

523,900 
(136,600) 

(7.8) 
(8.3) 

445,695 
(92,231) 

357,900 

387,300 

(7.6) 

(10.5) 

2.2 

353,464 

266,500 
91,400 

297,900 
89,400 

266,481 
86,983 

357,900 

387,300 

(7.6) 

353,464 
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Organization  Chart 

HEAD  OFFICE 

BRANCH 

OFFICES 

BRITISH 
COLUMBIA 

ALBERTA 

SASKATCHEWAN 

MANITOBA 

ONTARIO 

QUEBEC 

ATLANTIC 

32  DISTRICT  OFFICES 

108  FIELD  OFFICES 
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Analysis  of  Long-term  Receivables 
As  at  March  31,  1977 

A  summary  of  the  long-term  receivables  in  the  aggregate,  by  annual  interest  rate  and  fiscal 
year  of  maturity,  is  as  follows: 


Maturities  by  fiscal  year 
(thousands  of  dollars) 


Annual  interest  rate  ' 


5-5  7/8 
6-6  7/8 
7-7  7/8 
8-8  7/8 
9-9  7/8 
10 


Total 


1978 


1979 


1980 


1981 


1982 


1983 

through 

2007 


$ 

$ 

$ 

$ 

$ 

$ 

$ 

371,295 

30,980 

18,991 

19,503 

20,015 

20,417 

261,389 

362,161 

24,072 

11,265 

11,551 

11,928 

12,392 

290,953 

542,332 

31,016 

12,668 

13,533 

14,423 

15,315 

455,377 

698,463 

41,023 

13,895 

14,791 

15,492 

16,149 

597,113 

270,821 

12,673 

3,870 

4,206 

4,570 

4,944 

240,558 

43,085 

1,048 

650 
61,339 

693 

64,277 

692 

724 
69,941 

39,278 

2,288,157 

140,812 

67,120 

1,884,668 

At  March  31,  1977,  accrued  interest  of  $87,033,000  ($72,372,000  -  1976)  and  arrears  of  $15,541, 000 
($10,366,000-1976)  are  included  and  are  shown  as  maturing  in  the  year  ending  March  31,  1978. 

Prepayments  of  principal  from  borrowers  of  $33.7  million  ($36.1  million- 1976)  were  received 
during  the  year  and  applied  as  a  reduction  of  principal.  As  a  result,  this  amount  has  reduced 
the  principal  which  would  have  normally  become  due  in  future  years. 
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Analysis  of  Canada  Loans 
As  at  March  31,  1977 

A  summary  of  the  Canada  loans  in  the  aggregate,  by  annual  interest  rate  and  fiscal  year 
of  maturity,  is  as  follows: 


Maturities  by  fiscal  year 
(thousands  of  dollars) 


Annual  interest  rate 


3-4  7/8 
5-5  7/8 
6-6  7/8 
7-7  7/8 
8-8  7/8 
9 


Total 


1978 


1979 


1980 


1981 


1982 


1983 

through 

1998 


$ 

$ 

$ 

$ 

$ 

$ 

$ 

18,147 

2,698 

2,260 

2,353 

2,451 

2,552 

5,833 

303,188 

35,387 

28,709 

29,767 

3 1 ,063 

32,761 

145,501 

654,680 

46,857 

38,094 

40,544 

43,152 

45,929 

440,104 

551,699 

28,471 

19,969 

21,367 

22,550 

23,426 

435,916 

530,613 

29,019 

12,293 

13,304 

14,401 

15,592 

446,004 

145,550 

4,428 

3,196 

3,456 

3,555 

3,680 

127,235 

2,203,877 

146,860 

104,521 

110,791 

117,172 

123,940 

1,600,593 

The  amounts  outstanding  as  of  March  31,  1977,  include  accrued  interest  totalling  $51,694,000 
($43,111,000  -  1976)  and  are  shown  as  maturing  in  the  year  ending  March  31,  1978. 
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Analysis  of  Corporate  Activities 


Estimates 

Forecast 

Actual 

1978-79 

1977-78 

Change 

1976-77 

FARM  CREDIT  ACT 

Number  of  loans  approved 

5,900 

7,100 

(1,200) 

4,465 

Amount  of  loans  approved 

$ 

480,000,000 

$  550,000,000 

$ 

(70,000,000) 

$ 

301,433,000 

Average  amount  approved 

$ 

81,400 

$           77,500 

$ 

3,900 

$ 

67,510 

Amount  of  loans  disbursed 

$ 

480,000,000 

$  521,000,000 

$ 

(41,000,000) 

$ 

443,078,600 

Number  of  loans  outstanding 

72,800 

72,100 

700 

71,419 

Principal  outstanding 

$ 

2,747,000,000 

$2,478,000,000 

$  269,000,000 

$ 

2,187,436,300 

Loans  in  good  standing 

91.0% 

91.5% 

(.5%) 

91.9% 

Interest  margin 

.609% 

.587% 

.022% 

.587% 

Administration  cost  as  a  per  c< 

:nt  of  the  average 

principal  outstanding 

.735% 

.746% 

(.011%) 

.758% 

FARM  SYNDICATES  CREDIT  ACT 

Number  of  loans  approved 
Amount  of  loans  approved 
Average  amount  approved 
Amount  of  loans  disbursed 
Number  of  loans  outstanding 
Principal  outstanding 
Loans  in  good  standing 
Interest  margin 

Administration  cost  as  a  per  cent  of  the  average 
principal  outstanding 


130 

100 

30 

67 

3,000,000 

$ 

2,100,000 

$ 

900,000 

$ 

1,336,000 

23,200 

$ 

21,100 

$ 

2,100 

$ 

19,940 

2,900,000 

$ 

2,600,000 

$ 

300,000 

$ 

1,821,500 

870 

890 

(20) 

952 

10,700,000 

$ 

10,400,000 

$ 

300,000 

$ 

11,377,000 

92.0% 

91.0% 

1.0% 

90.2% 

.350% 

.380% 

(.030%) 

.476% 

.560% 


.580% 


(.020%) 


.614% 


SMALL  FARM  DEVELOPMENT 


Number  of  loans  approved 
Amount  of  loans  approved 
Average  amount  approved 
Amount  of  loans  disbursed 
Number  of  loans  outstanding 
Principal  outstanding 
Loans  in  good  standing 
Interest  margin 

Administration  cost  as  a  per  cent  of  the  average 
principal  outstanding 


15 

15 

— 

32 

300,000 

$ 

300,000 

— 

$ 

568,600 

20,000 

$ 

20,000 

— 

$ 

17,770 

300,000 

$ 

300,000 

— 

$ 

795,200 

560 

580 

(20) 

606 

9,200,000 

$ 

9,700,000 

$        (500,000) 

$ 

10,016,000 

87.5% 

88.0% 

(.5%) 

88.4% 

.610% 

.650% 

(.040%) 

.756% 

3.50% 


4.80% 


(1.30%) 


6.81% 
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REPORT  OF  THE  STANDING  COMMITTEE  ON  PUBLIC  ACCOUNTS 
TO  THE  HOUSE  OF  COMMONS,  FEBRUARY  27,  1978 


REPORT  TO  THE  HOUSE 

Monday,  February  27,  1978 

The  Standing  Committee  on  Public  accounts  has  the 
homour  to  present  its 

FIRST  REPORT 

(The  Atomic  Energy  of  Canada  Limited  Report) 

1.  In  accordance  with  the  Standing  Committee's  permanent 
reference  contained  in  the  House  of  Commons'  Standing 
Orders,  your  Committee  has  considered  the  Report  of  the 
Auditor  General  of  Canada  to  the  House  of  Commons  for  the 
fiscal  year  ended  March  31,  1976,  and  in  particular,  the 
following  items  concerning  Atomic  Energy  of  Canada  Limited 
(AECL): 

Audit  Operations 

Paragraph  18.1— Atomic  Energy  of  Canada  Limited— Pay- 
ments to  agents  inadequately  documented. 


Financial  Management  and  Control  Study 


Appendix  D— Atomic  Energy  of  Canada  Limited 

sctior 

i                                           Contents 

Paragraph 
Number 

1 

SUMMARY  OF  CONCLUSIONS 

5-6 

II 

SUMMARY  OF  RECOMMENDATIONS 

7-8 

III 

ANALYSIS  OF  TESTIMONY 

9 

Background 

10-16 

Payment  to  Agents — Argentina 

17-25 

Payment  to  Agents — Korea 

26-46 

Financial  Management  and  Control 

47-50 

IV 

CONCLUSIONS  AND  RECOMMENDATIONS 

51-54 

Objectives  of  AECL 

55-57 

The  Decision-Making  Process 

58-63 

Business  Ethics 

64-69 

Renegotiation  of  the  Eiscnberg  Contract 

70-72 

Post-Contract  ServicesAgreement 

73-76 

Approval  of  Payments 

77-79 

Financial  Control  Practices 

80-82 

2.  The  Honourable  Alastair  Gillespie.  Minister  of  Energy, 
Mines  and  Resources,  appeared  before  the  Committee  on 
December  9,  14  and  21,  1976,  and  the  Honourable  Donald 
MacDonald,  then  Minister  of  Finance,  appeared  on  February 
3,  1977.  Their  co-operation  in  appearing  is  acknowledged 
along  with  that  of  the  following  witnesses  whose  titles  are 
shown  as  of  the  date  of  their  first  appearance: 

Mr.  J.  Lome  Gray,  former  President,  Atomic  Energy  of 
Canada  Limited. 


From  Atomic  Energy  of  Canada  Limited: 

Mr.  R.  Campbell,  Chairman,  Board  of  Directors; 
Mr.  J.  S.  Foster,  President; 

Mr.  H.  W.  Macdonell,  Director,  and  Chairman  of  the 
Board  of  Directors'  Steering  Committee  on  Manage- 
ment Reorganization; 

Mr.  J.  Hardwick,  Vice-President,  Finance; 

Mr.  A.  H.  M.  Laidlaw,  Secretary; 

Mr.  E.  Deslauriers,  Treasurer. 

From  the  Treasury  Board: 

Mr.  S.  Mensforth,  Deputy  Secretary,  Financial 
Administration  Branch. 

From  the  Law  Branch,  House  of  Commons: 

Mr.  J.  P.  J.  Maingot,  Parliamentary  Counsel  and  Law 
Clerk. 

From  the  Auditor  General's  Office: 

Mr.  J.  J.  Macdonell,  Auditor  General  of  Canada; 

Mr.  R.  Chatelain,  Deputy  Auditor  General; 

Mr.  W.  A.  Bradshaw,  Assistant  Auditor  General; 

Mr.  D.  L.  Meyers,  Director  General,  Financial  Man- 
agement and  Control  Study; 

Mr.  P.  G.  Boomgaardt,  Former  Director  General,  Cor- 
porate Audits; 

Mr.  J.  P.  Boisclair,  Former  Deputy  Director  General, 
Financial  Management  and  Control  Study. 

3.  Your  Committee  desires  to  express  its  appreciation  to  the 
several  news  media  organizations  and  individuals  who  under- 
took extensive  investigation  assignments,  especially  in  foreign 
countries.  Their  work  assisted  your  Committee  in  calling 
witnesses  for  further  cross-examination  and  in  securing  addi- 
tional evidence  from  witnesses  who  were  reluctant  to  be  frank 
with  your  Committee. 

4.  Your  Committee  sought  to  determine: 

(a)  whether  the  payments  of  agents'  fees  to  obtain  sales  of 
nuclear  power  stations  were  for  illegal  or  corrupt 
purposes; 

(b)  whether  AECL  demonstrated  good  judgement  in  its 
arrangements  with  agents  engaged  to  obtain  foreign  sales 
orders; 

(c)  whether  the  board  of  Directors  and  management  acted 
responsibly  in  directing  and  controlling  the  affairs  of 
AECL;  and 

(d)  whether  the  Government  fulfilled  its  ultimate  respon- 
sibility in  giving  proper  attention  to  reviewing  the  objec- 
tives and  administration  of  AECL. 
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I— SUMMARY  OF  CONCLUSIONS 

5.  Your  Committee  concludes  that: 

(a)  some  witnesses  from  AECL  management  were  reluc- 
tant and  unco-operative  in  testifying,  and  in  the  case  of 
the  chief  witness,  Mr.  J.  Lome  Gray,  evasive  as  well; 

(b)  Mr.  Gray,  then  President  of  AECL,  on  his  own 
initiative,  committed  the  Crown  corporation,  and  there- 
fore the  Government  and  people  of  Canada,  to  immense 
expenditures,  of  public  funds  for  agents'  fees.  Further- 
more, Mr.  Gray  did  not  know  what  services  were  being 
performed  by  the  agents  nor  who  ultimately  received  the 
payments.  In  the  case  of  the  Argentine  sale,  he  stated  that 
he  did  not  even  want  to  know  the  agent's  identity; 

(c)  your  Committee  was  unable  to  obtain  satisfactory 
answers  to  some  basic  questions.  The  successful  conceal- 
ment, by  complex  and  sophisticated  payment  and  banking 
procedures  in  foreign  countries,  of  the  identities  of  the 
ultimate  recipients  of  the  funds  and  the  nature  of  services 
rendered,  leads  your  Committee  to  suspect  that  some  of 
the  payments  were  indeed  used  for  illegal  or  corrupt 
purposes;  and 

(d)  Mr.  Ross  Campbell  was  brought  from  the  diplomatic 
service  and  appointed  Chairman  of  the  board  of  AECL 
with  the  responsibility  of  renegotiating  the  sales  contracts. 
He  not  only  failed  to  put  the  agency  agreement  on  a 
better  footing,  but  also  appointed  Eisenberg  as  exclusive 
agent  for  the  sale  of  a  second  unit  to  South  Korea  without 
specifying  the  charges  to  be  made  for  these  services. 

6.  Your  Committee  further  concludes  that: 

(a)  the  evolution  of  AECL  from  a  research  organization 
to  a  substantial  commercial  enterprise  has  not  been  sub- 
jected to  appropriate  scrutiny  by  the  Government  and 
Parliament; 

(b)  the  decision-making  process  vested  too  much  power  in 
the  former  President,  Mr.  J.  Lome  Gray,  and  did  not 
provide  adequate  safeguards  to  protect  the  public  interest 
and  its  investment  in  AECL; 

(c)  AECL  management  did  not  follow  acceptable  business 
practices  in  the  manner  in  which  it  made  arrangements 
for  the  use  of  agents,  nor  did  it  have  due  regard  for  the 
high  standard  of  business  ethics  which  Crown  corpora- 
tions should  observe; 

(d)  the  payment  of  large  unaccountable  fees  by  the 
AECL  management  is  totally  unacceptable; 

(e)  the  Board  of  Directors  of  AECL,  in  the  Korean  sale, 
failed  to  take  into  account  the  financial  and  other 
implications  of  the  post-contract  services  agreement  with 
the  agent,  Mr.  Eisenberg,  and  as  a  result,  did  not  fully 
protect  the  interests  of  AECL; 

(/)  the  senior  management  of  AECL,  including  the  Secre- 
tary, the  Treasurer,  and  the  Internal  Auditor,  did  not 
properly  discharge  their  responsibilities  as  officers.  In 
particular,  the  limits  of  authority  were  not  respected;  the 
reporting  to  the  Board  of  Directors  was  inadequate;  and 


the  contracts  submitted  for  examination  were  not  properly 
scrutinized.  Proper  Minutes  were  not  kept.  In  the  approv 
al  of  agents'  fees,  an  unwarranted  interest  payment  of 
$132,289  was  made  to  the  agent,  Mr.  Eisenberg; 

(g)  the  Board  and  management  of  AECL  did  not  take  the 
necessary  action  to  prepare  the  Crown  corporation  for  its 
enormous  commercial  undertakings  both  at  home  and 
abroad  by  developing  a  required  expertise  in  marketing, 
project  control  and  finance;  and 

(A)  AECL  was  permitted  to  move  into  highly  competitive 
and  financially  risky  activities  without  proper  evaluation 
of  its  objectives,  the  adequacy  of  its  financial  systems,  and 
the  ability  of  its  management  to  cope  with  the  new 
demands  involved. 


II— SUMMARY  OF  RECOMMENDATIONS 

7.  Your  Committee's  recommendations,  as  detailed  in  Sec 
tion  IV,  call  for  action  by  all  who  direct  or  control  Crown 
corporations: 

(a)  Parliament  should  ensure  that  definitions  of  corporate 
objectives  contained  in  legislation  make  parliamentary 
review  mandatory  before  a  Crown  corporation  may  sig- 
nificantly alter  the  nature  of  its  activities. 

(b)  The  Government  should  ensure  that: 

(i)  responsibilities  and  duties  of  Crown  corporation 
boards  of  directors  be  clearly  enunciated; 

(ii)  senior  management  be  qualified  for  the  tasks 
assigned; 

(iii)  its  approval  be  required  for  contracts  that  may 
expose  Canada  to  significant  financial  risks; 

(iv)  a  code  of  business  ethics  be  established  including 
guidance  on  such  matters  as  the  use  of  agents;  and 

(v)  a  central  government  agency  be  designated  to  moni- 
tor financial  practices. 

(c)  The  Boards  of  Directors  of  Crown  corporations  should 
ensure  that: 

(i)  the  job  requirements  for  senior  management  be 
better  defined; 

(ii)  limits  be  established  on  the  authority  delegated  to 
corporate  officers; 

(iii)  standards  be  established  defining  the  quality  and 
nature  of  information  management  submits  to  them; 

(iv)  the  duties  of  senior  financial  officers  and  others 
involved  in  the  contractual  or  payment  processes  be 
clearly  defined; 

(v)  decisions  be  based  on  adequate  information  and  be 
properly  recorded  in  the  Minutes  of  Board  meetings; 
and 
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(vi)  contracting  procedures  and  codes  of  business  ethics 
be  specified  in  greater  detail  than  in  the  guidelines 
issued  by  the  Government  on  December  16,  1976. 

8.  Implementation  of  these  recommendations  would  reduce 
the  likelihood  that  AECL  or  any  other  Crown  corporation 
might  lose  financial  control  or  become  involved  in  practices 
that  the  people  of  Canada  would  not  condone.  In  addition, 
AECL  should: 

(a)  ascertain  whether  amounts  paid  to  the  agent  for  the 
South  Korean  sale  were  commensurate  with  services  ren- 
dered and  whether  an  agent  should  be  retained  for  future 
sales; 

(b)  establish  standards  of  acceptable  evidence  of  services 
and  expenses  to  support  payments; 

(c)  monitor  services  rendered  by  the  agent; 

(d)  eliminate  any  contractual  uncertainties; 

(e )  suspend  further  payments  until  all  of  these  matters  are 
remedied;  and 

(/)  refrain  from  making  further  major  financial  commit- 
ments until  satisfactory  financial  practices  have  been 
implemented. 

Ill— ANALYSIS  OF  TESTIMONY 

9.  Your  Committee  devoted  17  meetings  to  matters  concern- 
ing Atomic  Energy  of  Canada  Limited  (AECL)  raised  by  the 
Auditor  General  of  Canada  in  his  1976  Report  to  the  House  of 
Commons.  These  meetings,  which  started  on  November  30, 
1976,  and  ended  on  November  22,  1977,  considered  matters 

relating  to  payments  AECL  made  to  agents  in  connection  with 
sales  of  nuclear  power  stations  to  Argentina  and  Korea.  In  the 
flight  of  losses  AECL  incurred  on  the  Argentine  contract  and 
the  Auditor  General's  criticisms  of  its  financial  practices,  your 
Committee  reviewed  the  financial  management  and  control  of 
AECL.  Your  Committee  believes  that  enough  emerged  from 
the  hearings  to  obtain  a  general  understanding  of  the  events,  to 
(draw  conclusions,  and  to  form  recommendations. 


Background 

10.  Once  almost  exclusively  a  nuclear  research  agency,  in 
the  last  ten  years  AECL  was  transformed  into  a  multi-faceted 
organization  operating  in  a  commercial  sphere.  Despite  the 
jcomplexity  of  the  transformed  organization  and  the  dramatic 
increase  in  the  financial  risks,  management  systems  were  not 
odified  to  keep  pace  with  the  new  demands  placed  on  them. 


h 


11.  The  development  of  atomic  energy  in  Canada  started 
during  the  Second  World  War  under  the  auspices  of  the 
National  Research  Council.  By  the  early  1950s  the  Govern- 
ment concluded  that  the  magnitude  of  research  activities  and 
ihe  potential  uses  of  nuclear  energy  warranted  the  establish- 
ment of  a  separate  organization.  Accordingly,  AECL  was 
incorporated  in  1952  as  a  Crown  corporation  responsible  for 


nuclear  energy  research  and  its  application  for  peaceful  pur- 
poses, with  emphasis  on  nuclear  power  systems  to  meet 
Canadian  needs,  and  on  improved  applications  of  radioisotopes 
and  radiation. 


12.  From  its  inception,  AECL  earned  an  enviable  reputation 
for  technical  achievement.  It  became  a  leader  in  applying 
nuclear  technology  to  medical  uses,  such  as  developing  equip- 
ment to  use  irradiated  cobalt  for  the  treatment  of  cancer  and 
developing  a  wide  variety  of  radioactive  isotopes  for  diagnostic 
purposes.  Similarly,  it  developed  industrial  equipment  for  ste- 
rilizing medical  instruments  and  supplies;  and  it  marketed  its 
products  to  hospitals  and  manufacturers  all  over  the  world. 


13.  At  the  same  time  AECL  developed  nuclear  energy's 
potential  to  generate  electric  power.  AECL's  technology, 
known  as  CANDU,  an  abbreviation  for  Canadian  Deuterium 
Uranium,  uses  natural  uranium  as  fuel  and  heavy  water 
(deuterium)  as  a  control  medium.  AECL  also  became  a  major 
producer  of  heavy  water. 

14.  AECL  worked  closely  with  electric  utilities  in  Ontario 
and  in  other  provinces,  gaining  acceptance  in  Canada  for  the 
CANDU  technology.  However,  the  Government  and  AECL 
were  concerned  because  the  technology  had  not  won  accept- 
ance in  the  international  market.  AECL  felt  that  it  urgently 
needed  a  foreign  sale  to  demonstrate  international  acceptance 
of  the  technology  and  economics  of  the  system.  Moreover, 
foreign  sales  were  expected  to  develop  a  healthy  high-technolo- 
gy industry  in  Canada. 


15.  Against  this  background,  AECL  attempted  to  sell  its 
CANDU  nuclear  reactor  in  foreign  markets,  starting  as  early 
as  1968.  Mr.  Gray,  AECL  president  from  1958  to  1974, 
outlined  the  early  international  marketing  attempts  to  your 
Committee.  He  noted  that  giant  enterprises  like  Westinghouse, 
competing  against  AECL,  employed  agents  to  assist  them  in 
negotiating  foreign  sales  contracts.  Your  Committee  also 
noted  that  the  previous  Canadian  General  Electric  sale  to 
India,  which  involved  Canadian  foreign  aid  as  well  as  private 
financing,  did  not  employ  or  use  agents. 


16.  Although  CANDU  reactors  had  been  built  abroad 
earlier,  with  AECL  involved  in  a  consulting  capacity,  it  was 
not  until  1972  that  AECL  obtained  its  first  commercial  order 
to  deliver  a  fully  operational  CANDU  electric  power  generat- 
ing station.  This  order  came  from  an  agency  of  the  Govern- 
ment of  Argentina  and  was  formally  signed  on  December  20, 
1973. 

Payments  to  Agents — Argentina 

17.  In  competing  for  the  Argentine  order  for  a  nuclear 
power  station,  AECL  entered  into  a  joint  venture  with  Italim- 
pianti-Societa  Italiana  Impianti  p.a.  (Italimpianti),  an  Italian 
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construction  company,  which  became  responsible  for  the  con- 
ventional part  of  the  nuclear  power  generating  station.  It  was 
agreed  in  1972  by  Mr.  Gray  that  Italimpianti  would  take  the 
commercial  lead  in  selling  the  reactor.  Mr.  Lucien  Sicouri,  the 
Managing  Director  of  Italimpianti,  refused  to  appear  before 
your  Committee  and  evaded  all  attempts  to  answer  questions. 
Mr.  Gray  told  your  Committee  that  Mr.  Sicouri  indicated  that 
a  commercial  agent  would  be  necessary  and  that  AECL  would 
have  to  pay  one-half  of  the  agent's  fees,  with  AECL's  share 
limited  to  $2.5  million  (U.S.).  Based  on  his  inquiries  about 
international  business,  Mr.  Gray  concluded  that  agents  were 
necessary  and  that  the  overall  fee  for  the  Argentine  sale, 
amounting  to  less  than  2  per  cent  of  the  sales  price  was  not 
unusual.  Accordingly,  Mr.  Gray  accepted  Mr.  Sicouri's  judg- 
ment that  a  commercial  agent  was  necessary  and  that  the 
remuneration  was  approp-'ate. 

18.  Mr.  Gray  also  agreed  that  AECL  would  not  be  advised 
of  the  identity  of  the  agent  and  of  the  services  to  be  rendered. 
Mr.  Sicouri's  proposal  for  an  agent  and  Mr.  Gray's  consent 
were  given  orally  only,  and  were  not  referred  to  in  the  Joint 
Venture  Agreement  between  Italimpianti  and  AECL  dated 
August  2,  1974,  and  the  predecessor  Consortium  Agreement 
of  October  10,  1972. 

19.  Mr.  Gray  made  the  decision  to  accept  an  agent.  Neither 
Government  guidelines  nor  Company  regulations  dealt  with 
the  hiring  of  sales  agents.  Mr.  Gray  testified  that  he  had 
discussed  the  matter  with  a  Cabinet  Committee  and  with  the 
Board  of  Directors,  and  that  he  had  received  no  specific 
direction. 

20.  After  AECL  and  Italimpianti  signed  the  agreement  to 
supply  a  nuclear  power  generating  station  to  Argentina,  Mr. 
Sicouri  wrote  to  Mr.  Gray  on  January  28,  1974,  saying  that 
AECL's  share  of  the  payment,  $2.5  million  (U.S.),  should  be 
transferred  to  a  nominee  bank  account  in  Switzerland  in  the 
name  of  the  Intercontinental  General  Trading  Establishment. 
Your  Committee  notes  that  Swiss  banking  laws  make  it  impos- 
sible for  your  Committee  to  determine  the  identity  of  the 
ultimate  recipients  of  AECL's  money.  Mr.  Sicouri  enclosed  a 
draft  letter  to  be  used  as  a  covering  letter  for  the  payment 
requested.  Two  weeks  later,  Mr.  Gray  replied  that  the  AECL 
Board  of  Directors  required  confirmation  that  Italimpianti  had 
made  a  payment  of  the  same  amount  for  the  same  purpose. 
Mr.  Sicouri  wrote  on  March  11,  1974,  that  Italimpianti  had 
paid  $300,000  (U.S.)  and  that  it  would  pay  a  total  of  $2.5 
million  (U.S.).  Although  the  letter  did  not  confirm  that  Italim- 
pianti had  paid  its  share,  Mr.  Gray  wrote  a  letter,  modelled  on 
the  draft  supplied  by  Mr.  Sicouri,  to  Intercontinental  General 
Trading  Establishment,  c/o  Banca  della  Swizzera  Italiana, 
Switzerland,  committing  AECL  to  pay  $2.5  million  (U.S.) 
within  20  days  after  the  Argentine  contract  came  into  force 
and  AECL  received  its  down-payment.  The  letter  said  that  the 
money  was  to  be  handled  in  the  manner  detailed  in  a  letter 
from  Italimpianti  dated  November  3,  1972.  The  contents  of 
Mr.  Sicouri's  letter  of  November  1972  to  the  bank  have  not 
been  disclosed  and  apparently  only  Italimpianti  is  familiar 
with  the  instructions  for  the  disposition  of  the  funds. 

21.  Mr.  Gray  testified  that  he  had  discussed  the  whole 
matter  with  the  Board  of  Directors,  but  the  Minutes  do  not 
mention   the   transaction   nor  do   they  contain   a   resolution 


appointing  an  agent  and  authorizing  payment  of  the  $2.5 
million  (U.S.).  If  Mr.  Gray's  testimony  is  correct,  the  Minutes 
were  not  adequately  recorded  by  the  Corporate  Secretary. 

22.  On  April  19,  1974,  AECL  issued  a  cheque  for  $2,414,- 
500.  the  Canadian  equivalent  of  $2.5  million  (U.S.),  and  funds 
were  sent  by  telegram  from  the  Royal  Bank,  Ottawa,  to  Banca 
della  Swizzera  Italiana,  Lugano,  Switzerland  in  Establish- 
ment. Without  a  written  contract,  without  evidence  that  ser- 
vices had  been  received,  without  an  invoice,  and  without 
verification  that  Italimpianti  had  made  their  complete  pay- 
ment, AECL  nevertheless  issued  a  cheque  for  $2.5  million 
(U.S.)  to  a  company  of  which  it  knew  nothing  but  the  name. 
The  Corporate  Secretary,  Treasurer  and  Internal  Auditor 
apparently  were  all  aware  of  the  transaction,  but  did  not  see  fit 
to  question  the  President  about  the  substance  or  manner  of  this 
payment. 

23.  The  Auditor  General  did  not  report  the  payment  to  the 
House  of  Commons  until  his  report  for  the  year  ended  March 
31,  1976,  because  he  had  not  detected  the  transaction  earlier. 
When  he  raised  the  matter,  AECL  officials  made  their  first 
efforts  to  determine  the  identity  of  the  agent  and  how  the 
funds  were  used.  In  an  effort  to  get  more  information.  Mr. 
Foster,  then  President.  Mr.  Campbell,  the  new  Chairman,  and 
Mr.  Gray,  former  President  of  AECL,  met  with  Mr.  Sicouri  in 
Montreal  on  November  6,  1976. 

24.  Mr.  Sicouri  declined  to  divulge  any  information.  In  a 
letter  dated  December  17,  1976,  responding  to  Mr.  Cambell's 
request  for  as  much  detail  as  possible,  Mr.  Sicouri  found  the 
request  for  information  ".  .  .  rather  unexpected",  noting  that 
"since  1972  the  President  of  AECL  stated  your  desire  to 
ignore  the  identity  and  the  specific  functions  of  the  agent .  . .". 
Mr.  Gray  testified  that  Mr.  Sicouri  had  insisted  on  AECL  not 
knowing  and  that  AECL  had  acquissed. 

25.  Your  Committee  sent  numerous  letters  to  potential 
sources  of  information,  but  obtained  nothing  authoritative 
about  the  identity  of  the  alleged  agent  or  about  the  function 
the  agent  performed. 

Payments  to  Agents — Korea 

26.  The  next  CANDU  reactor  sale  abroad  was  to  South 
Korea.  According  to  Mr.  Gray,  the  sales  efforts  in  this  connec- 
tion essentially  started  in  1968  when  Mr.  Shoul  N.  Eisenberg, 
President  of  United  Development  Incorporated  (UDf)  (In  the 
balance  of  this  report  the  names  UDI  and  Eisenberg  are  used 
interchangeably  to  refer  to  the  agent  employed  for  South 
Korea),  approached  Mr.  Gray  and  said  that  he  thought  that  he 
could  sell  a  nuclear  reactor  to  South  Korea.  Mr.  Gray  agreed 
that  Mr.  Eisenberg  should  go  ahead.  In  late  1972  Mr.  Gray 
wrote  to  Mr.  Eisenberg  saying  he  was  recommending  to  the 
Government  that  Mr.  Eisenberg  be  appointed  AECL's  exclu- 
sive agent  for  the  sale  of  a  nuclear  reactor  to  the  Korean 
Electric  Company. 

27.  Mr.  Gray  testified  before  your  Committee  that, 
although  the  Minutes  of  the  Board  of  Directors  were  silent  on 
the  matter,  he  had  indeed  discussed  the  matter  with  the  Board 
before  the  appointment.  The  Minutes  of  the  Board  meetings 
first  refer  to  Mr.  Eisenberg  on  February  27,  1973.  When  Mr. 
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Gray  informed  the  Board  that  Mr.  Eisenberg  had  been 
appointed  exclusive  agent  for  the  Korean  sale.  No  details 
concerning  fees  were  contained  in  the  Minutes. 

28.  Mr.  Gray  testified  that  in  1973  he  discussed  with  a 
Cabinet  committee  the  matter  of  engaging  agents  to  assist  in 
off-shore  sales  and  took  the  absence  of  dissent  as  approval. 
Although  not  corroborated  by  extracts  of  Minutes  of  the 
AECL  Board  of  Directors'  meetings,  Mr.  Gray  said  that  on 
December  13,  1974,  the  Board  gave  approval  in  principle  to  a 
5  per  cent  agent's  fee. 

29.  No  terms  and  conditions  were  established  when  AECL 
appointed  Mr.  Eisenberg  as  exclusive  agent.  Mr.  Gray  testified 
that  the  amount  of  Mr.  Eisenberg's  fee  would  be  determined 
between  them  before  AECL  entered  into  an  agreement  with 
the  South  Koreans.  Mr.  Gray  also  said  that  he  did  not  assume 
at  the  time  that  AECL  would  be  paying  $20  million.  Other 
witnesses  indicated  that  there  was  no  uniform  fee  for  agents, 
but  that  the  amount  usually  ranged  from  less  than  1  per  cent 
to  more  than  10  per  cent  of  the  sales  price.  Mr.  Gray  alleged 
that,  for  international  sales  of  power-plant  equipment,  a  flat 
fee  ranging  from  4  per  cent  to  9  per  cent  was  customary  and 
that  fees  were  generally  paid  in  a  Lump  sum  out  of  the 
proceeds  of  the  down-payment. 

30.  Your  Committee  noted  that  in  the  Argentine  case  the 
total  fee  approximated  2  per  cent  of  the  sales  price  and  that  in 
the  Korean  sale,  it  amounted  to  approximately  5  per  cent. 
Although  Mr.  Gray  reported  that  AECL's  partem,  Italimpian- 

iti,  had  performed  some  of  the  same  types  of  services  in 
j  Argentina  as  did  the  agent  in  Korea,  no  satisfactory  explana- 
tion was  received  for  the  differences  in  the  amounts. 

31.  On  December  30,  1974,  AECL  signed  a  letter  of  intent 
with  the  Korean  Electric  Company  to  supply  a  power  station. 
I  On  the  same  day — his  last  as  President  of  AECL — Mr.  Gray 
;wrote  two  letters  to  Mr.  Eisenberg.  The  first,  to  a  Panama 
address,  confirmed  that  a  $17  million  fee  would  be  payable  on 
the  sale  of  a  reactor  to  Korea.  The  second,  to  a  Korean 
address,  said92  that  $3  million  would  be  payable  for  services 
to  be  rendered  after  the  sale  at  a  rate  of  $500,000  per  year  for 
six  years. 

32.  By  January  26,  1976,  Mr.  John  Foster  had  been 
installed  as  President  of  AECL  and  Mr.  Ross  Campbell 
appointed  to  the  new  position  of  Chairman  of  the  Board.  On 
that  date,  a  year  after  the  date  of  signing,  the  Korean  supply 
contract  became  effective,  under  the  same  date,  UDI  sent 
AECL  a  $17  million  invoice  for  completing  the  sale,  to  be  paid 
in  London,  England.  UDI  also  sent  a  $500,000  invoice  for  the 
first  of  the  six  annual  instalments  for  the  post-contract  ser- 
vices, to  be  paid  in  Hong  Kong. 

33.  Although  he  had  known  of  the  agency  arrangement  for 
about  a  year,  Mr.  Foster  hesitated  to  make  the  payment.  Your 
Committee  noted  that  this  was  shortly  after  the  news  of  the 
international  Lockheed  scandal.  Mr.  Foster  consulted  the 
Chairman,  Mr.  Campbell,  and  they  discussed  it  with  govern- 
Iment  officials  and  with  the  Directors.  On  March  1,  1976,  the 
Board  of  Directors  met  and  sanctioned  an  attempt  at 
renegotiations  with  the  agent  on  the  basis  of  AECL  paying:  a) 
legitimate,  properly  documented  agents,  costs  for  past  services, 
including  costs  involving  financing  arrangements;  b)  a  reason- 


able percentage  fee;  and  c)  properly  documented  costs  for 
future  services,  which  could  exceed  $3  million,  preferably 
supported  by  a  formal  agreement.  The  Board's  mandate  in  the 
renegotiation  was  to  obtain  a  proper  accounting  for  the  agents' 
fees  and  expenses.  In  specifying  "legitimate,  properly  docu- 
mented costs"  for  past  and  future  services,  the  Board  gave 
clear  direction  as  to  the  kind  of  supporting  evidence  it  expected 
the  agent  to  provide  for  his  services.  Although  Mr.  Campbell 
gave  possible  savings  as  one  of  the  criteria  in  the  renegotiation, 
this  was  not  reflected  in  the  extracts  of  AECL  Board  Minutes. 

34.  Mr.  Campbell  and  the  Corporate  Secretary,  Mr.  Laid- 
law,  met  Mr.  Eisenberg  in  Tel  Aviv  on  March  2  and  3,  1976. 
During  the  visit  a  Memorandum  of  Understanding  was  pre- 
pared, essentially  covering  the  points  mandated  by  the  Board, 
but  in  addition,  it  made  specific  provision  for  Mr.  Eisenberg  to 
be  retained  as  exclusive  agent  for  the  sale  of  a  second  unit  to 
South  Korea. 

35.  Mr.  Campbell  testified  that  the  Memorandum  of  Under- 
standing simply  confirmed  Mr.  Eisenberg  as  agent  for  the  sale 
of  a  second  unit  to  South  Korea.  However,  the  original 
engagement  letter  appointed  Mr.  Eisenberg  ". . .  exclusive 
agent . . .  in  . . .  South  Korea  to  act  on  AECL's  behalf  to  effect 
a  sale  to  South  Korea  of  a  600  MW  CANDU  . . ."  {emphasis 
supplied). 

36.  Specifically,  the  Memorandum  of  Understanding  pro- 
vided for: 

(a)  a  1  per  cent  commission  for  effecting  the  sale; 

(b)  an  undertermined  amount  for  expenses  and  overhead; 
and 

(c)  a  1  per  cent  maximum  fee  for  costs  of  post-contract 
services  which  were  to  be  properly  documented  and  billed 
on  a  quarterly  basis.  A  $2  million  advance  would  be  paid 
for  such  future  services. 

On  his  return,  Mr.  Campbell  briefly  reviewed  the  Memoran- 
dum of  Understanding  with  the  Minister  of  Energy,  Mines  and 
Resources.  It  was  approved  by  the  AECL  Board,  at  its  March 
31,  1976,  meeting,  and  confirmed  on  April  7,  1976. 

37.  On  April  7,  1976,  AECL  received  invoices  from  United 
Development  Incorporated  as  follows: 

(a)  $5,142,392  for  the  1  per  cent  commission; 

(b)  $8,098,500  for  reimbursement  of  expenses.  This  was 
supported  by  an  invoice  for  $5,400,000  for  expenses  by 
Mr.  Eisenberg's  organization  incurred  from  June  1972 
through  January  1976,  accompanied  by  a  statement  from 
UDI's  auditors  saying  that  expenses  had  been  allocated 
on  the  basis  of  instructions  issued  by  UDI's  President.  It 
was  also  accompanied  by  three  invoices,  already  paid  by 
UDI,  from  consulting  firms  associated  with  Eisenberg; 
Triangular  Trading  Co.,  Panama,  $1,285,000;  Industrie 
Export  GmbH,  Germany,  $514,000;  and  International 
Shipping  and  Shipbuilding  Establishment,  Hong  Kong, 
$899,500.  Each  consultant  payment  was  supported  by 
copies  of  service  contracts  and  evidence  that  UDI  had 
made  the  payment;  and 
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(c)  $2,000,000  for  an  advance  on  the  post-contract  ser- 
vices agreement  which  is  subject  to  a  maximum  of 
$5,142,392. 

38.  On  April  7,  1976,  the  date  of  the  invoices,  Mr.  Campbell 
concluded  that  the  documentation  was  appropriate,  approved 
the  invoices  and  directed  that  the  accounts  be  paid. 

39.  Although  not  required  by  the  Memorandum  of  Under- 
standing, which  superseded  previous  agreements,  the  AECL 
Treasurer,  Mr.  E.  Deslauriers,  with  the  concurrence  of  Mr. 
Campbell,  computed  interest  on  the  April  7  invoices  for  the 
period  from  February  26  (one  month  following  the  effective 
date  of  the  Korean  contract)  to  April  7.  The  interest  of 
$132,289,  and  the  UDI  invoices  totalled  $15,373,181.  A 
cheque  for  this  amount  was  issued  by  AECL  on  April  7,  1976, 
payable  to  UDI's  bank  account  in  London,  England. 

40.  The  Memorandum  of  Understanding  provided  for  a 
post-contract  agreement  for  services  to  be  rendered  by  Mr. 
Eisenberg  until  the  power  station  warranties  expired.  This 
agreement,  dated  April  7,  1976,  provided  that  all  services  and 
costs  would  be  detailed  and  billed  on  a  quarterly  basis.  One- 
half  of  the  $2,000,000  advance  payment  was  to  be  applied  to 
the  initial  billings,  after  which  AECL  was  required  to  pay 
billings  as  rendered  until  the  maximum  of  $5,142,392  had 
been  paid.  There  was  a  further  provision,  that  if  AECL 
questioned  any  billing,  it  was  obliged  to  pay  UDI  a  minimum 
of  $175,000  for  that  quarter. 

41.  AECL  received  only  one  quarterly  billing — dated  April 
30,  1976,  for  $295,000— which  UDI  applied  against  the 
advance  payment.  It  was  questioned  by  the  Auditor  General 
and  by  AECL.  No  steps  have  yet  been  taken  by  AECL  to 
resolve  this  matter  beyond  asking  UDI  for  further  details. 
AECL  has  not  defined  standards  of  acceptable  documentation. 
Similarly,  AECL  has  yet  to  establish  procedures  for  monitor- 
ing the  services  performed  by  UDI. 

42.  A  number  of  questions  remain  unanswered  about  the 
apparent  saving  of  approximately  $1.5  million  which  arose 
because  AECL's  obligation  to  Eisenberg  was  reduced  from 
$20  million  to  $18.5  million.  How  did  Mr.  Campbell  know 
what  AECL  was  saving  when  the  Memorandum  of  Under- 
standing provided  for  an  undertermined  amount  of  expenses 
and  overhead?  Why  did  Mr.  Eisenberg  limit  his  expenses  to 
$5.4  million  when  he  claims  his  actual  expenses  were  much 
higher?  Why  did  Mr.  Gray  testify  that  his  conscience  would 
not  have  allowed  him  to  keep  the  savings  and  that  he  would 
have  given  a  credit  note  to  the  client,  the  Korean  Electric 
Company?  What  authority  did  Mr.  Campbell  have  to  appoint 
Mr.  Eisenberg  as  exclusive  agent  for  any  future  sales?  What 
was  to  be  the  fee  payable  for  any  future  sales? 

43.  The  Auditor  General  reviewed  the  ,373,181  payment  to 
UDI  and  concluded  that  the  documentation  available  did  not 
constitute  proof  that  expenses  claimed  by  UDI  had  been 
incurred  for  services  rendered  for  the  benefit  of  AECL. 

44.  The  Auditor  General  held  a  number  of  meeting  with 
AECL's  management  to  discuss  the  matter  further  and  it  was 
drawn  to  the  attention  of  the  Audit  Committee  of  the  Board. 
AECL  attempted  to  obtain  adequate  documentation.  Since  the 
matter  could  not  be  resolved  to  the  Auditor  General's  satisfac- 
tion, he  reported  the  findings  in  his  1976  Report  to 
Parliament. 


45.  Although  Mr.  Eisenberg  agreed  in  principle  to  let  the 
Auditor  General  review  his  books,  the  latter  was  not  prepared 
to  undertake  such  an  examination  without  the  provision  that 
he  could  report  his  findings  to  Parliament,  if  Parliament 
insisted  upon  him  doing  so.  Mr.  Eisenberg  was  not  prepared  to 
accept  the  Auditor  General's  terms,  insisting  that  any  matters 
not  strictly  related  to  the  item  under  investigation,  would  have 
to  remain  confidential. 

46.  Your  Committee  invited  Mr.  Eisenberg  to  appear  as  a 
witness  with  his  records.  He  refused. 

Financial  Management  and  Control 

47.  In  his  1976  Report,  the  Auditor  General  commented  on 
the  financial  management  and  control  practices  of  AECL.  At 
the  request  of  your  Committee,  the  Auditor  General  tabled  his 
detailed  report  on  AECL,  which  outlined  numerous  problems 
and  recommendations. 

48.  When  AECL  became  involved  in  substantial  commercial 
activities,  its  financial  practices  did  not  keep  pace.  Lacking 
adequate  staff  and  expertise,  the  company  seriously  misjudged 
the  risks  it  was  taking.  AECL  no  doubt  suffered  from  the 
impact  of  inflation,  but  the  magnitude  of  the  losses  clearly 
indicated  fundamental  weaknesses  in  its  procedures. 

49.  The  sale  of  a  reactor  to  Argentina  illustrates  a  number 
of  shortcomings.  AECL  did  not  make  a  comprehensive  study 
to  select  the  partner  best  suited  to  its  first  attempt  to  deliver  a 
fully  operational  nuclear  power  station  to  a  foreign  customer 
on  commercial  terms.  It  considered  no  other  firm,  but  chose 
Italimpianti  because  they  had  worked  together  on  a  sales 
effort  in  Italy  and  because  Italimpianti  already  operated  in 
Argentina.  AECL  largely  delegated  its  role  in  commercial 
negotiations  to  Italimpianti  because,  in  Mr.  Gray's  words, 
AECL  people  'were  babes  in  the  woods'.  It  is  abundantly  clear 
that  AECL  underestimated  the  cost  of  delivering  the  goods 
and  services.  For  example,  the  price  of  heavy  water  in  the 
December  1973  contract  was  set  at  $63  per  kilogram.  The 
price  was  revised  to  $140  per  kilogram  during  the  1976 
contract  renegotiations  and  production  costs  were  estimated  at 
$235  per  kilogram  in  March  1977.  In  setting  the  sales  price  for 
the  station  to  be  delivered,  AECL  accepted  a  limit  of  23.85  per 
cent  for  inflation  on  the  prices  for  the  Canadian  goods  and 
services  for  the  period  from  May  1972  to  the  completion  of  the 
station,  scheduled  for  1980.  That  this  was  seriously  inadequate 
became  evident  in  1975,  shortly  after  the  contract  came  into 
effect.  The  procedures  for  periodic  cost  estimates  by  AECL 
were  demonstrably  inadequate.  Reports  of  anticipated  losses 
on  the  contract  varied  as  follows: 

(a)  a  range  of  $103  to  $117  million  reported  in  late  1975; 

(b)  a  range  of  $23  to  $38  million,  reported  in  February 
1977,  following  an  increase  in  the  sales  price  after 
renegotiation;  and 

(c)  a  loss  of  $130  million  reported  in  the  March  31,  1977 
financial  statements. 

The  increase  in  the  loss,  following  approval  of  the  renegotiated 
contract,  was  due  to  under-estimation  of  inflation,  engineering 
time  required,  and  contingencies.  It  is  apparent  that  AECL 
did  not  have  a  reasonable  standard  of  control  procedures. 
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50.  At  the  direction  of  the  Government,  AECL  engaged  a 
firm  of  consultants  to  assist  in  improving  its  financial  prac- 
tices. The  Board  of  Directors  formed  a  steering  committee  to 
evaluate  and  approve  proposed  remedial  actions  and  to  moni- 
tor the  progress  of  implementing  revised  systems  and  proce- 
dures. The  chairman  of  AECL's  steering  committee  reported 
to  your  Committee  in  May  1977  and  again  in  November  1977 
on  progress  achieved.  He  noted  that  much  remained  to  be  done 
and  stressed  that,  in  changing  control  procedures  in  a  funda- 
mental way,  the  major  benefits  would  not  be  apparent  until 
systems  were  implemented  in  their  entirety.  The  Auditor 
General  concurred  with  the  steps  being  taken  taken  by  AECL 
to  improve  its  financial  practices. 


IV— CONCLUSIONS  AND  RECOMMENDATIONS 

51.  In  the  opinion  of  your  Committee,  some  witnesses, 
particularly  Mr.  J.  Lome  Gray,  failed  to  answer  questions 
fully  and  did  not  display  a  co-operative  attitude.  The  failure  to 
table  all  the  relevant  documentation  related  to  agents'  pay- 
ments, in  a  logical  and  chronological  sequence,  made  your 
Committee's  task  more  difficult.  Some  witnesses  did  not  volun- 
teer relevant  information  and  answered  questions  in  the  nar- 
rowest of  contexts.  For  example,  in  Mr.  Gray's  testimony 
concerning  his  consulting  earnings  from  Finmeccanica,  an 
Italian  company  closely  related  to  "Italimpianti",  he  testified 
in  January  1977  that  he  might  have  earned  between  $5,000 
and  $10,000.  On  November  15,  1977,  following  recent  news- 
paper stories,  he  indicated  that  $25,000  had  been  paid  to  his 
account  in  Europe.  Only  after  intensive  questioning  by  Com- 
mittee Members  did  he  indicate  that  a  further  $25,000  had 
been  paid  to  him.  All  of  these  amounts  were  paid  during  1976. 

52.  The  inability  of  your  Committee  to  obtain  answers  to 
some  basic  questions  leads  it  to  suspect  that  some  of  the 
payments  made  by  AECL  were  indeed  used  for  illegal  or 
corrupt  purposes. 

53.  In  assessing  the  testimony,  your  Committee  faced  the 
question  'How  was  any  of  this  allowed  to  happen?'  It  is  your 
Committee's  view  that: 

(a)  the  Government  and  its  central  agencies  should  have 
more  closely  monitored  the  expansion  of  AECL  into 
complex  commercial  activities; 

(b)  the  AECL  Board  of  Directors  should  have  more 
effectively  challenged  management  proposals;  and 

(c)  the  AECL  senior  executive  officers,  before  entering 
into  substantial  commercial  transactions,  should  have  de- 
veloped the  required  expertise  in  marketing,  project  con- 
trol, and  finance. 

54.  The  conclusions  and  recommendations  of  your  Commit- 
tee are  outlined  under  the  following  headings: 

Objectives  of  AECL. 

The  Decision-Making  Process. 

Business  Ethics. 


Renegotiation  of  the  Eisenberg  Contract. 
Post-Contract  Services  Agreement. 
Approval  of  Payments. 
Financial  Control  Practices. 

Objectives  of  AECL 

55.  AECL's  performance  raises  the  question  of  whether  it 
should  be  in  the  business  of  selling  nuclear  power  plants 
abroad.  Formed  by  the  Government  of  Canada  two  decades 
ago  to  develop  peaceful  uses  of  nuclear  energy  in  Canada, 
AECL  has  become  involved  internationally  in  the  construction 
of  nuclear  power  plants.  There  may  be  fundamental  conflicts 
between  the  objectives  of  an  effective  research  organization 
and  of  a  successful  commercial  enterprise.  Your  Committee 
questions  the  process  by  which  AECL  was  allowed  to  expand 
its  objectives  to  include  those  of  a  commercial  enterprise 
without  reference  to,  or  change  in,  statutory  or  regulatory 
authority. 

56.  Your  Committee  concludes  that  the  evolution  of  AECL 
from  a  research  organization  to  a  substantial  commercial 
enterprise  has  not  been  subjected  to  appropriate  scrutiny  by 
the  Government  and,  until  now,  by  Parliament. 

57.  Your  Committee  recommends  that: 

(a)  a  fundamental  appraisal  of  the  objectives  of  AECL  be 
conducted  by  the  Government.  The  appraisal  should  con- 
sider whether  it  is  in  the  public  interest  that  the  Govern- 
ment, through  AECL,  should  be  involved  in  a  substantial 
way  in  marketing  nuclear  power  plants  abroad.  AECL's 
involvement  in  the  production  of  heavy  water  should  also 
be  reviewed  as  part  of  the  appraisal  process;  and 

(b)  the  objectives,  when  clarified,  be  clearly  conveyed  to 
AECL's  Board  of  Directors,  management,  and  to 
Parliament. 

The  Decision-Making  Process 

58.  It  became  clear  from  his  testimony  that  Mr.  J.  Lome 
Gray  made  many  decisions  without  formal  approval  of  the 
Board  of  Directors.  The  limits  of  his  authority  were  not  clearly 
established.  Mr.  Gray  reported  to  your  Committee  that  he 
made  a  number  of  crucial  decisions  after  informal  meetings 
with  ministers  and  officials  of  central  government  agencies. 
The  Board's  task  was  made  difficult  when  they  were  told  that 
the  Minister  responsible,  or  the  central  agencies  involved,  had 
previously  consented  to  a  proposal.  Given  these  circumstances, 
it  is  not  surprising  that  an  active  chairman  would  make  many 
of  the  decisions  himself. 

59.  In  recent  years,  provincial  and  federal  legislation  has 
clarified  the  legal  responsibilities  of  directors.  Furthermore,  in 
specific  cases  in  the  private  sector,  shareholders  have  stipulat- 
ed what  is  expected  from  directors.  Your  Committee  believes 
that  the  Government  should  similarly  specify  what  it  expects 
from  directors  of  Crown  corporations. 

60.  Your  Committee  also  expresses  concern  that  the 
inadequacy  of  the  AECL  Board  of  Directors.  It  is  evident  that 
the  composition  of  the  AECL  Board  did  not  adequately  reflect 
its  needs  during  the  period  when  the  matters  under  review 
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occurred.  The  objectives  and  needs  of  a  Crown  corporation 
should  be  carefully  considered  when  making  appointments  to 
its  Boards  of  Directors. 

61.  Your  Committee  notes  with  approval  the  new  appointees 
to  the  AECL  Board  in  November  1976,  whose  experience  may 
be  more  relevant  to  the  problems  of  the  Corporation. 

62.  Your  Committee  concludes  that  the  decision-making 
process  vested  too  much  power  in  the  former  President  of 
AECL,  Mr.  J.  Lome  Gray,  and  did  not  provide  the  safeguards 
necessary  to  ensure  that  the  interests  of  the  people  of  Canada 
were  adequately  protected. 

63.  Your  Committee  recommends  that: 

(a)  the  Government  establish  criteria  for  matters  which, 
although  approved  by  the  Boards  of  Directors  of  Crown 
corporations,  also  require  Government  approval  through 
the  Minister  to  whom  they  are  accountable.  For  example, 
major  contracts  involving  Crown  corporations,  which  may 
expose  the  people  of  Canada  to  significant  financial  risk, 
should  be  subject  to  Government  approval; 

(b)  the  responsibilities  and  duties  of  the  Boards  of  Direc- 
tors of  Crown  corporations  be  clearly  enunciated.  As  in 
the  private  sector,  directors  hold  positions  of  public  trust 
and  must  be  held  to  account  for  the  manner  in  which  they 
discharge  their  responsibilities; 

(c)  Boards  of  Directors  of  Crown  corporations  establish 
limits  on  the  authority  they  delegate  to  corporate  offices. 
Expenditures  above  certain  limits  should  require  Board 
approval; 

(d)  Boards  of  Directors  of  Crown  corporations  develop 
standards  defining  the  quality  and  nature  of  information 
to  be  submitted  to  them  by  management.  Such  standards 
should  apply  to  proposals  for  planned  actions  as  well  as  to 
accounting  for  actions  taken.  Boards  should  specify  the 
kind  of  information  they  require  to  make  their  judgments, 
and  should  not  simply  accept  what  management  gives 
them;  and 

(e)  Minutes  of  meetings  of  Boards  of  Directors  of  Crown 
corporations  record  all  matters  discussed  and  all  conclu- 
sions reached.  Board  approval  of  resolutions  passed 
should  be  recorded.  The  responsibility  for  complete  and 
accurate  Minutes  rests  initially  with  the  recording  secre- 
tary, but  is  shared  by  all  directors  when  Minutes  are  later 
approved. 


Business  Ethics 

64.  Irrespective  of  the  desirability  of  AECL's  presence  on 
the  international  market,  the  question  remains  as  to  a  proper 
code  of  business  ethics  to  be  expected  of  Crown  corporations. 
AECL  engaged  agents  to  obtain  foreign  orders  for  CANDU 
nuclear  power  stations.  Relying  entirely  on  Mr.  Sicouri's 
instruction  and  judgment,  Mr.  J.  Lome  Gray,  without  prior 


consultation  with  his  Board  of  Directors,  consented  to  pay  $2.5 
million  (U.S.)  to  an  agent  for  the  Argentine  sale,  without 
knowing  the  identity  of  the  agent  or  the  services  to  be  ren- 
dered. It  was  Mr.  J.  Lome  Gray  who  engaged  Mr.  Shoul  N. 
Eisenberg  for  the  South  Korean  sale  because  the  latter  offered 
his  services;  his  remuneration  was  not  fixed  for  two  years. 
However,  the  role  the  agents  actually  played  in  obtaining  the 
orders  is  not  clear. 

65.  The  evidence  presented  to  your  Committee  failed  to 
establish  whether  or  not  fees  paid  were  appropriate  in  the 
circumstances.  It  is  not  known  precisely  what  services  were 
provided  in  pursuing  the  Argentine  sale.  Much  was  made  of 
the  world-wide  scope  of  the  Eisenberg  organization,  but  little 
was  reported  on  what  Mr.  Eisenberg  did  to  earn  his  fee  for  the 
Korean  sale. 

66.  AECL  did  not  produce  any  evidence  to  show  that  the 
business  ethics  of  the  transactions  were  throughly  reviewed.  In 
responding  to  a  question  as  to  whether  there  were  any  indica- 
tions of  payments  to  agents  being  used  for  corrupt  purposes, 
Mr.  Foster  testified  "No,  but  there  is  always  that  suspicion." 
Your  Committee  agrees. 

67.  By  directing  that  the  Eisenberg  agency  agreement  be 
renegotiated,  the  Board  indicated  that  they  did  not  approve  of 
large  unaccountable  fees. 

68.  Your  Committee  concludes  that: 

(a)  AECL  management  did  not  follow  acceptable  prac- 
tices in  the  manner  in  which  it  determined  the  need  for 
agents;  engaged  the  agents;  fixed  remuneration;  and 
monitored  the  services  performed.  In  pursuing  its  efforts 
to  sell  CANDU  reactors  abroad,  AECL  disregarded  the 
scrupulous  manner  in  which  Crown  corporations  must 
behave.  Allegations  that  AECL  payments  may  have  been 
used  for  corrupt  purposes  were  not  proved  by  the  testimo- 
ny, but  the  suspicions  remain.  In  making  agent  arrange- 
ments, AECL  did  not  take  the  prudent  steps  required  to 
ensure  that  the  monies  it  paid  would  be  used  for  legiti- 
mate purposes;  and 

(b)  the  behaviour  of  Crown  corporations  must  be  above 
suspicion.  Your  Committee  agrees  that  it  is  unacceptable 
for  Crown  corporations  to  pay  large  unaccountable  sales 
commissions. 

69.  Your  Committee  recommends  that: 

(a)  Boards  of  Directors  of  Crown  corporations  establish 
appropriate  contracting  procedures  and  policies  for  man- 
agement to  follow.  Deviations  from  the  established  con- 
tracting procedures  should  require  specific  Board  approv- 
al. The  possibility  of  management  committing  Crown 
corporations  to  open-ended  arrangements  with  third  par- 
ties, involving  indeterminate  sums  of  money,  should  be 
eliminated;  and 

(b)  Boards  of  Directors  of  Crown  corporations  establish 
codes  of  business  ethics,  including  direction  on  the  use  of 
agents,  within  the  guidelines  established  by  the  Govern- 
ment. Agents  engaged  by  a  Crown  corporation  should  be 
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made  aware  of  the  corporation's  standard  of  business 
ethics  and  agree  to  abide  by  it  in  pursuing  the  company's 
interests. 


Renegotiation  of  the  Eisenberg  Contract 

70.  Your  Committee  is  uncertain  as  to  what  the  Board 
intended  to  accomplish  in  directing  that  the  Eisenberg  agency 
agreement  be  renegotiated.  Mr.  Campbell  testified  that  the 
objective  was  to  establish  a  better  precedent  for  future  agency 
arrangements  by  obtaining  a  lower  unaccountable  fee  and  by 
establishing  more  of  the  cost  on  a  properly  accountable  basis. 


71.  Your  Committee  concludes  that: 

(a)  Mr.  Campbell's  renegotiation  the  Eisenberg  agree- 
ment failed  to  put  the  agency  agreement  on  a  better 
footing.  AECL  did  not  receive  an  accounting  of  'legiti- 
mate, properly  documented  agent's  costs'  as  directed  by 
the  Board.  AECL  did  not  know  what  services  were  ren- 
dered by  the  agent  and  his  consultants  on  AECL's  behalf; 
and 


Post-Contract  Services  Agreement 

73.  The  renegotiated  Eisenberg  agreement  changed  the 
terms  for  services  to  be  rendered  by  the  agent  after  the  signing 
of  the  South  Korean  sale.  The  original  contract  required 
AECL  to  pay  $3,000,000  over  six  years  in  unaccountable  fees. 
Currently  AECL  is  obliged  to  pay  up  to  $5,142,392  based  on 
quarterly  billings,  detailing  services  and  costs. 


74.  Contract  terms  governing  quarterly  billings  are  vague 
and  contrary  to  the  spirit  of  the  renegotiation  which  was  to 
achieve  a  full  accounting  of  services  rendered  and  expenses 
billed.  Notwithstanding  disputes  on  items  billed,  AECL  is 
obliged  to  pay  $175,000  per  quarter.  No  mechanism  is  pro- 
vided to  resolve  disputes.  Furthermore,  the  contract  contains 
no  provision  permitting  AECL  to  conduct  an  audit  of  expenses 
allocated  to  it  by  the  Eisenberg  group. 


75.  Your  Committee  concludes  that  the  post-contract  ser- 
vices agreement  fell  short  of  reasonable  contract  standards  and 
did  not  protect  the  interests  of  AECL;  and  that  AECL  paid 
inadequate  attention  to  the  implications  of  the  contractual 
terms. 


(b)  AECL  was  not  previously  committed  to  retain  the 
Eisenberg  organization  as  agent  for  more  than  one  sale  to 
South  Korea.  As  part  of  the  renegotiations,  Eisenberg  was 
appointed  exclusive  agent  for  the  sale  of  a  second  unit  to 
South  Korea.  The  cost  of  this  concession  may  eventually 
prove  to  be  greater  than  the  $1.5  million  reduction  in  the 
Eisenberg  fees. 


72.  Your  Committee  recommends  that: 

(a)  the  Government  and  Boards  of  Directors  define  the 
job  requirements  of  senior  management  of  Crown  corpo- 
rations. The  persons  appointed  should  possess  the  qualifi- 
cations necessary  for  the  job.  The  activities  of  AECL,  as 
they  have  now  evolved,  demand  that  the  organization 
should  be  under  the  direction  of  a  person  with  proven 
business  skills; 

{b)  AECL  ascertain  whether  fees  paid  by  Eisenberg  to 
associated  consulting  firms  and  reimbursed  by  AECL, 
were  commensurate  with  the  services  rendered.  It  should 
also  determine  whether  other  expenses  charged  by  Eisen- 
berg are  appropriate.  Provisions  permitting  an  audit  of 
the  cost  records,  where  costs  are  incurred  on  behalf  of  a 
public  entity,  are  standard  features  in  the  government 
contracts  and  should  be  adopted  by  AECL;  and 

(r)  the  AECL  Board  of  Directors  review  whether  the 
Eisenberg  organization  is  needed  by  AECL  should  a 
second  unit  be  sold  to  Korea.  In  the  event  that  it  deems  an 
agent  to  be  essential,  the  Board  should  define,  in  con- 
tratual  terms,  the  agent's  services  and  the  basis  of 
remuneration. 


76.  Your  Committee  recommends  that: 

(a)  the  AECL  Board  of  Directors  establish  procedures 
ensuring  the  review  and  approval  of  all  contracts  before 
signing  by  appropriate  legal,  financial,  and  operating 
officers.  This  should  be  done  to  ensure  that  the  corpora- 
tion is  not  exposed  to  undue  risk;  that  it  has  sufficient 
recourse  to  protect  its  interest;  that  the  financial  impact 
of  the  agreement  is  clear;  and  that  the  terms  of  the 
agreement  are  practical  and  workable; 

(b)  the  AECL  Board  of  Directors  establish  standards  for 
acceptable  evidence  of  services  rendered  and  expenses 
incurred,  arising  from  the  post-contract  services  agree- 
ment; 

(c)  AECL  develop  procedures  to  monitor  the  services 
rendered  by  Mr.  Eisenberg.  Such  procedures  would  pro- 
vide a  basis  for  matching  services  billed  to  services 
received.  This  is  particularly  important  because  AECL 
has  not  yet  received  a  satisfactory  accounting  for  the  first 
quarterly  billing  of  $295,000; 

(d)  AECL  seek  to  eliminate  contractual  uncertainties, 
including  those  related  to  quarterly  billings;  and 


(e)  AECL  suspend  further  payments  to  Mr.  Eisenberg 
until  these  matters  are  satisfactorily  resolved. 


Approval  of  Payments 

77.  The  manner  in  which  cheques  were  issued  to  the  agents 
points  out  serious  deficiencies  in  AECL  procedures  despite  the 
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fact  that  the  Treasurer  and  the  Internal  Auditor  reviewed  and 
approved  the  $2,414,500  for  the  Argentine  sale  and  the 
$15,373,181  for  the  Korean  sale.  In  the  Argentine  case,  they 
did  so  exclusively  on  the  direction  of  Mr.  Gray,  without  a 
contract  obliging  AECL  to  pay  or  a  Board  resolution  to  do  so. 
They  did  not  know  who  the  ultimate  beneficiary  was  or  what 
services  were  rendered.  The  payment  for  the  Korean  sale  was 
made  on  the  same  day  that  the  invoices  and  supporting 
documents  were  submitted.  Given  the  nature  and  quantity  of 
information  and  the  magnitude  of  payment,  it  is  difficult  for 
your  Committee  to  believe  that  the  Treasurer  and  Internal 
Auditor  subjected  the  payment  to  the  comprehensive  scrutiny 
and  study  that  it  deserved.  In  effect,  the  payment  was  issued 
on  the  instructions  of  the  Chairman  of  the  Board. 

78.  Your  Committee  concludes  that: 

(a)  the  responsibilities  of  the  Treasurer  and  Internal 
Auditor  were  not  properly  discharged;  and 

(b)  AECL  should  not  have  made  an  interest  payment  of 
$132,289  to  UDI,  since  it  had  no  obligation  to  do  so.  The 
original  contract  terms  were  superseded  by  the  renegotiat- 
ed agreement,  and  revised  obligations  were  paid  on  the 
date  invoices  were  rendered.  If  management  felt  obliged 
to  pay  interest,  it  should  have  sought  specific  Board 
approval. 

79.  Your  Committee  recommends  that  the  responsibilities  of 
senior  financial  officers  and  others  approving  payments  within 
Crown  corporations  be  clearly  defined.  They  are  obliged  to 
exercise  judgement,  and  accordingly,  should  not  be  unduly 
influenced  by  their  superiors  and  accept  without  question  the 
judgement  of  others  concerning  the  expenditure  of  public 
funds.  No  one  person  should  be  in  a  position  of  expending 
public  funds  without  the  questioning  scrutiny  of  others. 

Financial  Control  Practices 

80.  Many  AECL  financial  practices  identified  during  your 
Committee's  review  of  the  payments  to  agents  were  found  to 


be  seriously  deficient.  Your  Committee  concurs  with  the 
recommendations  of  the  Auditor  General  in  his  study  of 
AECL's  financial  management  and  control,  and  notes  that  a 
plan  for  corrective  action  is  now  being  implemented. 

81.  Your  Committee  concludes  that: 

(a)  the  Board  of  Directors  and  management  of  AECL  did 
not  take  the  required  action  to  prepare  the  organization 
for  the  enormous  commercial  activities  which  it  has 
undertaken.  The  impression  left  with  your  Committee  was 
that  AECL  took  unacceptable  business  risks  due  to  confi- 
dence that  further  public  funds  would  be  available  to  the 
company  in  the  event  of  difficulty;  and 

(b)  when  assigned  to  work  with  AECL  in  renegotiating 
the  Argentine  supply  contract,  central  government  agen- 
cies did  not  react  to  the  obviously  inadequate  control 
practices  or  have  a  clear  perspective  of  the  magnitude  of 
the  problems  that  were  the  subject  of  the  renegotiation. 

82.  Your  Committee  recommends  that: 

(a)  AECL  refrain  from  making  further  major  financial 
commitments  until  it  implements  satisfactory  financial 
practices; 

(b)  formal  Government  approval  be  obtained  in  advance 
for  projects  where  risks  exceed  those  which  can  reason- 
ably be  assumed  by  the  Crown  corporation;  and 

(c)  the  Government  designate  a  central  government 
agency  to  monitor  the  financial  practices  of  Crown 
corporations. 

83.  A  copy  of  the  relevant  Minutes  of  Proceedings  and 
Evidence  (Issues  Nos.  2,  3,  4,  5,  6,  6a.  7,  8,  9,  10,  11,  12.  13, 
14,  15,  18,  20,  23,  25,  27,  28,  29,  30,  32,  33,  38  and  39  of  the 
Second  Session  and  Issues  Nos.  1,3,4,  5,  17,  20  and  21  of  the 
Third  Session)  is  tabled. 

Respectfully  submitted, 

RON  HUNTINGTON 

Chairman 
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REPORT  OF  THE  STANDING  COMMITTEE  ON  PUBLIC  ACCOUNTS 
TO  THE  HOUSE  OF  COMMONS,  APRIL  11,  1978 


REPORT  TO  THE  HOUSE 

Tuesday,  April  11,  1978 

The  Standing  Committee  on  Public  Accounts  has  the 
honour  to  present  its 

SECOND  REPORT 

(The  Crown  Corporations  Report) 

1.  In  accordance  with  its  permanent  Order  of  Reference 
contained  in  the  Standing  Orders  of  the  House  of  Commons, 
your  Committee  has  considered  the  Reports  of  the  Auditor 
General  of  Canada  to  the  House  of  Commons  for  the  fiscal 
years  ended  March  31,  1976,  and  March  31,  1977,  and  in 
particular,  the  following  items  from  the  Financial  Manage- 
ment and  Control  Study: 

(a)  1976  Report — Part  5  and  Appendix  C — Financial 
Management  and  Control  Practices  of  Crown  Corpora- 
tions; and  Appendix  D — Reports  to  Crown  Corporations; 
and 

(b)  1977  Report — Part  9 — Review  of  Actions  on  Report- 
ed Deficiencies  in  Financial  Management  and  Control 
Practices  of  Crown  Corporations. 


PARAGRAPH 

SECTION                   CONTENTS                        NUMBER 

I 

INTRODUCTION 

3-11 

II 

SUMMARY  OF  CONCLUSIONS 
AND      RECOMMENDA- 
TIONS 

12-15 

III 

ANALYSIS     OF     TESTIMONY; 
CONCLUSIONS        AND 
RECOMMENDATIONS 

16-22 

A.  Creation    of    Government-Con- 

trolled Corporations 

B.  Classification 

23-38 
39-50 

C.  Financing  Methods 

D.  Presentation  of  Financial  Plans  to 

Parliament 

51-61 
62-77 

E.  Financial  Reporting 

F.  Financial  Management  Practices 

of  Crown  Corporations 

G.  Responsibility  of  Central  Agencies 

of  the  Government 

78-92 

93-102 

103-116 

H.  Audit 

117-126 

2.  The  Honourable  Robert  Andras,  President  of  the  Trea- 
sury Board,  appeared  before  your  Committee  on  April  26, 
1977.  His  co-operation  in  appearing  is  acknowledged  along 
with  that  of  the  following  witnesses,  whose  titles  are  shown  as 
of  the  date  of  their  first  appearance: 

From  the  Auditor  General's  Office: 

Mr.  J.  J.  Macdonell.  Auditor  General  of  Canada; 

Mr.  R.  Chatelain,  Deputy  Auditor  General; 

Mr.  W.  A.  Bradshaw,  Assistant  Auditor  General; 

Mr.  N.  G.  Ross,  Special  Adviser  to  the  Auditor  General; 

Mr.  R.  Dubois,  Director  General,  Special  Audits  and 
Enquiries; 

Mr.  D.  L.  Meyers,  Director  General,  Financial  Manage- 
ment and  Control  Study; 

Mr.  P.  D.  M.  Ward,  Director  General,  Audit  Operations; 

Mr.  H.  E.  Hayes,  Director  General,  Audit  Operations; 

Mr.  J.  B.  Mc Knight,  Director  General,  Corporate  Audits; 

Mr.  L.  K.  Osland,  Director  General,  Audit  Operations; 

Mr.  D.  C.  Traxel,  Former  Deputy  Director  General,  Finan- 
cial Management  and  Control  Study; 

Mr.  J.  P.  Boisclair,  Deputy  Director  General,  Financial 
Management  and  Control  Study; 

Mr.  W.  E.  Dickson,  Principal,  Audit  Operations; 

Mr.  R.  G.  Carbonneau,  Study  Team  Leader,  Financial 
Management  and  Control  Study  of  National  Arts  Centre 
Corporation. 

From  the  Treasury  Board: 

Mr.  J.  M.  Leclair,  Secretary; 

Mr.  S.  Mensforth,  Deputy  Secretary,  Financial  Administra- 
tion Branch; 

Mr.  B.  A.  MacDonald,  Deputy  Secretary,  Program  Branch; 

Mr.  T.  E.  Reid,  Deputy  Secretary,  Efficiency  Evaluation 
Branch; 

Mr.  L.  McGimpsey,  Director,  Financial  Policy  Evaluation 
Division,  Financial  Administration  Branch; 

Mr.  H.  J.  Mulligan,  Director,  Transportation,  Communica- 
tions and  Science  Division,  Program  Branch; 
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Mr.  R.  Salmon,  Group  Chief,  Financial  Policy  Evaluation 
Division,  Financial  Administration  Branch. 

From  the  National  Arts  Centre  Corporation: 
Mr.  G.  H.  Southam,  Director  General; 
Mr.  B.  Corder,  Deputy  Director  General; 
Mr.  J.  Coulombe,  Assistant  Director  General. 

From  the  National  Capital  Commission: 

Mr.  P.  Juneau,  Chairman; 

Mr.  J.  Charron,  General  Manager; 

Mr.  D.  J.  Morley,  Director  of  Finance; 

Mr.  J.  R.  Hill,  Director  of  Properties. 
From  the  St.  Lawrence  Seaway  Authority: 

Mr.  P.  Normandeau,  President. 

From  the  Export  Development  Corporation: 

Mr.    J.    A.    MacDonald,    Chairman    of   the    Board    and 
President; 

Mr.  J.  R.  Hegan,  Vice-President,  Finance; 

Mr.  R.  H.  Sumner,  Vice-President,  Operations,  Europe  and 
Americas. 

From  the  Canadian  Dairy  Commission: 
Mr.  G.  Choquette,  Chairman; 
Mr.  H.  R.  Armstrong,  Director  of  Finance. 

From  the  Privy  Council  Office: 

Mr.  D.  Gracey,  Government  Organization  Division. 

From  Eldorado  Nuclear  Limited 
Mr.  N.  M.  Ediger,  President; 
Mr.  C.  G.  Baschenis,  Exiecutive  Vice-President; 
Mr.  T.  Gorman,  Vice-President,  Finance. 


I— INTRODUCTION 

3.  In  this  document,  your  Committee  reports  on  its  examina- 
tion of  issues  and  comments  on  financial  management  and 
control  of  Crown  corporations  contained  in  the  1976  and  1977 
Reports  of  the  Auditor  General  of  Canada  to  the  House  of 
Commons. 

4.  Section  II  provides  a  summary  of  your  Committee's 
conclusions  and  recommendations  which  are  detailed  in  Sec- 
tion III. 

5.  Your  Committee,  in  considering  the  Auditor  General's 
findings  on  accountability  of  and  control  within  Crown  corpo- 
rations, sought  to  determine  whether: 

(a)    government-controlled    corporations    are    properly 
accountable  to  Parliament  and  the  Government; 


(b)  the  Government  and  the  corporations  effectively  con- 
trol the  public  funds  they  administer;  and 

(c)  adoption  of  the  Auditor  General's  recommendations 
would  correct  existing  deficiencies. 


6.  In  its  examination,  your  Committee  distinguished  be- 
tween corporations  that  depend  on  the  public  purse  or  carry  on 
government  type  operations,  and  those  that  engage  in  commer- 
cial financially  viable  activities.  The  two  reports  of  the  Auditor 
General  deal  primarily  with  the  former  type.  Most  corpora- 
tions called  before  your  Committee  are  also  of  that  type. 

7.  Your  Committee  devoted  13  hearings  to  financial  man- 
agement and  control  of  Crown  corporations,  in  addition  to 
hearings  about  Atomic  Energy  of  Canada  Limited  (AECL), 
the  subject  of  your  Committee's  First  Report  to  the  House. 

8.  Witnesses  included  the  Auditor  General  and  members  of 
his  staff,  a  representative  of  the  Privy  Council  Office,  officials 
of  the  Treasury  Board  Secretariat,  anu-v.be  senior  management' 
of  six  corporations.  The  testimony  provided  a  better  under- 
standing of  financial  management  practices  and  the  reasons 
for  deficiencies.  Your  Committee  requested  the  six  corpora- 
tions who  appeared,  and  all  other  corporations  examined,  to 
report  their  progress  in  implementing  recommendations  of  the 
Auditor  General.  All  did  so. 

9.  Although  the  "Government  of  Canada's  proposals  for  the 
Direction,  Control  and  Accountability  of  Crown  Corpora- 
tions", in  future  referred  to  as  Government  Proposals,  were 
issued  in  August  1977,  your  Committee  had  already  com- 
menced its  consideration  of  the  state  of  financial  management 
and  control  practices  of  Crown  corporations  as  reported  by  the 
Auditor  General  in  1976.  The  Auditor  General's  1977  Report 
assesses  whether  the  Government  Proposals  would  remedy  the 
shortcomings  reported  in  1976.  Although  the  Government 
Proposals  have  not  been  referred  to  your  Committee,  it  did  ask 
the  officials  who  drafted  them  how  they  satisfy  the  Auditor 
General's  concerns.  Your  Committee,  in  this  Report,  com- 
ments on  the  Government  Proposals  only  as  they  relate  direct- 
ly to  findings  in  the  Auditor  General's  Report. 

10.  The  December  1977  Progress  Report  of  the  Royal 
Commission  on  Financial  Management  and  Accountability 
stated  that  the  Commission  would  address  many  of  the  issues 
considered  by  your  Committee.  Your  Committee  anticipates 
that  the  Commission's  Final  Report  will  provide  further 
insight  into  improving  control  of  government  corporations  by 
Parliament  and  Government. 

11.  Much  could  be  done  immediately  to  establish  better 
financial  management  practices  in  corporations  and  to  make 
them  fully  accountable  to  Parliament  and  to  the  Government. 
In  this  report  your  Committee  identifies  areas  where  action 
can  be  taken  now,  and  suggests  matters  for  the  Government's 
consideration  in  developing  legislative  proposals  to  remedy 
deficiencies. 
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II— SUMMARY  OF  CONCLUSIONS 

AND  RECOMMENDATIONS 

12.  The  testimony  that  your  Committee  heard  led  it  to 
conclude  that: 

(a)  the  corporate  form  of  organization  as  now  used  makes 
it  possible  for  government  activities  involving  the  spending 
of  substantial  amounts  of  public  funds  to  be  carried  on 
without  adequate  accountability  to  Parliament  and  Gov- 
ernment. To  protect  the  interests  of  the  people  of  Canada. 
Immediate  action  is  essential  to  improve  the  way  Parlia- 
ment and  the  Government  establish  and  set  objectives  for 
government-controlled  corporations  and  monitor,  control 
and  receive  an  accounting  from  them;  and 


(b)  although  many  practices  now  permitted  are  quite 
suitable  for  commercial  financially  viable  corporations, 
government-controlled  corporations  should  receive  this 
freedom  only  when  they  meet  Parliament's  criteria  for 
being  truly  commercial  and  do  not  intend  to  seek  signifi- 
cant government  funds.  Your  Committee  believes  that  all 
public  funds  demand  public  accountability,  regardless  of 
the  form  of  organization  through  which  the  funds  are 
administered. 


13.  Your  Committee  also  believes  that: 

(a)  Parliament  could  have  much  more  control,  as  herein- 
after described,  in  establishing  and  monitoring  the  objec- 
tives and  activities  of  corporations  without  undermining  in 
any  way  the  responsibility  and  accountability  of  their 
boards  of  directors  and  management; 

(b)  the  Financial  Administration  Act  (FAA),  which  pro- 
vides for  the  overall  financial  administration  of  the  gov- 
ernment, has  not  kept  pace  with  the  growth  of  the  corpo- 
rate form  of  government  organization  in  that: 

— it  does  not  provide  any  definition  of  a  government- 
controlled  corporation; 

— it  is  imprecise  in  defining  which  government-con- 
trolled corporations  are  Crown  corporations; 

— it  apparently  does  not  apply  to  many  government- 
controlled  corporations;  and 

— it  is  inflexible  in  providing  for  the  orderly  addition, 
deletion  and  transfer  of  corporations  in  FAA 
Schedules;  and 

(c)  boards  of  directors  and  management  of  government- 
controlled  corporations  should  be  required  to  give  a  high 
priority  to  financial  management  practices. 


14.  Your  Committee's  recommendations  which  apply  to  all 
corporations  controlled  by  the  Government  of  Canada,  (as 
defined  in  Paragraph  27  of  this  Report),  call  for: 

(a)  amending  the  FAA  to  include  an  appropriate  defini- 
tion showing  the  criteria  which  can  be  considered  to  result 
in  a  corporation  being  government-controlled; 

(b)  scheduling  of  all  government-controlled  corporations 
in  the  FAA  so  they  may  be  subject  to  its  financial 
provisions; 

(c)  establishing  in  Crown  corporation  legislation  or  revi- 
sions to  the  FAA  redefined  criteria  for  scheduling  all 
government-controlled  corporations.  Such  criteria  should 
be  based  on: 

— the  degree  of  dependence  on  public  funds; 

— the  nature  of  the  operations;  and 
— the  degree  of  government  ownership; 

(d)  reviewing  annually  all  government-controlled  corpora- 
tions by  Treasury  Board  to  determine  whether  changes  in 
their  objectives,  activities,  or  degree  of  dependence  on 
public  funds  require  a  change  in  scheduling  in  light  of  the 
criteria  in  (c)  above; 


(e)  providing  the  Governor  in  Council  with  the  power  by 
public  Order  in  Council  to  effect  the  orderly  addition, 
deletion  and  transfer  of  all  government-controlled  corpo- 
rations in  the  Schedules  to  the  FAA;  and 

(J)  providing  Parliament  with  an  up-to-date  list  of  all 
government-controlled  corporations  and  such  additional 
information  as  a  shareholder  might  expect  to  receive. 

15.  All  other  recommendations  of  your  Committee  are 
aimed  at  achieving  adequate  parliamentary  and  governmental 
review  and  control  of  corporations  that  depend  largely  on 
government  financial  support  or  provide  services  not  likely  to 
be  undertaken  by  the  private  sector.  These  recommendations 
call  for: 

(a)  use  of  loans  and  equity  investments  only  where  it  is 
expected  that  they  can  be  repaid  out  of  earned  income; 


(b)  providing  adequate  information  on  spending  plans  to 
Parliament  and  the  Government  on  an  integrated  basis; 

(c)  improving  financial  reports  in  the  Public  Accounts 
based  on  Generally  Accepted  Accounting  Principles; 
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(d)  setting  mandates  for  auditors  that  include  reporting 
where  money  has  been  expended  without  due  regard  for 
economy  or  efficiency  or  where  satisfactory  procedures 
have  not  been  established  to  measure  and  report  the 
effectiveness  of  programs,  where  such  procedures  could 
appropriately  and  reasonably  be  implemented; 


(e)  giving  the  Comptroller  General  clear  responsibility  for 
providing  guidelines  that  set  acceptable  standards  of 
financial  management  and  control;  and 

(/)  immediate  action  by  the  Treasury  Board  to  remedy 
existing  deficiencies. 

Ill— ANALYSIS  OF  TESTIMONY; 

CONCLUSIONS  AND  RECOMMENDATIONS 

16.  Government  activities  have  grown  substantially  in  size 
and  complexity  since  1951  when  the  FAA,  which  provides  for 
the  overall  financial  administration  of  the  Government, 
became  law.  Government  departments  still  administer  most 
programs  but  th  Government  increasingly  uses  the  corporate 
form  to  provide  services  to  the  public  and  to  supply  internal 
government  requirements  for  goods  and  services.  Part  VIII  of 
the  FAA,  which  establishes  the  general  financial  rules  that 
apply  to  the  corporations  listed  in  its  Schedules,  has  had  no 
significant  changes  since  the  Act's  inception. 

17.  Section  66  of  the  FAA  defines  a  Crown  corporation  as 
one  "that  is  ultimately  accountable,  through  a  Minister,  to 
Parliament  for  the  conduct  of  its  affairs,  and  includes  the 
corporation  named  in  Schedule  B  (Departmental),  Schedule  C 
(Agency)  and  Schedule  D  (Proprietary)".  However,  the 
Schedules  to  the  FAA  do  not  include  many  other  corporations 
which  are  either  wholly  or  partially  owned  by  or  controlled  by 
the  Government. 

18.  Your  Committee's  hearings  were  limited  to  those  gov- 
ernment-controlled corporations  audited  by  the  Auditor  Gen- 
eral and  which  for  the  most  part  are  contained  in  Schedule  C 
or  D  of  the  FAA.  These  are  engaged  in  a  wide  range  of 
activities  which  outwardly  may  have  commercial  characteris- 
tics but  which  often  have  objectives  that  preclude  comparison 
to  corporations  in  the  private  sector.  All  but  one  of  the 
corporations  examined  depend  largely  on  government  Financial 
support  and  provide  services  not  likely  to  be  undertaken  by  the 
private  sector. 

19.  Although  the  Auditor  General  audits  those  corporations 
listed  in  Schedule  B  to  the  FAA,  these  were  not  included  in  his 
study  of  financial  management  and  control  of  Crown  corpora- 
tions since  they  are  treated  for  financial  purposes  as  depart- 
ments. For  this  reason  and  because  they  were  addressed  in 
your  Committee's  Sixth  Report  of  the  First  Session  of  the 
Thirtieth  Parliament,  dated  June  30,  1976,  Schedule  B  corpo- 
rations are  not  covered  by  this  Report. 

20.  Section  70  of  the  FAA  requires  both  Schedule  C  and  D 
corporations  to  submit  capital  budgets  which  are  tabled  in 
Parliament.  Only  Schedule  C  corporations  must  submit  oper- 
ating budgets  to  the  Government  although  these  are  not  tabled 


in  Parliament.  The  FAA  authorizes  Treasury  Board,  on  a  joint 
recommendation  of  the  President  of  Treasury  Board  and  the 
appropriate  Minister,  to  prescribe  the  form  of  these  budgets. 
Other  provisions  in  the  FAA  dealing  with  financial  statements, 
banking  arrangements,  annual  reports  and  audits  are  the  same 
for  both  Schedule  C  and  D  corporations.  Recognizing  the 
original  purposes  for  which  Parliament  established  Crown 
corporations,  the  FAA  provides  more  latitude  for  Crown  cor 
porations  than  do  the  rules  that  apply  to  departments. 


21.  The  corporations  not  listed  in  the  Schedules  of  the  FAA, 
but  controlled  by  the  Government  of  Canada,  have  not  been 
subjected  to  the  provisions  to  the  FAA.  It  appears  that  they 
are  subject  only  to  the  legislation  under  which  they  are 
created.  Conversely  it  appears  that  one  of  the  corporations 
listed  in  the  Schedules  of  the  FAA  is  no  longer  deemed  to  be  a 
Crown  corporation,  i.e.,  Polysar  Limited. 


22.  In  1976  the  Auditor  General  reported  that  financial 
management  and  control  of  Crown  corporations  of  which  he 
was  the  auditor  was  weak  and  ineffective.  The  following  issues 
were  raised  in  his  Report  and  in  your  Committee's  hearings: 

— creation   of  corporations   owned   or  controlled   by  the 
Government; 

— classification  of  Crown  corporations; 

— financing  methods; 

— presentation  of  financial  plans  to  Parliament; 

— financial  reporting; 

— financial  management  practices  of  Crown  corporations; 

— responsibility  of  central  agencies  of  the  Government;  and 

— audit. 

A.  Creation  of  Government-Controlled  Corporations 

23.  The  Treasury  Board  Secretariat  recently  listed  384 
corporations  wholly  or  partially  owned  by  or  controlled  by  the 
Government.  It  is  clear  that  the  Government  controls  a  corpo- 
ration and  any  subsidiaries  in  cases  where  it  owns  all  or  a 
majority  of  voting  shares  of  the  corporation.  However,  your 
Committee  notes  that  Government  control  over  corporations 
may  also  be  achieved: 

— by  the  ability  to  appoint  a  majority  of  directors  of  corpo- 
rations without  share  capital;  or 

— by  being  the  provider  of  funds  without  which  the  corpora- 
tion could  not  continue  to  operate;  or 

— by  owning  a  minority  portion  of  voting  shares  when  that 
portion  is  sufficient  to  result  in  effective  control. 

24.  Your  Committee  notes  with  concern  that  the  FAA  does 
not  define  the  circumstances  in  which  control  is  achieved  by 
the  Government  over  a  corporation  and  believes  that  conven- 
tional definitions  of  control  such  as  those  contained  in  taxation 
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statutes  may  be  inappropriate  in  circumstances  peculiar  to 
government.  Without  a  proper  definition  of  the  criteria  that 
must  be  present  before  a  corporation  can  be  considered  to  be 
government-controlled,  the  confusion  surrounding  this  issue 
will  continue  and  the  appropriate  listing  of  corporations  in  the 
Schedules  to  the  FAA  will  continue  to  be  difficult. 

25.  The  draft  legislation  and  proposed  amendments  to  the 
FAA,  which  form  part  of  the  Government  Proposals,  contain 
proposed  definitions  of  government-controlled  corporations. 
Your  Committee  has  not  attempted  to  evaluate  these  or  to 
formulate  a  definition  of  control  which  would  cover  all 
situations. 

26.  However,  your  Committee  noted  with  concern  that  the 
Government  Proposals  would  result  in  two  different  definitions 
which  would  be  contained  in  two  Acts  of  Parliament.  (See 
Appendix  "A"  of  the  Government  Proposals  on  page  50, 
Section  2(4),  and  page  59,  Section  26.)  The  proposed  defini- 
tions do  not  include  situations  in  which  effective  control  is 
achieved  through  owning  a  minority  portion  of  voting  shares 
when  that  portion  is  sufficient  to  result  in  effective  control. 
Likewise  the  Government  Proposals  do  not  refer  to  situations 
where  the  Government  is  the  provider  of  funds  without  which 
the  corporation  could  not  continue  to  operate. 

27.  For  the  purposes  of  this  Report,  your  Committee  will  use 
the  combined  basic  characteristics  of  the  Government's  pro- 
posed definitions  when  referring  to  government-controlled  cor- 
porations because  these  definitions  include  the  majority  of 
corporations  in  which  the  Canadian  Government  has  substan- 
tial direct  investments.  That  is: 

(a)  corporations  in  which  the  Government  of  Canada 
either  directly  or  indirectly  holds  shares,  membership 
interests  or  other  evidence  of  interest  to  which  are 
attached  more  than  50  per  cent  of  the  votes  that  may  be 
cast  to  elect  directors.  (This  would  exclude  situations  in 
which  the  Canadian  Government  holds  shares,  etc.,  by 
way  of  security  only.);  and 

(b)  corporations  without  share  capital,  of  which  the  direc- 
tors are  appointed  or  elected  by  or  with  the  approval  of 
the  Governor  in  Council. 

28.  No  comprehensive  list  of  government-controlled  corpo- 
rations had  been  prepared  until  your  Committee  requested  the 
Treasury  Board  Secretariat  to  do  so.  The  list  was  received  in 
May  1977  and  showed  366  corporations  wholly  or  partially 
owned  by  the  Government  of  Canada.  This  list  was  revised  and 
in  January  1978  it  included  384  corporations.  Not  all  of  these, 
however,  are  active.  Your  Committee  noted  the  comment 
made  by  the  Treasury  Board  Secretariat  official  that  the 
listing  of  corporations  in  which  the  Government  has  an  interest 
was  prepared  even  though  no  mandate  existed  for  them  to  do 
so. 

29.  Of  the  384  corporations  wholly  or  partially  owned  by  or 
controlled  by  the  Government,  41  are  listed  by  the  Treasury 
Board  Secretariat  as  Schedule  C  and  D  corporations,  and  are 
known  as  Crown  corporations.  These  have  apparent  majority 
share  ownership  in  73  corporations  which  in  turn  have  appar- 
ent minority  holdings  in  another  24  corporations.  The  diagram 


attached  as  Appendix  "A"  provides  an  overview  of  the  struc- 
ture of  the  Government's  holdings  in  the  corporations  listed  by 
the  Treasury  Board  Secretariat. 

30.  Your  Committee  did  not  assess  the  impact  of  the 
Government's  holdings  in  other  than  Schedule  C  or  D  Crown 
corporations  but  noted  with  concern  testimony  from  Govern- 
ment officials  that  central  government  agencies  lack  control 
over  the  acquisition  or  establishment  of  subsidiaries  by  govern- 
ment-controlled corporations. 

3 1 .  Your  Committee  was  also  concerned  about  the  existing 
definition  of  a  Crown  corporation  in  the  FAA.  It  is  not  clear 
from  this  definition  when  a  corporation  "is  ultimately  account- 
able, through  a  Minister,  to  Parliament  for  the  conduct  of  its 
affairs".  Although  the  FAA  states  that  all  corporations  listed 
in  its  Schedules  are  Crown  corporations,  the  Government 
deems  one  of  them,  Polysar  Limited,  not  to  be  a  Crown 
corporation.  Governor  in  Council  powers  extend  only  to  trans- 
ferring corporations  already  listed,  between  the  FAA 
Schedules,  and  no  power  exists  to  delete  a  corporation  from 
the  Schedules.  It  is  not  clear  in  the  FAA  whether  the  Governor 
in  Council  can  add  to  the  Schedules  the  names  of  even 
wholly-owned  corporations  not  already  listed  in  one  of  the 
Schedules.  Further,  the  FAA  is  passive  in  allowing  but  not 
requiring  periodic  review  of  the  Schedules  and  transfers 
amongst  them  where  appropriate. 


32.  The  Auditor  General  recommends  that  all  government- 
controlled  corporations  be  scheduled  in  the  FAA  and  that  they 
be  subject  to  appropriate  provisions  in  order  to  ensure  that  the 
controls  Parliament  and  the  Government  require  are  clearly 
defined  and  recognized  by  all  parties  concerned. 

33.  The  National  Arts  Centre  Corporation  (NAC)  was  the 
only  corporation  to  appear  before  your  Committee  which  is  not 
listed  in  the  FAA  Schedules.  However,  it  is  one  of  the  corpora- 
tions that  clearly  depend  on  Government  financial  support. 

34.  The  Government  Proposals  do  not  require  that  all 
government-controlled  corporations  be  scheduled  under  the 
FAA,  and  they  specifically  exclude  from  scheduling  any  that 
are  not  wholly-owned.  The  Government  Proposals  state  that 
Parliament  is  to  be  better  informed  by  including  the  financial 
statements  of  all  government-controlled  corporations  in 
Volume  III  of  the  Public  Accounts.  Acquisition  of  a  control- 
ling interest  in  a  corporation  by  the  Government  will  require 
an  Order  in  Council  to  be  made  public. 

35.  The  absence  of  clear  knowledge  of  the  corporations 
controlled  by  the  Government  underscores  the  need  for  legisla- 
tion placing  them  under  parliamentary  scrutiny.  Parliament 
will  know  that  it  is  properly  and  fully  informed  on  the  status  of 
all  corporations  the  Government  controls  if  each  is  scheduled 
under  the  Financial  Administration  Act.  In  its  Report  on 
Polysar  Limited,  your  Committee  also  concluded  that  there 
was  a  need  for  clearly  defining  in  legislation  all  agencies  of  the 
Crown,  including  those  it  substantially  owns  or  effectively 
controls. 
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36.  If  all  government-controlled  corporations  are  scheduled, 
your  Committee  believes  that  Parliament  will  have  the  apport 
unity  to  determine  the  most  appropriate  forms  of  planning, 
scrutiny  and  control  for  each  class  of  corporation. 

37.  Your  Committee  concludes  that: 

(a)  Parliament  receives  inadequate  information  about  the 
existence  and  objectives  of  corporations  owned  by  the 
Government  of  Canada: 

(b)  the  FAA  definition  of  Crown  corporation  limits  the 
Act's  applicability  and  creates  confusion;  and 

(c)  present  legislation  does  not  sufficiently  provide  for 
regular  review  of  the  appropriateness  of  scheduling,  addi- 
tions and  deletions  from  the  Schedules,  and  the  orderly 
transfer  of  corporations  amongst  the  Schedules. 

38.  Your  Committee  recommends  that: 

(a)  the  FAA  be  amended  to  include  an  appropriate 
definition  of  a  government-controlled  corporation: 

(b)  Crown  corporation  Legislation  require  that  FAA 
Schedules  list  all  government-controlled  corporations  and 


contain 


les  list  all  government-controlled  corporatic 
provisions  for  appropriate  financial  control: 


(c)  the  Public  Accounts  include  annually  a  list  of  all 
corporations  controlled  by  the  Government  of  Canada  and 
provide  financial  statements  and  the  additional  informa- 
tion a  shareholder  might  expect  to  receive;  and 

(d)  the  Governor  in  Council  have  power  by  public  Order 
in  Council  to  effect  the  orderly  addition  to,  deletion  from, 
and  transfer  within  the  Schedules  of  the  FAA,  of  all 
government-controlled  corporations. 

B.  Classification  of  Government-Controlled  Corporations 

39.  The  FAA  now  specifies  the  following  criteria  for  a 
Crown  corporation  to  be  classified  under: 

(a)  Schedule  C 

"any  Crown  corporation  that  is  an  agent  of  Her  Majes- 
ty in  right  of  Canada  and  is  responsible  for  the  manage- 
ment of  trading  or  service  operations  on  a  quasi-com- 
mercial basis,  or  for  the  management  of  procurement, 
construction  or  disposal  activities  on  behalf  of  Her 
Majesty  in  right  of  Canada." 

(b)  Schedule  D 

"any  Crown  corporation  that 

(i)  is  responsible  for  the  management  of  lending  or 
financial  operations,  or  for  the  management  of  com- 
mercial and  industrial  operations  involving  the  produc- 
tion of  or  dealing  in  goods  and  the  supplying  of  services 
to  the  public;  and 

(ii)  is  ordinarily  required  to  conduct  its  operations 
without  appropriations." 

40.  The  Auditor  General  studied  all  of  the  33  Schedule  C 
and  D  corporations  which  he  audits.  He  noted  that  nearly  all 


of  them,  whether  listed  in  Schedule  C  or  D,  depended  largely 
on  public  funds  and  received  over  $700  million  in  budgetary 
appropriations  in  1976.  These  represent  a  small  proportion  of 
all  government-controlled  corporations. 

41.  The  St.  Lawrence  Seaway  Authority  is  an  example  of  a 
corporation  that  depends  largely  on  public  funds.  As  a 
Schedule  D  corporation,  it  would  ordinarily  be  required  to 
operate  without  government  appropriations,  yet  it  has  required 
substantial  public  funds  over  a  period  of  years.  The  Seaway, 
moreover,  is  an  integral  part  of  the  water  transportation 
system  in  Canada,  a  large  part  of  which  is  administered  by  the 
Ministry  of  Transport,  a  department  of  government  to  which 
different  and  more  stringent  forms  of  control  and  accountabili- 
ty apply. 

42.  If  a  corporation  carries  on  a  commercial  activity,  your 
Committee  does  not  question  the  need  for  a  form  of  organiza- 
tion which  provides  a  degree  of  operational  independence  from 
government.  However,  your  Committee  is  concerned  that, 
where  substantial  public  funds  are  provided  to  such  a  corpora- 
tion, financial  rules  should  take  account  of  the  source  of  funds 
that  it  administers. 

43.  The  Government  Proposals  advocate  that  all  criteria  for 
classifying  Crown  corporations  be  removed  from  the  FAA  and 
that  they  be  scheduled  according  to  the  degree  of  financial 
control  the  Government  desires  for  each.  Government  officials 
told  your  Committee  that  financial  viability  should  be  con- 
sidered in  determining  the  extent  of  government  control,  but 
that  there  may  be  other  criteria  as  well. 


44.  The  Canadian  Broadcasting  Corporation  was  cited  as 
one  example  meeting  the  other  criteria.  Although  not  purely 
commercial  in  nature  or  financially  viable,  it  has  been  classi- 
fied in  Schedule  D  to  give  it  the  operational  independence 
needed  to  ensure  its  artistic  integrity.  The  National  Arts 
Centre  Corporation  which  apparently  meets  the  same  criteria, 
is  not  included  in  any  of  the  Schedules  of  the  FAA. 

45.  Government  officials  did  not  tell  your  committee  how 
they  would  determine  the  financial  control  needed  or  provide  a 
list  showing  the  proposed  scheduling  of  existing  Crown  corpo- 
rations and  government-controlled  corporations  not  now  sched- 
uled. The  Government  Proposals,  moreover,  have  not  given 
details  concerning  the  nature  of  the  financial  controls  that 
would  apply  to  each  Schedule. 

46.  The  Auditor  General  told  your  Committee  that  the 
mechanisms  needed  to  ensure  accountability  and  control  over 
public  funds  need  not  infringe  on  the  operational  independence 
of  Crown  corporations. 

47.  The  Auditor  General's  Report  concludes  that  the  criteria 
used  to  classify  Crown  corporations  should  not  be  deleted  from 
the  FAA  but  should  be  clarified  and  applied.  One  classifica- 
tion should  be  provided  for  financially  dependent  corporations 
or  for  those  carrying  on  government-type  operations.  He  pro- 
posed at  least  one  other  classification  for  government-con- 
trolled corporations  that  meet  the  test  of  financial  viability  and 
carry  on  commercial  activities. 
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48.  Your  Committee  believes  that  all  government-controlled 
corporations  that  administer  public  funds  or  carry  on  govern- 
ment-type operations  should  submit  to  Parliament  the  infor- 
mation it  requires  to  monitor  their  performance  both  prospec- 
tively and  retrospectively.  Proper  classification  for  financial 
purposes  would  not  interfere  unduly  with  the  operational 
independence  they  require  to  achieve  their  stated  goals. 

49.  Your  Committee  concludes  that: 

(a)  government-controlled  corporation  objectives  and 
activities  have  not  been  subject  to  adequate  periodic 
review  by  Parliament  and  the  Government;  and 


55.  Your  Committee  heard  testimony  about  a  number  of 
government  loans  which  corporations  could  not  repay.  Among 
these  were  loans  to  the  St.  Lawrence  Seaway  Authority, 
National  Harbours  Board  and  the  Canadian  Dairy  Commis- 
sion. The  Auditor  General's  Report  criticized  the  lack  of 
effective  review  of  the  ability  to  repay  when  a  corporation 
requests  a  loan.  It  recommeded  that  corporations  follow  proce- 
dures common  in  the  private  sector  and  prepare  feasibility 
studies  for  use  by  the  Government  before  loans  are  granted. 
The  Report  stated  that  amounts  advanced  to  corporations 
should  be  treated  as  expenditures  in  the  accounts  of  Canada 
unless  repayment  is  likely. 


(b)  proper  accountability  is  required  for  all  expenditures 
of  public  funds  regardless  of  the  form  of  governmental 
organization  chosen  to  achieve  objectives. 

50.  Your  Committee  recommends  that: 

(a)  Crown  corporation  legislation  or  revisions  to  the  FAA 
contain  redefined  criteria  for  scheduling  all  government- 
controlled  corporations: 

(b)  Legislation  provide  separate  schedules  for  corpora- 
tions: 

(i)  substantially  dependent  on  public  funds  or  carrying 

on  government  operations; 

(ii)  meeting  the  test  of  financial  viability  and  carrying 

on  commercial  operations; 

(iii)  only  partly  government-owned;  and 

(c)  all  government-controlled  corporations  be  reviewed 
annually  by  the  Treasury  Board  to  determine  whether 
changes  in  their  objectives,  activities  or  dependence  on 
public  funds  require  a  change  in  scheduling  and  for  the 
President  of  the  Treasury  Board  to  make  a  recommenda- 
tion to  Parliament  based  on  the  criteria  in  (b)  above. 

C.  Financing  Methods 

51.  The  methods  used  by  government-controlled  corpora- 
tions to  finance  their  operations  have  a  significant  effect  on 
their  financial  statements  and  on  the  way  advances  to  them  are 
recorded  in  the  accounts  of  Canada. 

52.  Depending  on  the  form  of  financing,  the  corporations' 
statements  can  show  the  government's  contribution:  : 

(a)  as  a  loan  subject  to  repayment  and  bearing  interest; 

(fc)  as  share  capital  outstanding; 

(c)  as  a  credit  to  offset  deficits; 

(</)  as  contributed  surplus. 

53.  The  Government  records  the  first  two  types  as  invest- 
ments; the  last  two  are  written  off  in  the  accounts  of  Canada 
when  made. 

54.  Some  corporations  also  borrow  from  external  sources. 
Such  loans  are  not  recorded  in  the  accounts  of  Canada,  except 
as  contingent  liabilities  where  the  Government  guarantees 
them. 


56.  Your  Committee  noted  during  the  hearing  devoted  to 
the  St.  Lawrence  Seaway  Authority  that  debt  amounting  to 
$624  million  was  in  effect  forgiven  by  the  decision  to  treat  it  as 
a  permanent  investment,  rather  than  an  interest-bearing  loan. 
This  was  done  because  of  the  Seaway's  inability  to  repay  the 
principal  or  even  the  interest.  Because  of  this  treatment,  the 
amount  of  the  asset  in  the  accounts  of  Canada  was  not 
reduced,  although  a  reduction  had  been  recommended  by  the 
Auditor  General. 

57.  Your  Committee  considered  whether  corporations 
should  borrow  from  external  sources  instead  of  from  the 
Consolidated  Revenue  Fund.  The  Auditor  General's  Report 
criticized  this  practice  since  it  results  in  an  understatement  of 
the  net  debt  of  Canada  and  it  may  create  commitments 
against  the  Consolidated  Revenue  fund  without  the  specific 
approval  of  parliament.  Crown  corporations  report  external 
borrowings  in  capital  budgets  tabled  in  Parliament  but  these 
budgets  do  not  require  parliamentary  approval. 

58.  The  Government  Proposals  favour  extended  use  of  exter- 
nal financing  because  it  increases  flexibility  in  financing, 
curtails  the  cash  drain  on  the  Consolidated  Revenue  Fund,  and 
exposes  the  commercial  aspects  of  Crown  corporations  to 
market  disciplines. 

59.  The  draft  Crown  corporation  legislation  appended  to  the 
Government  Proposals  allows  all  Schedule  C  and  D  corpora- 
tions to  borrow  money  from  external  sources.  Schedule  C 
corporations  require  Governor  in  Council  approval,  and 
Schedule  D  corporations  require  Minister  of  Finance  approval 
except  for  loans  of  18  months  or  less.  The  Government  Pro- 
posals call  for  all  borrowings  by  Crown  corporations,  as  agents 
of  Her  Majesty,  to  be  listed  in  a  separate  schedule  in  the 
Public  Accounts.  Your  Committee  is  concerned  about  the 
potential  extra  cost  of  such  borrowings,  and  whether  the 
market  will  look  more  to  the  Government  than  to  the  corpora- 
tion for  repayment.  In  many  cases  there  may  be  an  implicit,  if 
not  a  legal  guarantee  by  the  Government  of  the  obligations  of 
corporations  it  controls.  Although  defaults  on  external  debt 
have  not  occurred  in  Canada,  they  have  been  experienced  by 
government  corporations  in  other  countries.  Your  Committee 
is  concerned  that  Crown  corporations  now  have,  and  would 
continue  to  have  under  the  Government  Proposals,  the  power 
to  negotiate  external  loans  without  specific  approval  by 
Parliament. 
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60.  Your  Committee  concludes  that: 

(a)  Crown  corporations  have  received  loans  where  budget- 
ary appropriations  would  have  been  more  suitable; 

(b)  Converting  unrecoverable  loans  to  equity  investments 
continues  to  overstate  the  assets  of  Canada;  and 

(c)  external  borrowing  by  government-controlled  corpora- 
tions creates  potential  charges  against  the  Consolidated 
Revenue  Fund  without  approval  of  Parliament. 

6 1 .  Your  Committee  recommends  that: 

(a)  corporations  support  requests  for  loans  with  feasibility 
studies,  cash  flow  projections  and  other  techniques  com- 
monly used  in  the  private  sector  and  that  loans  be  granted 
only  where  it  is  expected  all  principal  and  interest  will  be 
recovered; 

(b)  non-recoverable  loans  to  corporations  be  written  off  in 
the  accounts  of  Canada  through  budgetary  appropria- 
tions; and 

(c)  external  borrowing  by  corporations  be  subject  to 
specific  parliamentary  approval  through  the  Estimates. 


D.  Presentation  of  Financial  Plans  to  Parliament 

62.  Annual  capital  budgets  of  Crown  corporations  are  tabled 
in  Parliament.  If  a  corporation  requires  an  appropriation,  the 
Estimates  contain  limited  additional  information.  This  is  the 
only  financial  planning  information  Parliament  receives.  Oper- 
ating budgets  for  Schedule  C  Crown  corporations  are  prepared 
for  the  approval  of  the  appropriate  minister  and  the  President 
of  the  Treasury  Board,  but  these  are  not  tabled  in  Parliament. 

63.  Under  the  FAA,  the  Treasury  Board  prescribes  the  form 
of  the  Estimates.  However,  in  order  to  prescribe  the  form  of 
capital  and  operating  budgets,  the  Treasury  Board  needs  a 
joint  recommendation  of  the  President  of  the  Treasury  Board 
and  the  appropriate  minister. 

64.  The  Auditor  General  criticized  practices  in  his  1976 
Report  and  in  testimony.  Major  deficiencies  in  Crown  corpora- 
tion planning  documents  cited  were: 

(a)  poor  and  inconsistent  content,  form  and  quality; 

(b)  fragmentation  and  incomplete  portrayal  of  activities; 

(c)  omission  of  continuing  authorities  from  the  Estimates; 

(</)  failure  to  disclose  the  effect  of  proposed  capital 
projects  on  operational  costs; 

(e)  late  capital  and  operating  budgets;  and 

if)  the  lack  of  written  guidelines. 

65.  Your  Committee's  hearings  on  the  Canadian  Dairy 
Commission  {CDC)  and  the  St.  Lawrence  Seaway  Authority 
provided  examples  of  tome  of  the  deficiencies  noted  by  the 
Auditor  General. 


66.  Your  Committee  attempted  to  obtain  a  proper  under- 
standing of  the  financial  plans  of  the  CDC  as  protrayed  in  the 
Estimates.  A  number  of  sections  of  the  Estimates  contain 
information  about  CDC  but  activities  are  not  grouped  and 
budgeted  for  in  a  complete  manner  in  one  place.  Some  funds 
for  CDC  are  requested  by  another  Crown  agency.  The  Chair- 
man of  the  CDC  testified  that  he  too  found  it  difficult  to 
identify  in  the  Estimates  where  CDC's  funding  requests  were 
located  and  how  big  they  were. 

67.  The  CDC  Chairman  testified  that  the  Commission  is 
closely  controlled  by  Parliament  through  its  annual  review  of 
the  dairy  program.  Your  Committee  questions  this  assertion  in 
the  light  of  the  above  testimony. 

68.  Unless  the  recommendations  in  this  Report  are  adopted, 
Parliament  may  lose  its  annual  opportunity  to  review  St. 
Lawrence  Seaway  Authority  Estimates  because  the  Authority 
may  no  longer  require  appropriations  due  to  a  conversion  of 
interest-bearing  loans  to  an  equity  investment.  Your  Commit- 
tee heard  testimony  that  this  financing  practice  has  no  real 
bearing  on  the  Seaway's  intrinsic  ability  to  be  profitable.  The 
Corporation  continues  to  administer  assets  completely  paid  for 
by  public  funds  and  continues  to  carry  on  operations  of  a 
governmental  nature. 


69.  Your  Committee  noted  that  little  or  no  useful  informa- 
tion was  provided  in  support  of  a  requested  appropriation  by 
the  Seaway  to  cover  a  budgeted  deficit  of  about  $59  million. 
The  scant  information  excluded  such  basic  operational  data  as 
the  projected  gross  revenue  and  expenses.  This  would  be 
corrected  if  operating  budgets  were  integrated  with  the 
Estimates. 


70.  The  Government  proposals  require  that  operating  budg- 
ets be  tabled  in  Parliament  if  substantial  funds  are  required, 
and  that  operating  and  capital  budgets  be  tabled  at  the  same 
time  as  the  Estimates  where  possible.  They  also  provide  for 
multi-year  financial  plans,  but  these  will  not  be  tabled  in 
Parliament.  The  Treasury  Board  will  gain  sole  authority  to 
specify  the  form  and  nature  of  information  to  be  presented  in 
capital  and  operating  budgets. 


71.  Government  officials  stated  that  their  particular  concern 
was  to  introduce  some  order  into  financial  planning  by  Crown 
corporations.  They  cited  the  need  for  legislation  before  acting 
in  this  area.  Your  Committee  is  concerned  that  wrong  or 
conflicting  decisions  might  result  if  the  plans  submitted  contin- 
ue to  be  fragmented  or  incomplete. 

72.  The  Auditor  General  said  that,  although  the  Govern- 
ment proposals  would  improve  the  resource  allocation  and 
budgetary  control  process,  the  Estimates,  operating  budgets 
and  capital  budgets  of  Crown  corporations  still  would  not  be 
combined  to  provide  an  integrated  set  of  plans  conveniently 
available  in  the  Estimates.  Without  such  integrated  plans,  it 
would  be  virtually  impossible  for  Parliament  to  hold  individual 
Crown  corporations  to  account. 
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73.  Testimony  from  government  officials  did  not  explain 
why  the  Estimates  could  not  contain  integrated  financial  plans; 
however,  they  were  concerned  that  disclosure  of  operating 
budgets  could  place  Crown  corporations  at  a  competitive 
disadvantage.  Your  Committee  noted,  however,  that  this  argu- 
ment does  not  apply  to  the  many  Crown  corporations  that  do 
not  compete  with  the  private  lector. 

74.  Your  Committee  believes  that  current  FAA  provisions 
do  not  provide  the  basis  for  Parliament  and  the  Government  to 
receive  the  type  of  information  necessary  to  decide  on  resource 
allocation.  The  poor  quality  of  information  and  the  delays  in 
providing  it,  make  this  unsatisfactory  situation  still  worse. 

75.  Your  Committee  believes  that  the  growing  size  and 
complexity  of  government  demand  that  Crown  corporations 
submit  integrated  financial  plans  to  Parliament  so  that  par- 
liamentarians can  effectively  review  proposeduses  of  public 
funds.  Your  Committee  believes  that  to  facilitate  Parliament's 
review  of  plans  and  to  establish  the  basis  for  their  subsequent 
accountability,  the  various  budget  documents  now  submitted 
by  Crown  corporations  should  be  improved  in  quality  and 
consolidated  to  provide  a  complete  plan  of  proposed  activities. 

76.  Your  Committee  concludes  that: 

(a)  the  financial  plans  submitted  by  corporations  requir- 
ing public  funds  or  carrying  on  governmental  operations 
do  not  facilitate  informed  decision-making  or  provide  a 
proper  basis  for  subsequent  accountability; 

(b)  information  presented  to  Parliament  and  the  Govern- 
ment needs  to  be  integrated  and  significantly  improved  in 
form  and  quality;  and 

(c)  The  Treasury  Board  has  taken  little  initiative  to 
improve  the  reporting  of  financial  plans  of  Crown  corpo- 
rations to  Parliament  and  the  Government. 

77.  Your  Committee  recommends  that: 

(a)  all  government-controlled  corporations  that  depend  on 
public  funds  or  carry  on  operations  of  a  governmental 
nature  submit  comprehensive  financial  plans  as  part  of 
the  Estimates  process;  and 

(b)  the  Treasury  Board  provide  adequate  guidance  to 
eliminate  the  deficiencies  in  the  Estimates. 

E.  Financial  Reporting 

78.  Your  Committee  heard  testimony  on  two  aspects  of 
financial  reporting  of  Crown  corporations:  (1)  the  nature  and 
format  of  reporting  in  the  Public  Accounts  of  Canada  and 
annual  reports;  and  (2)  the  accounting  principles  Crown  cor- 
porations use  in  preparing  financial  statements. 

79.  Your  Committee  also  heard  that: 

(a)  the  Canadian  Dairy  Commission  does  not  report 
financial  results  on  a  basis  consistent  with  that  used  when 
funds  are  appropriated; 


(6)  the  National  Capital  Commission  (NCQ  tabled  its 
Annual  Report  for  1976  in  the  House  five  months  after 
the  statutory  filing  date;  and 

(c)  no  central  government  agency  has  legislative  authority 
to  ensure  that  reports  are  tabled  on  a  timely  basis. 

80.  Where  corporations  undertake  activities  of  a  governmen- 
tal nature,  the  Public  Accounts  of  Canada  do  not  reveal  the 
relationship  of  these  activities  to  similar  ones  carried  out 
through  the  departmental  form  of  government  organization. 
For  example,  the  cost  of  providing  a  system  of  water  transpor- 
tation in  Canada  is  borne  through  government  departments 
and  government-controlled  corporations.  The  total  cost  of 
providing  this  transportation  facility  is  not  disclosed  anywhere 
in  the  Public  Accounts  of  Canada. 

81.  Volume  III  of  the  Public  Accounts  contains  the  financial 
statements  of  Crown  corporations,  but  most  other  government- 
controlled  corporations  do  not  appear  there.  Volune  III  does 
not  summarize  financial  information,  such  as  advances  from 
public  funds,  presented  in  the  individual  Crown  corporation 
financial  statements. 

82.  Government  officials  told  your  Committee  that  they  did 
not  have  a  clear  understanding  of  the  nature  and  extent  of 
information  required  by  parliamentarians  and  that  they  would 
hesitate  to  summarize  the  information  described  in  Paragraph 
81  above.  Accordingly,  they  Limited  their  proposals  to  improv- 
ing financial  reporting  by  Crown  corporations  by  publishing 
the  statements  of  all  government-controlled  corporations  in  the 
Public  Accounts. 

83.  The  Government  Proposals  also  provide  that  the  content 
of  published  annual  reports  of  Crown  corporations  will  contin- 
ue to  be  prescribed  by  the  appropriate  minister. 

84.  The  Public  Accounts  of  Canada  do  not  lay  before 
Parliament  the  financial  information  needed  to  assess  activities 
of  Crown  corporations  in  relation  to  departmental  activities  or 
to  understand  their  collective  impact.  Parliament  and  the 
public  should  not  have  to  become  experts  on  the  Public 
Accounts  or  compile  data  dispersed  through  three  volumes. 
The  Government's  accountants  should  have  the  professional 
competence  and  independence  to  provide  meaningful  summary 
information. 

85.  Your  Committee  heard  extensive  testimony  on  whether 
or  not  Crown  corporations  should  adhere  to  Generally  Accept- 
ed Accounting  Principles  as  laid  down  by  the  Canadian  Insti- 
tute of  Chartered  Accountants.  It  noted  that  the  Government 
requires  corporations  in  the  private  sector  to  adhere  to  these 
Principles. 

86.  The  Government  Proposals  reject  a  statutory  require- 
ment for  adherence  to  the  Principles.  Government  officials 
said  that  certain  departures  may  be  warranted  and  cited  basic 
differences  between  Crown  corporation  objectives  and  the 
primary  private  sector  objective  of  profitability.  They  testified 
that  (1 )  they  would  wish  greater  disclosure  by  Crown  corpora- 
tions, including  disclosure  of  matters  not  related  to  accounting 
such  as  the  use  of  agents  in  obtaining  overseas  orders  and 


701 


information  about  the  organization  itself;  and  (2)  the  Govern- 
ment Proposals  would  require  Treasury  Board  to  approve 
accounting  principles  for  each  corporation  wholly  owned  by 
the  Government. 

87.  The  officials  were  unable  to  provide  your  Committe  with 
examples  of  specific  instances  in  which  they  would  recommend 
accounting  principles  less  stringent  than  those  recommended 
by  the  Canadian  Institute  of  Chartered  Accountants. 

88.  During  hearings  on  individual  Crown  corporations,  such 
as  AECL  and  the  St.  Lawrence  Seaway  Authority,  your 
Committee  noted  that  departures  from  the  use  of  the  Princi- 
ples had  resulted  in  reporting  assets  at  higher  levels  and  costs 
at  lower  levels  than  if  assets  of  questionable  value  were  written 
off,  and  yet  interest  on  loans  and  depreciation  were  provided 
for  as  the  Principles  require. 

89.  After  several  hours  of  testimony  from  the  Auditor 
General,  expert  accounting  witnesses,  and  government  offi- 
cials, your  Committee  does  not  understand  why  the  Govern- 
ment Proposals  reject  mandatory  use  of  the  Principles.  No 
instances  were  cited  where  they  would  not  be  appropriate.  One 
official  suggested  that  this  would  not  be  appropriate.  One 
official  suggested  that  this  would  provide  a  "Loophole"  for 
exceptional  circumstances. 

90.  Your  Committe  acknowledges  that  the  Government  may 
not  wish  to  be  always  bound  by  practices  recommended  by  a 
professional  organization.  Nevertheless,  Parliament  can 
always  legislate  exemptions.  The  widely  understood  rules  that 
apply  to  the  private  sector  should  not  have  to  be  relearned  by 
those  preparing,  auditing  and  using  financial  information  of 
Crown  corporations,  and  the  Government  should  not  need  to 
duplicate  work  already  done. 

91.  Your  Committee  concludes  that: 

(a)  financial  reports  by  corporations  should  provide  better 
accountability  to  Parliament  and  the  Government  for  the 
use  of  resources  provided  from  the  public  purse;  and 

(b)  failure  to  apply  the  Generally  Accepted  Accounting 
Principles  of  the  private  sector  to  Crown  corporations  is 
inconsistent  with  the  choice  of  the  corporate  form  of 
organization  and  is  detrimental  to  effective  communica- 
tion of  financial  information.  The  Government  Proposals 
provide  sweeping  power  to  Treasury  Board  to  determine 
how  the  financial  position  and  results  of  operations  of 
Crown  corporations  are  disclosed  to  Parliament. 

92.  Your  Committee  recommends  that: 

(a)  the  Public  Accounts  of  Canada  be  improved  by: 

(i)  Integrating  in  Volume  II  departmental  and  corpo- 
rate financial  data; 

(ii)  comparing  all  financial  data  in  Volume  II  with  the 
information  in  the  Estimates;  and 

(iii)    providing    summary    financial    information    in 
Volume  III;  and 
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(b)  Legislation  require  Crown  corporations  by  regulation 
to  adhere  to  Generally  Accepted  Accounting  Principles  as 
recommended  by  the  Canadian  Institute  of  Chartered 
Accountants  plus  such  other  information  as  Treasury 
Board  may  specifically  direct. 


F.  Financial  management  Practices  of  Crown  Corporations 

93.  Your  Committee  questioned  in  detail  the  senior  manage- 
ment of  those  Crown  corporations  who  appeared  before  it, 
including  AECL,  on  the  adequacy  of  their  financial  manage- 
ment and  control  practices. 

94.  In  the  hearing  on  Eldorado  Nuclear  Limited,  your 
Committee  heard  testimony  which  indicated  that  its  senior 
officers  recognize  the  importance  of  proper  financial 
management. 

95.  Eldorado  management,  with  the  endorsement  of  its 
Board  of  Directors,  has  adopted  a  code  of  ethics  to  guide 
management  and  employees  in  confidentiality,  disclosure  and 
administration  and  conflicts  of  interest.  It  is  of  concern  to  your 
Committee  that  members  of  the  Board  were  exempted  from 
signing  this  conflict-of-interest  declaration. 

96.  Your  Committee  was  pleased  to  note  that  an  audit 
committee  of  the  Eldorado  Board  has  been  formed  as  a  further 
positive  step  towards  improving  its  financial  management  and 
control  system. 

97.  Major  deficiencies  were  noted  in  financial  management 
and  control  within  the  National  Arts  Centre  Corporation,  a 
corporation  not  classified  as  a  Crown  corporation.  These 
included  the  failure  to  provide  for  proper  controls  over  lease 
revenues,  over  payrolls,  and  over  short-term  investments.  Also 
the  Committee  noted  with  concern  the  NAC's  failure  to  obtain 
proper  approval  for  purchase  of  a  computer  system,  to  estab- 
lish an  internal  audit  function,  and  to  reduce  the  losses 
incurred  on  its  restaurant  operations.  Arguments  were  present- 
ed by  the  NAC  that  financial  management  and  control  stand- 
ards might  infringe  on  the  artistic  independence  of  the 
Corporation. 

98.  Your  Committee  examined  the  financial  practices  of  the 
National  Capital  Commission  including  the  timing  of  its 
annual  report,  its  tendering  procedures  foi  leased  properties, 
the  need  for  an  audit  committee,  and  its  financial  reporting 
practices.  The  NCC  agreed  with  all  of  the  recommendations 
made  by  the  Auditor  General's  financial  management  and 
control  study  and  reported  that  it  had  begun  action  to  correct 
the  deficiencies. 

99.  Your  Committee,  in  considering  the  financial  manage- 
ment practices  of  the  Canadian  Dairy  Commission,  noted  with 
concern  its  failure  to  implement  basic  controls  over  inventories 
and  sales  orders.  It  also  noted  the  previous  lack  of  a  chief 
financial  officer  with  appropriate  status  and  reporting  relation- 
ships. Officials  testified  that  they  planned  to  have  most  major 
problems  in  financial  management  and  control  corrected 
March  31,  1978.  Your  Committee  remains  concerned  about 
the  length  of  time  between  the  submission's  of  the  Auditor 
General's  recommendations  and  the  Commission's  proposed 
target  implementation  dates. 
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100.  Your  Committee  received  and  attached  to  its  Minutes 
of  Proceedings  and  Evidence,  copies  of  progress  reports  from 
other  Crown  corporations  on  implementing  recommendations 
of  the  Auditor  General.  It  was  encouraging  to  note  the  positive 
action  reported.  The  Auditor  General  testified  that  it  was  too 
early  to  judge  the  success  of  these  corrective  actions.  Your 
Committee  will  review  the  Auditor  General's  monitoring  of 
these  efforts. 

101.  Although  financial  management  and  control  practices 
vary  in  quality  from  corporation  to  corporation,  your  Commit- 
tee concludes  that  many  Crown  corporation  directors  and 
management  have  not  managed  public  funds  entrusted  to  them 
with  proper  attention  to  sound  financial  management  and 
control  practices. 

102.  Your  Committee  recommends  that  the  Auditor  Gener- 
al follow  up  and  report  back  to  this  Committee  on  the 
implementation  of  recommendations  in  his  reports  on  the 
financial  management  and  control  of  Crown  corporations. 

G.  Responsibilities  of  Central  Agencies  of  the  Government 

103.  During  hearings,  your  Committee  heard  evidence  that 
the  FAA  does  not  clearly  provide  for  a  role  for  a  central 
government  agency  in  many  of  the  areas  where  the  Auditor 
General  reported  serious  deficiencies  as  a  result  of  his  financial 
management  and  control  study  of  Crown  corporations. 

104.  Government  officials  cited  the  lack  of  specific  legisla- 
tive authority  as  the  reason  for  not  acting  in  many  of  these 

reas.  They  said  that  they  rely  on  persuasion  and  diplomacy  to 
obtain  certain  information. 

105.  Your  Committee  noted  that  Treasury  Board  has  the 
legal  authority  to  prescribe  the  form  of  the  Estimates.  During 
hearings,  it  became  clear  to  your  Committee  that  the  Esti- 
mates frequently  fail  to  provide  Parliament  or  the  Government 
with  adequate  information  concerning  the  activities  for  which 
corporations  are  requesting  funds.  The  Treasury  Board  has 
taken  no  significant  action  to  remedy  this  deficiency. 

106.  The  Auditor  General  recommended  that  legislation 
clearly  define  the  role  of  a  central  agency  in  ensuring  that  all 
segments  of  the  public  purse  be  protected  and  that  a  proper 
accountability  be  provided  for  all  expenditures  of  public  funds. 
He  recommended  that  a  central  agency  provide  direction  and 
leadership  by: 

(a)  setting  standards  for  financial  management  and  con- 
trol practices; 

(b)  ensuring  that  the  financial  plans  of  these  corporations 
provide  complete  and  meaningful  information  to  Parlia- 
ment and  the  Government; 

(c)  providing  comparisons  of  actual  results  to  approved 
plans;  and 

(d)  ensuring  that  the  financial  reporting  of  corporations 
be  based  on  Generally  Accepted  Accounting  Principles, 
consistently  applied,  and  include  appropriate  supplemen- 
tary information. 

107.  Because  of  the  serious  weaknesses  in  Crown  corpora- 
on  financial  management  and  control,  the  Auditor  General 


was  of  the  opinion  that  ministers,  boards  of  directors,  and 
management  would  welcome  a  central  agency's  guidance  on 
standards.  These  standards  would  not  infringe  on  the  responsi- 
bility of  boards  of  directors  and  management,  but  would  help 
them  to  establish  essential  controls. 

108.  The  Government  Proposals  call  for  the  responsibility  of 
financial  management  and  control  to  remain  exclusively  with 
boards  of  directors.  The  Government  Proposals  state  that  the 
Government  will  outline  its  recommended  administrative  sys- 
tems and  procedures  to  the  Royal  Commission  on  Financial 
Management  and  Accountability.  The  content  of  this  outline 
had  not  been  finalized  and  therefore  was  not  available  to  either 
your  Committee  or  the  corporations. 

109.  Your  Committee  notes  that  discussion  on  the  Govern- 
ment Proposals  is  incomplete;  that  anticipated  Legislation  has 
not  yet  been  prepared;  and  that  the  Royal  Commission  is  still 
sitting.  In  addition,  the  Auditor  General  has  expressed  his 
concern  that  too  much  time  will  elapse  before  action  is  taken 
to  correct  the  deficiencies  revealed  to  your  Committee. 

110.  It  is  the  opinion  of  your  Committee  that  Treasury 
Board  officials  could  have  done  more  under  existing  legislation 
to  effect  improvements  in  financial  management  and  control  of 
Crown  corporations  and  in  the  methods  used  to  achieve 
accountability  to  Parliament. 

111.  Your  Committee  shares  the  Auditor  General's  concern 
that  delay  is  neither  necessary  nor  acceptable  and  supports  his 
suggestions  that  at  least  the  following  could  be  done  now: 

(o)  give  Parliament  comprehensive  information  on  gov- 
ernment-controlled corporations; 

(b)  require  proper  feasibility  studies  for  loans  requested 
from  the  Government; 

(c)  establish  guidelines  for  Crown  corporations  on  the 
form  and  content  of  capital  and  operating  budgets; 

(d)  request  Crown  corporations  to  table  operating  budgets 
at  the  same  time  as  the  Estimates  if  appropriations  or 
loans  are  being  sought; 

(e)  encourage  Crown  corporations  to  adhere  to  Generally 
Accepted  Accounting  Principles;  and 

(/)  provide  standards  and  preferred  practices  to  Crown 
corporations  on  financial  management  practices. 

112.  If  the  aboveactions  were  taken,  it  would  be  normal  to 
expect  that  the  ministers  responsible  would  ensure  that  Crown 
corporations  co-operate  fully  with  the  central  agency. 

113.  Your  Committee  rejects  the  position  advanced  by 
spokesmen  for  some  Crown  corporations  that  government-pre- 
scribed standards  for  financial  management  and  control  would 
infringe  on  the  independence  of  corporation  directors  and 
management  and  diminish  their  responsibility.  Your  Commit- 
tee believes  that  public  funds  demand  public  accountability. 

1 14.  Your  Committee  believes  that  immediate  action  should 
be  taken  and  that  Treasury  Board  should  not  wait  for  legisla- 
tion. It  supports  the  view  of  the  Auditor  General  that  the 
Comptroller  General  should  exercise  responsibility  in  this  area. 
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1 15.  Your  Committee  concludes  that: 

(a)  no  agency  of  government  has  yet  been  assigned  re- 
sponsibility for  giving  financial  leadership  and  monitoring 
public  funds  entrusted  to  corporations;  and 

(b)  central  agencies  have  not  yet  used  effectively  the 
authorities  they  have  been  given. 

1 16.  Your  Committee  recommends  that: 

(a)  the  role  of  the  Comptroller  General  be  clearly  defined 
to  ensure  that  public  funds  administered  through  the 
corporate  form  of  government  organization  be  subject  to 
proper  standards  of  financial  management,  control  and 
accountability;  and 

(b)  the  Treasury  Board  Secretariat  initiate  action  now  to 
redress  deficiencies  noted  in  the  Auditor  General's  Finan- 
cial Management  and  Control  Study. 


from  auditors  of  Crown  corporations  to  satisfy  his  responsibili- 
ties as  auditor  of  the  accounts  of  Canada  may  extend  to 
efficiency  and  effectiveness  areas,  although  it  would  not  now 
be  his  intention  to  pursue  this  broader  mandate. 

122.  The  Auditor  General  suggested  that  new  legislation 
should  clarify  whether  or  not  private  auditors  should  broaden 
their  scope  when  auditing  government-controlled  corporations 
that  depend  on  public  funds  or  carry  on  governmental 
operations. 

123.  Government  officials  expressed  concern  that  private 
firms  might  be  placed  in  some  difficulty  or  be  embarrassed  if 
they  were  asked  to  apply  the  value-for-money  audit  concept. 
However,  a  partner  of  a  national  accounting  firm  testified  that 
private  firms  are  capable  of  doing  such  audits. 


H.  Audit 

117.  The  audit  requirements  for  most  Crown  corporations 
are  contained  either  in  the  FAA  or  in  the  legislation  incor- 
porating them.  The  requirements  of  the  FAA  go  beyond  those 
that  generally  apply  in  the  private  sector  in  that  Section  77(1) 
requires  the  auditor  to  ".  .  .  call  attention  to  any  other  matter 
falling  within  the  scope  of  his  examination  that  in  his  opinion 
should  be  brought  to  the  attention  of  Parliament." 

118.  Your  Committee  noted  that  in  his  1977  Report,  the 
Auditor  General  stated  his  intention  to  audit  corporations  that 
depend,  in  whole  or  in  part,  on  public  funds  in  the  same 
manner  and  using  the  same  mandate  as  for  departments. 

119.  In  testimony  before  your  Committee,  the  Auditor 
General  explained  that  this  meant  applying  his  mandate  under 
Section  7(2)  of  the  Auditor  General  Act  which  requires  him  to 
report  if: 

"(d)  money  has  been  expended  without  due  regard  to 
economy  or  efficiency;  or 

(e)  satisfactory  procedures  have  not  been  established  to 
measure  and  report  the  effectiveness  of  programs,  were 
such  procedures  could  appropriately  and  reasonably  be 
implemented." 


124.  Your  Committee  believes  that  the  standard  of  audit 
and  accountability  for  public  funds  spent  by  corporations 
should  not  be  less  than  that  required  of  the  Government  itself. 
Through  the  recently  enacted  Auditor  General  Act,  Parlia- 
ment has  prescribed  the  types  of  audits  it  expects  where  public 
funds  are  involved.  Similar  standards  should  apply  to  many 
government-controlled  corporations.  The  different  standards  of 
the  private  sector  are  adequate  only  if  the  corporation  is 
carrying  on  a  commercial  activity  and  is  not  significantly 
dependent  on  public  funds. 

125.  Your  Committee  concludes  that  present  legislation 
does  not  clearly  provide  for  consistent  standards  of  audit  for 
public  funds  whether  administered  by  the  corporate  form  of 
government  organization  or  by  government  departments. 

1 26.  Your  Committee  recommends  that: 

(a)  Crown  corporation  legislation  prescribe  the  same 
audit  standards  as  provided  for  departments,  for  govern- 
ment-controlled corporations  funded  from  the  public 
purse  and  which  carry  on  operations  of  a  governmental 
nature; 

(b)  the  Auditor  General  fulfil  his  legislative  mandate 
under  Section  7(2)(a0  and  (e)  of  the  Auditor  General  Act 
for  all  Crown  corporations  of  which  he  is  the  auditor  and 
which  are  partly  or  wholly  dependent  on  public  funds;  and 


120.  In  arriving  at  this  position,  the  Auditor  General  testi- 
fied that  both  accounting  and  legal  counsel  supported  this 
interpretation  of  the  Auditor  General  Act  and  that  he  felt 
Parliament  would  not  wish  him  to  apply  different  standards  to 
corporations  that  are  governmental  in  nature  and  depend,  in 
whole  or  in  part,  on  public  funds. 

121.  Your  Committee  noted  that  existing  legislation  and  the 
Government  Proposals  do  not  specifically  require  this  type  of 
audit  for  government-controlled  corporations  where  the 
appointed  auditors  are  private  firms.  Your  Committee  also 
noted  that  the  information  the  Auditor  General  may  require 


(c)  legislation  provide  the  same  mandate  for  private  audi- 
tors as  for  the  Auditor  General  in  auditing  government- 
controlled  corporations  that  depend  significantly  on  public 
funds  or  carry  on  operations  of  a  governmental  nature. 

127.  A  copy  of  the  relevant  Minutes  of  Proceedings  and 
Evidence  (Issues  Nos.  1.  14,  15,  16,  17,  18,  22,  24,  25,  27,  28, 
29,  30.  31,  32,  33  and  38  of  the  Second  Session  and  Issues 
Nos.  1,6,7,9,  10,  11,  12,  13,  Hand  22  of  the  Third  Session) 
is  tabled. 

Respectfully  submitted, 

RON  HUNTINGTON, 
Chairman 
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REPORT  OF  THE  STANDING  COMMITTEE  ON  PUBLIC  ACCOUNTS 
TO  THE  HOUSE  OF  COMMONS,  JUNE  29,  1978 


REPORT  TO  THE  HOUSE 

Thursday,  June  29,  1978 

The  Standing  Committee  on  Public  Accounts  has  the 
honour  to  present  its 

THIRD  REPORT 

1.  In  accordance  with  its  permanent  Order  of  Reference 
contained  in  the  Standing  Orders  of  the  House  of  Commons, 
your  Committee  has  considered  the  Reports  of  the  Auditor 
General  of  Canada  to  the  House  of  Commons  for  the  fiscal 
years  ended  March  31,  1976,  and  March  31,  1977,  and  in 
particular,  the  following  items: 

(a)  1976  Report — Appendices  D  and  E — Financial  Man- 
agement and  Control  Studies,  and  the  1977  Report — 
Appendix  D — Financial  Management  and  Control  Study; 

(b)  1977  Report — Parts  3,  4,  5,  and  6 — Computer  and 
Information  Systems  Evaluation  Study,  and  paragraph 
17.10 — Weaknesses  in  control  over  Unemployment  Insur- 
ance benefit  payments; 

(c)  1977  Report — Special  Audits  and  Inquiries — Para- 
graphs 10.9,  10.10,  10.16  to  10.21  inclusive,  11.1  to  11.19 
inclusive,  12.1  to  12.18  inclusive,  and  12.31  to  12.40 
inclusive;  and 

(d)  1977  Report— Valuation  of  Pension  Accounts;  and 
Canada  Pension  Plan — Projected  Deficiency — Para- 
graphs 14.9  and  17.6. 

2.  The  co-operation  of  the  following  witnesses  is 
acknowledged: 

From  the  Department  of  the  Secretary  of  State: 
Mr.  A.  Fortier,  Under  Secretary  of  State; 
Mr.  G.  T.  Rayner,  Senior  Assistant  Under  Secretary  of 

State; 
Mr.   R.  J.   Lachapelle,  Director  General,  Education 

Support  Branch; 
Mr.  P.  E.  Larose,  Superintendent  of  Translation. 

From  the  Department  of  Indian  Affairs  and  Northern 
Development: 

Mr.  A.  Kroeger,  Deputy  Minister; 
Mr.  R.  J.  Fournier,  Assistant  Deputy  Minister,  Finance 

and  Administration; 
Mr.  R.  J.  Knox,  Director  General,  Program  Support 

(Indian  and  Eskimo  Affairs  Program). 


From  the  Department  of  Supply  and  Services: 

Mr.  J.  L.  Fry,  Deputy  Minister  of  Services  and  Deputy 
Receiver  General  of  Canada; 

Mr.  G.  A.  Berger,  Assistant  Deputy  Minister,  Com- 
mercial Supply; 

Mr.  D.  J.  Steele,  Assistant  Deputy  Minister,  Manage- 
ment Services,  Services  Administration; 

Mr.  B.  Crossfield,  Director  General,  Compensation 
Services  Branch; 

Mr.  K.  W.  Reed,  Director  General,  Payment  Services 
Branch; 

Mr.  D.  C.  Baxter,  Director  General,  Data  Processing 
Branch; 

Mr.  A.  G.  Irvine,  Director  General,  Government  of 
Canada  Accounting  Branch,  Services  Administra- 
tion; 

Mr.  T.  Dunbar,  Director,  Central  Accounting,  Govern- 
ment of  Canada  Accounting  Branch. 

From  the  Royal  Canadian  Mounted  Police- 
Superintendent  F.  Fedor. 

From  the  Department  of  Employment  and  Immigration: 

Mr.  J.  L.  Manion,  Deputy  Minister; 

Mr.  R.  St.  Laurent,  Executive  Director,  Benefit 
Program; 

Mr.  F.  Godbout,  Executive  Director,  Finance  and 
Administration; 

Mr.  B.  K.  Dertinger,  Executive  Director,  National  Sys- 
tems and  Services. 

From  the  Department  of  National  Revenue — Taxation: 
Mr.  B.  MacDonald,  Deputy  Minister; 
Mr.    H.    E.    Garland,    Assistant    Deputy    Minister, 
Operations; 

Mr.  D.  S.  Brooks,  Acting  Assistant  Deputy  Minister, 
Systems  and  Planning. 

From  the  Department  of  Finance: 

Mr.  D.  Clark,  Assistant  Director,  Federal-Provincial 
Relations  Division: 

Mr.  R.  A.  McLarty,  Senior  Economist,  Social  Develop- 
ment and  Manpower  Policy  Division; 

Mr.  L.  Konomis,  Chief,  Special  Projects,  Government 
Finance  Division. 
From  Statistics  Canada: 

Mr.  P.  Kirkham,  Chief  Statistician  of  Canada; 
Mr.  N.  Francino,  Director  General,  Policy,  Planning 
and  Evaluation  Branch. 
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From  the  Department  of  Energy,  Mines  and  Resources: 
Mr.  C.  H.  Smith,  Senior  Assistant  Deputy  Minister; 
Mr.    W.     McKim,    Assistant    Deputy    Minister    of 
Administration; 

Mr.  H.  D.  Fleck,  Director,  Financial  Services. 
From  the  Canada  Council: 
Mr.  Charles  Lussier,  Director; 
Mr.  T.  Porteous,  Associate  Director; 
Mr.    C.    Gauthier,    Director   of  Administration   and 

Finance. 
From  the  National  Museums  of  Canada: 

Mr.  Andre  Bachand,  Vice-Chairman  of  the  Board  of 

Trustees  of  the  National  Museums  of  Canada;  and 

Chairman  of  the  Special  Committee  on  Finance  and 

Audit  of  the  Board  of  Trustees; 

Ms.  Jennifer  R.  McQueen,  Acting  Secretary  General; 

Mr.  Richard  Herring,  Assistant  Secretary  General, 
Planning  and  Administration; 

Mr.  Arthur  Trickey,  Assistant  Secretary  General, 
Finance  and  Administration; 

Mr.    Dann    Michols,    Director,    Museum    Assistance 
Programme. 
From  the  Department  of  National  Health  and  Welfare: 

Miss  A.  K.  Liljefors,  Director,  Planning  and  Evalua- 
tion, Income  Security  Programs  Branch; 

Mr.   D.   Smith,   Acting   Director  General,    Financial 
Administration. 
From  the  Department  of  Insurance: 

Mr.  W.  Riese,  Chief  Actuary. 
From  the  Treasury  Board: 

Mr.  R.  L.  Richardson,  Deputy  Secretary,  Program 
Branch; 

Mr.  S.  Mensforth,  Deputy  Secretary,  Financial 
Administration  Branch; 

Mr.  P.  Meyboom,  Deputy  Secretary,  Administrative 
Policy  Branch; 

Mr.  W.  Pajor,  Director,  Information  Systems  Division, 
Administrative  Policy  Branch; 

Mr.  A.  G.  Ross,  Director,  Financial  Policy  Develop- 
ment, Financial  Administration  Branch; 

Mrs.  N.  Gendreau,  Director,  Evaluation,  Analysis  and 
Data  Services  Division,  Personnel  Policy  Branch; 

Mr.  D.  D.  Harris,  Director,  Administrative  Standards 
Division,  Administrative  Policy  Branch; 

Mr.  W.  A.  Kelm,  Director,  Pension  and  Benefits  Divi- 
sion, Personnel  Policy  Branch; 

Mr.  N.  H.  Duncan,  Group  Chief,  Financial  Policy 
Research  and  Advisory  Services  Division.  Financial 
Administration,  Branch; 

Mr.  A.  Silverman,  Group  Chief,  Financial  Policy 
Evaluation  Division,  Financial  Administration 
Branch; 

Mr.  J.  VanDoornick,  Senior  Project  Officer,  Adminis- 
trative Standards  Division,  Administrative  Policy 
Branch. 


From  the  Auditor  General's  Office: 

Mr.  J.  J.  Macdonell,  Auditor  General  of  Canada; 
Mr.  R.  Chatelain,  Deputy  Auditor  General; 
Mr.  R.  Dubois,  Assistant  Auditor  General; 
Mr.  P.  D.  Lafferty,  Assistant  Auditor  General; 
Mr.  H.  Hayes,  Director  General,  Audit  Operations; 
Mr.  E.  Dickson,  Director  General,  Audit  Operations; 
Mr.  E.  Peters,  Principal,  Computer  Audit  Services; 

Mr.  E.  F.  McNamara,  Principal,  Study  of  Procedures 

in  Cost  Effectiveness; 
Mr.  P.  D.  Ward,  Principal,  Financial  and  Management 

Control  Study; 
Mr.  B.  Thompson,  Principal,  Audit  Operations; 

Mr.  M.  W.  Greenwood,  Director,  Special  Audits  and 
Inquiries; 

Mr.  W.  Comerford,  Manager,  Audit  Operations; 

Mr.  R.  J.  Rosen,  Adviser  to  the  Auditor  General, 
Computer  and  Information  Systems; 

Mr.  D.  Desautels,  Special  Adviser,  Unemployment  In- 
surance Commission  Statistical  Sampling  Study; 

Mr.  L.  J.  Duff,  Project  Leader,  Computer  and  Infor- 
mation Systems  Evaluation  Study; 

Mr.  R.  Healey,  Project  Leader,  Computer  and  Infor- 
mation Systems  Evaluation  Study; 

Mr.  E.  Case,  Study  Team  Leader,  Financial  Manage- 
ment and  Control  Study; 

Mr.  B.  Travers,  Study  Team  Leader,  Financial  Man- 
agement and  Control  Study; 

Mr.  J.  Callum,  Member  of  the  Computer  and  Informa- 
tion Systems  Evaluation  Study. 

3.  Your  Committee  held  19  hearings  with  respect  to  the 
following  review  areas: 

A — Financial  Management  and  Control  Study  {FMCS) 
of  Government  Departments,  Agencies  and  Corporations. 

B — Computer    and     Information    Systems    Evaluation 
{CAISE)  Study. 

C — Grants  and  Contributions. 

D — Travel  and  Relocation  Expenses. 

E — Receipt  and  Deposit  of  Public  Money. 

F — Use  of  Statistical  Data  in  Determining  Certain  Gov- 
ernment Expenditures. 

G — Canada  Pension  Plan  (CPP) — Projected  Deficiency. 


A — Financial  Management  and  Control  Study  (FMCS)  of 
Government  Departments.  Agencies  and  Corporations 

4.  Your  Committee  continued  to  review  the  financial  man- 
agement and  control  practices  of  certain  government  depart- 
ments, agencies  and  corporations  that  were  highlighted  in  the 
Auditor  General's  1975,  1976  and  1977  Reports.  In  accord- 
ance with  a  procedure  established  two  years  ago,  your  Com- 
mittee requested  in  March  1978  a  progress  report  from  33 
government  departments,  agencies  and  corporations  on  the 
implementation  of  the  Auditor  General's  recommendations. 
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These  reports  are  appended  to  Issue  No.  28  dated  June  6, 
1978,  of  the  Committee's  Minutes  of  Proceedings  and 
Evidence. 

5.  Your  Committee  believes  that  this  procedure  has  not  only 
strengthened  the  parliamentary  accountability  process,  but  has 
also  greatly  assisted  the  Auditor  General  and  the  Treasury 
Board  Secretariat  in  monitoring  the  action  taken  by  the  vari- 
ous governmental  organizations.  In  cases  where  progress  is 
reported  to  be  below  an  acceptable  level,  your  Committee  will 
request  those  departments,  agencies  and  corporations  to 
account  for  their  actions. 

6.  Because  of  certain  identifiable  concerns  raised  in  the 
Auditor  General's  Repor*  Qnd  the  FMCS  progress  reports, 
your  Committee  heard  evidence  with  respect  to  the  financial 
management  and  control  practices  from  the  following: 

— Department  of  Indian  Affairs  and  Northern  Develop- 
ment, 

— Department  of  the  Secretary  of  State, 

— Canada  Council,  and 

— National  Museums  of  Canada. 
Your  Committee  supports  the  recommendations  of  the  Auditor 
General  contained  in  the  FMCS  reports  of  these  organizations 
and  is  concerned  that  implementation  of  these  recommenda- 
tions continues  to  be  slow. 

7.  The  analysis  of  the  testimony  led  your  Committee  to  the 
following  conclusions: 

(a)  a  senior  full-time  financial  officer  is  required  and 
should  report  directly  to  the  head  of  the  organization  and 
should  be  a  full-time  member  of  the  management  com- 
mittee in  order  that  financial  management  takes  its 
proper  place  in  the  decision-making  process.  A  situation 
such  as  the  one  that  exists  in  the  Department  of  the 
Secretary  of  State,  where  the  senior  financial  officer  is 
only  one  of  fifteen  reporting  to  the  Senior  Assistant 
Deputy  Minister,  does  not  appear  satisfactory  to  your 
Committee.  The  Canada  Council,  on  the  other  hand,  has 
a  designated  senior  financial  officer  who  has  so  many 
other  time-consuming  administrative  duties  that  the 
financial  management  and  control  of  that  organization  is 
weakened; 

(b)  stronger  financial  direction  and  leadership  are 
required  of  senior  financial  officers  in  departments,  agen- 
cies and  corporations  to  ensure  that  the  quality  of  finan- 
cial administration  throughout  the  organization  is  main- 
tained at  an  acceptable  level; 

(c)  Treasury  Board  as  the  key  central  agency  should 
exercise  more  functional  direction  and  leadership  with 
departments,  agencies  and  corporations; 

(d)  the  authority  granted  by  Parliament  for  the  Indian 
Arts  and  Crafts  Revolving  Fund  was  deliberately  exceed- 
ed by  $400,000  by  officials  in  the  Department  of  Indian 
Affairs  and  Northern  Development  without,  in  the  opin- 
ion of  your  Committee,  adequate  disciplinary  action  being 
taken.  Your  Committee  cannot  condone  such  action; 


(e)  slow  progress  is  being  made  in  establishing  a  proper 
system  of  internal  audit  within  the  Department  of  Indian 
Affairs  and  Northern  Development  and  the  Canada 
Council; 

(/)  substantial  improvements  are  needed  in  the  financial 
control  of  funds  managed  by  native  organizations,  par- 
ticularly with  respect  to  the  accountability  to  Parliament 
of  the  contributions  to  Indian  bands; 

(g)  because  it  was  created  under  a  separate  Act  and  is 
independent  of  the  Financial  Administration  Act,  the 
Canada  Council  has  no  financial  accountability  to  Parlia- 
ment or  to  Treasury  Board  for  the  spending  of  public 
funds  by  means  of  grants  and  contributions;  and 

(h)  Treasury  Board  officials  are  reluctant  to  take  any 
initiative  with  respect  to  the  FMCS  of  Crown  corpora- 
tions unless  Treasury  Board's  responsibilities  are  clearly 
defined.  Current  legislation  is  deficient  in  this  respect,  as 
elaborated  by  your  Committee  in  its  Second  Report  to  the 
House  (The  Crown  Corporations  Report),  dated  April  11, 
1978. 

8.  Your  Committee  recommends  therefore  that  the  Auditor 
General  monitor  the  action  taken  and  to  be  taken  in  those 
areas  by  the  organizations  concerned. 

9.  Your  Committee  recommends  that  consideration  be  given 
to  amending  existing  legislation  to  include  the  Canada  Councl 
in  Schedule  B  of  the  Financial  Administration  Act  and  there- 
by subject  it  to  the  financial  requirements  of  the  Treasury 
Board  and  consequently  to  Parliament. 

10.  Your  Committee  regards  the  breach  of  the  Financial 
Administration  Act  by  officials  who  exceed  spending  appro- 
priations as  a  serious  matter  and  recommends  that: 

(a)  adequate  disciplinary  action  be  taken  against 
individuals  responsible;  and 

(b)  Treasury  Board  implement  proper  financial  controls 
that  will  prevent  recurrence  of  such  breaches. 

11.  Your  Committee  recommends  that  statutes  governing 
the  Treasury  Board  be  enlarged  to  strengthen  its  role  in 
financial  management  and  control  over  Crown  Corporations. 

B — Computer  and  Information  Systems  Evaluation  (CAISE) 
Study 

12.  The  Computer  and  Information  Systems  Evaluation 
Study  by  the  Auditor  General  had  the  objective  of  reviewing 
and  evaluating  the  controls  pertaining  to  electronic  data  proc- 
essing (EDP)  resources  throughout  the  government  and  its 
entities. 

13.  Your  Committee  held  six  meetings  on  this  topic  and 
found  that  there  is  need  for: 

(a)  more  effective  management  of  EDP  and  control 
procedures  at  the  departmental  level; 
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(b)  the  Treasury  Board  Secretariat  to  provide  directives, 
standards  and  a  strengthened  monitoring  process  in  order 
to  achieve  consistency  throughout  government; 

(c)  improved  security  to  protect  equipment,  programmes, 
and  the  classification  of  information  both  within  the 
government  and  within  the  private  sector  contracting  to 
the  government;  and 

(d)  more  involvement  of  financial  personnel  in  the  de- 
velopment, operation,  and  audit  of  EDP  financial  systems. 

14.  Your  Committee  reports  that  the  Treasury  Board 
Secretariat  and  the  departments  basically  support  the  Auditor 
General's  recommendations  and  that  steps  have  been  taken  to 
implement  them.  Both  the  Treasury  Board  Secretariat,  by 
revising  Chapter  2  of  their  Guide  on  EDP  Administration, 
entitled  "Management  Responsibilities  for  EDP",  and  the 
RCMP,  by  developing  security  standards,  have  acted  to 
remedy  the  weaknesses. 

15.  Nine  departments  were  reviewed  by  the  Auditor  Gener- 
al's CAISE  team  and  the  following  three  were  examined  by 
your  Committee: 

— Department  of  Supply  and  Services/Services  Adminis- 
tration, 

— Department  of  National  Revenue/Taxation,  and 

— Department  of  Employment  and  Immigration/Unem- 
ployment Insurance  Commission. 

16.  Two  areas  of  concern  were  noted  within  the  Department 
of  Supply  and  Services — Central  and  Regional  Pay  System: 

—deficiencies  in  the  control  of  pay  input  data;  and 

— deficiencies  in  the  control  over  processing  (output  was 
not  always  reconciled  with  input). 

The  Auditor  General  advised  that  corrective  measures  are 
being  taken. 

17.  With  respect  to  the  Department  of  National  Revenue — 
Taxation,  two  control  weaknesses  were  detected  in  the  T-l 
processing  stream: 

— financial  accounting;  and 

— physical  security. 
The  Department  advised  that  remedial  measures  were  being 
implemented. 

18.  In  the  Department  of  Employment  and  Immigration — 
Unemployment  Insurance  Commission,  controls  were  found  to 
be  less  than  adequate  with  respect  to: 

— the  ability  to  assess  or  validate  the  eligibility  of  claim- 
ants; and 

— data  entering  the  Benefit  and  Overpayment  System. 

Your  Committee  noted  the  need  for  balance  between  prompt 
service  to  claimants  and  the  need  for  more  controls.  Your 
Committee  considered  that  action  taken  to  date  by  the  Depart- 
ment will  improve  controls  by: 

(a)  ensuring  the  involvement  of  financial  personnel  in  the 
design  and  the  ongoing  operation  of  systems;  and 

(b)  improving  the  preventive  controls  in  order  to  validate 
all  the  data  provided  prior  to  the  authorization  of 
payments. 


However,  your  Committee  agrees  with  the  Auditor  General 
that  follow-up  studies  should  be  undertaken  to  determine  the 
most  appropriate  course  of  action  as  not  all  corrective  meas- 
ures have  been  implemented. 

19.  The  Auditor  General  reported  that  improvements  are 
required  in  management  control  over  EDP  resources  and  over 
the  financial  information  processed  by  computers.  The  depart- 
ments stated  that  the  Auditor  General's  recommendations  will 
be  complied  with  and  implemented,  and  your  Committee  notes 
that  action  has  already  been  taken  in  the  revised  guides  on 
EDP  ="Viinistration  and  on  security  standards. 

20.  Your  Committee  expects  that  the  Treasury  Board 
Secretariat  will  find  the  capability  to  monitor  corrective 
action.  Your  Committee  notes  that  the  Auditor  General  has 
raised  the  question  whether  the  Treasury  Board  Secretariat 
has  assigned  sufficient  staff  to  this  function. 

21.  Your  Committee  recommends  that  the  Auditor  General 
continue  to  report  on  the  progress  made  by  departments  in 
implementing  his  recommendations. 

C — Grants  and  Contributions 

22.  Your  Committee  held  six  meetings  to  examine  the 
Auditor  General's  Special  Study  on  Grants  and  Contributions. 
This  two-year  Study  sought  to  evaluate  the  adequacy  of 
financial  management  and  control  over  grants  and  contribu- 
tions in  all  departments  and  agencies  of  government  for  which 
the  Auditor  General  has  audit  responsibility. 

23.  Grants  and  contributions  of  twenty  government  depart- 
ments, agencies  and  corporations  were  reviewed  by  the  Audi- 
tor General  and  the  following  three  were  examined  by  your 
Committee: 

— Canada  Council, 

— Department  of  Energy,  Mines  and  Resources,  and 

— National  Museums  of  Canada. 

24.  In  addition  to  specific  concerns  within  certain  govern- 
ment departments,  agencies  and  corporations,  government- 
wide  problems  were  identified.  Your  Committee  found  four 
major  areas  of  concern: 

(a)  that  the  previous  Treasury  Board  Circular  on  Grants 
and  Contributions  was  inconsistently  applied,  wrongly 
interpreted  or  substantially  ignored.  Widespread  confu- 
sion between  grants  and  contributions  is  evident  and  in 
some  cases  the  terms  are  used  interchangeably; 

(b)  that  there  appears  to  be  insufficient  effort  to  ensure 
the  most  efficient  use  of  funds  and  a  lack  of  adequate 
measures  to  enforce  accountability  by  recipients.  Docu- 
mentation substantiating  requests  for  grants  or  the 
detailed  accounting  for  contributions  was  lacking; 

(c)  that  there  is  a  lack  of  control,  monitoring,  and  evalua- 
tion of  grants  and  contributions.  Instances  were  noted  of 
contributions  exceeding  the  authorized  amount  or  being 
increased  or  renewed  without  proper  accountability  on  the 
funds  previously  provided.  There  is  no  central  listing  of 
grants  and  contributions  nor  are  complete  individual  lists 
of  recipients  available  in  all  donor  departments  in  order  to 
prevent  duplicate  funding;  and 
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(d)  that  the  Estimates  and  the  Public  Accounts  do  not 
now  show  individual  grants  and  contributions  in  a  form 
which  facilitates  examination  and  year-to-year  compari- 
sons. 

25.  Your  Committee  notes  that  the  Treasury  Board  has 
helped  considerably  to  clarify  the  area  of  grants  and  contribu- 
tions through  its  revised  Circular  1977-50.  The  Office  of  the 
Comptroller  General  is  expected  to  monitor  departmental 
compliance.  Your  Committee  intends  to  review  the  Auditor 
General's  reports  on  the  effectiveness  of  the  application  of  the 
revised  Circular  which  is  intended  to  resolve  the  deficiencies  in 
paragraphs  24(a),  (b)  and  (c)  above. 

26.  Your  Committee  also  notes  that  certain  recommenda- 
tions of  the  Auditor  General  have  not  been  incorporated  in  the 
revised  Circular.  After  careful  consideration,  your  Committee 
concludes  that  most  of  the  suggestions  made  by  the  Auditor 
General  in  this  regard  not  only  call  for  improved  disclosure  in 
the  Estimates  and  the  Public  Accounts  but  also  strengthen  the 
accountability  process  and  Parliament's  control  of  the  public 
purse. 

27.  Your  Committee  therefore  recommends  to  the  Treasury 
Board  that: 

(a)  all  grants  and  contributions  over  a  minimum  amount 
be  shown  separately  in  the  Public  Accounts; 

(b)  where  practical,  grants  and  contributions  be  coded  by 
category  of  use  and  by  province,  in  both  the  Estimates 
and  the  Public  Accounts; 

(c)  lists  of  recipients  of  grants  and  contributions  be  a 
matter  of  public  record  in  each  department  and  measures 
be  taken  to  prevent  duplicate  funding;  and 

(d)  financial  assistance  of  a  capital  nature  be  classified  as 
contributions  (not  grants)  and  administered  as  such, 
including  the  requirements  for  the  submission  of  financial 
statements  and  reports  on  the  use  of  funds. 

28.  Your  Committee  further  recommends  that  the  Auditor 
General  closely  monitor  the  progress  made  in  this  area. 

D — Travel  and  Relocation  Expenses 

29.  Your  Committee  examined  a  study  by  the  Auditor 
General  on  travel  and  relocation  expenses.  It  was  directed 
towards  assessing  the  extent  to  which  departments  and  agen- 
cies comply  with  Treasury  Board  regulations,  directives  and 
guidelines;  the  effectiveness  of  Treasury  Board  and  depart- 
mental controls  in  ensuring  efficient  use  of  funds  allocated  to 
travel  and  relocation;  and  the  adequacy  of  disclosure  given  to 
these  expenses  in  the  Public  Accounts.  Over  a  two  year  period, 
the  travel  and  relocation  expenses  of  25  departments  and  8 
Crown  corporations  were  reviewed  by  the  Auditor  General. 
The  study  also  included  foreign  travel  expenses  and  the  opera- 
tions of  the  Central  Travel  Service. 

30.  The  evidence  before  your  Committee  revealed  many 
instances  of  non-compliance  with  Treasury  Board  regulations, 
directives  and  guidelines;  absence  of  travel  authorization  and 
control;  lack  of  regard  for  the  economic  and  efficient  use  of 
travel  funds;  and  abuse  of  travel  advances. 


31.  Your  Committee  notes  that  the  Treasury  Board 
Secretariat  has  responded  favourably  to  the  Auditor  General's 
recommendations  in  this  area  and  has  revised  its  travel  direc- 
tive. Your  Committee  has  been  assured  by  the  Secretariat  and 
the  Auditor  General  that  they  will  be  monitoring  compliance 
on  a  regular  basis. 

32.  Your  Committee,  however,  is  most  concerned  that  cur- 
rent legislation  does  not  permit  Treasury  Board  to  apply  its 
travel  directives  to  Crown  corporations.  Your  Committee 
believes  that  where  public  funds  are  involved,  public  accounta- 
bility must  follow  and  that  Crown  corporations  should  con- 
form to  such  requirements. 

33.  Your  Committee  therefore  recommends  that  consider- 
ation be  given  by  the  Government  to  providing  the  appropiate 
legislation  that  will  extend  Treasury  Board  policies  to  Crown 
corporations. 

34.  Your  Committee  noted  the  concerns  of  the  Auditor 
General  with  respect  to  the  Central  Travel  Service:  the  delay 
in  formalizing  arrangements  with  the  two  airline  companies 
for  providing  reservation  and  ticket  services;  and  the  weak 
financial  procedures  in  the  central  billing  system.  It  has  been 
subsequently  reported  to  your  Committee  in  a  letter  to  the 
Chairman  dated  June  5,  1978,  (Appendix  "PA79")  that  some 
progress  has  been  made  in  these  two  areas,  including  a  Trea- 
sury Board  Secretariat  inter-departmental  study.  The  Auditor 
General  has  been  asked  to  inform  the  Committee  of  future 
progress. 

E — Receipt  and  Deposit  of  Public  Money 

35.  Your  Committee  notes  the  Auditor  General's  observa- 
tions with  respect  to  the  receipt  and  deposit  of  public  money  in 
government  departments  which  revealed: 

(a)  inadequate  control  of  cash  receipts; 

(b)  non-compliance  with  Treasury  Board  regulations; 

(c)  delays  in  depositing  cash  receipts; 

(d)  Losses  caused  by  delay  in  converting  cash  receipts  in 
foreign  currencies; 

(e)  delays  in  transferring  receipts  into  interest-bearing 
accounts;  and 

(J)  weaknesses  in  controls  over  the  establishment  and 
operation  of  transfer  accounts  and  deposit  facilities. 

36.  Some  departments  show  a  lack  of  awareness  or  concern 
over  the  fact  that  idle  money  does  not  bear  interest  and  that 
delays  in  processing  receipts  cause  loss  of  interest  revenue  to 
the  Crown.  In  one  specific  area,  it  has  been  estimated  that  the 
Receiver  General  by  improving  procedures  regarding  the 
transfer  of  funds  to  the  Bank  of  Canada  in  Ottawa,  through 
the  telex  deposit  system,  can  improve  interest  earnings  up  to 
$4  million  annually. 

37.  Some  departments  continued  to  deal  with  unauthorized 
deposit  facilities  in  spite  of  a  legal  opinion  precluding  their  use. 

38.  Your  Committee  concludes  that  such  deficiencies  in  the 
receipt  and  deposit  of  public  money  reflect  the  earlier  observa- 
tions of  the  Auditor  General  on  the  state  of  financial  manage- 
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ment  and  control  in  government  departments  and  agencies. 
Furthermore,  they  reflect  the  need  for  adequately  trained 
financial  staff,  sound  internal  procedures,  and  improved  inter- 
nal audit  capability  within  the  departments  concerned. 

39.  Your  Committee  recognizes  the  progress  made  by  the 
Receiver  General  with  respect  to  the  transfer  of  funds  to  the 
Bank  of  Canada.  Moreover,  a  spokesman  from  the  Treasury 
Board  assured  your  Committee  that  they  would  monitor  the 
total  area  of  receipt  and  deposit  of  public  money  in  the 
departments  concerned.  Your  Committee  supports  this  action. 


F — Use  of  Statistical  Data  in  Determining  Certain  Govern- 
ment Expenditures 

40.  The  Auditor  General  observed  that  controls  are  inade- 
quate to  ensure  appropriate  secondary  use  of  statistical  data  in 
determining  certain  government  expenditures  and  recommend- 
ed that  Treasury  Board  undertake  a  study  of  the  use  of 
statistics  by  the  Treasury  Board  Secretariat.  One  example  of  a 
situation  that  gave  rise  to  the  Auditor  General's  concern  was 
the  transfer  of  Federal  funds  to  the  provinces  based  on  popula- 
tion statistics  that  were  compiled  for  another  purpose. 


41.  During  testimony  the  Treasury  Board  Secretariat 
declined  to  make  any  policy  statement  or  judgment  as  to  the 
accuracy  or  the  appropriateness  of  the  data  in  cases  where  the 
concerned  parties  (i.e.,  the  donor  and  recipient  of  the  funds) 
had  agreed  that  the  data  are  satisfactory  to  them. 

42.  Statistics  Canada  stated  that  the  responsibility  for  using 
the  statistics  to  determine  any  payment  is  the  responsibility  of 
the  programming  department. 

43.  The  Treasury  Board  stated  that  it  accepts  Parliament's 
authorization  of  the  statistics  being  used  but  does  not  accept 
the  responsibility  for  determining  whether  the  statistical  data 
are  appropriate. 

44.  It  is  difficult  for  your  Committee  to  comment  on  the 
Auditor  General's  observations  concerning  the  possible  inequi- 
ty of  government  spending  based  on  inappropriate  secondary 
use  of  statistical  data  and  on  the  implications  of  improving 
Treasury  Board's  monitoring  ability  or  Statistics  Canada's 
resources. 

45.  Your  Committee  recommends  that  one  or  more  of  the 
following  steps  be  taken  by  the  Government  in  examining  this 
matter  further: 

(a)  placing  it  as  an  item  on  the  agenda  at  the  next 
Federal-Provincial  Conference; 

(b)  calling  it  forthwith  to  the  attention  of  the  Royal 
Commission  on  Financial  Management  and  Accountabili- 
ty [Lambert  Commission)  and  asking  for  their  comments; 
and/or 

(c)  requesting  Treasury  Board  to  undertake  a  special 
study  and  report  on  the  matter. 


G — Canada  Pension  Plan  (CCP) — Projected  Deficiency 

46.  When  the  Canada  Pension  Plan  was  introduced  in  1965, 
it  was  established  as  a  partially  funded  system  to  be  financed 
exclusively  by  employer  and  employee  contributions.  The  CPP 
Act  provides  that  all  contributions  shall  be  credited  to  the  CPP 
Account,  all  pensions  and  supplementary  benefits  shall  be 
charged  to  that  Account,  and  no  payment  shall  be  made  in 
excess  of  the  credit  balance  in  the  Account.  While  contribu- 
tions are  collected  and  recorded  by  the  Federal  Government, 
the  investment  of  the  Fund  is  at  the  discretion  of  the  provinces. 

47.  The  Auditor  General  in  his  1977  Report  and  in  his 
opening  remarks  before  your  Committee,  observed  that  the 
government  actuary  had  predicted  that  unless  the  rate  of 
contributions  were  increased: 

— by  1983,  annual  benefits  would  exceed  contributions; 

— by  1990,  loans  to  the  provinces  would  require  repay- 
ment; and 

— by    the    year    2000,    the    CPP    Account    would    be 
exhausted. 

48.  Furthermore,  the  Auditor  General  pointed  out  that  there 
is  no  explicit  provision  for  an  automatic  increase  in  contribu- 
tion rates,  and  any  alteration  in  these  rates  requires  a  three- 
year  period  of  exposure  to  Parliament  before  coming  into 
force,  and  agreement  by  at  least  two-thirds  of  the  ten  prov- 
inces having  an  aggregate  of  not  less  than  two-thirds  of  the 
population. 

49.  Your  Committee  recognizes  the  significance  of  the 
Auditor  General's  observations  and  the  seriousness  of  the 
problem  with  respect  to  the  next  twenty  years  of  the  Plan. 
Your  Committee  notes  the  testimony  of  the  Departments  of 
Insurance  and  Finance  with  regard  to  their  respective  projec- 
tions, and  acknowledges  their  difficulty  in  dealing  with  so 
many  unknown  factors  and  varying  assumptions.  However, 
because  of  the  wide  range  of  unpredictability  associated  with 
the  underlying  assumptions,  and  because  of  the  time  factor 
involved,  your  Committee  supports  the  view  that  Parliament 
should  establish  certain  bench-marks  for  the  review  of  this 
Plan  at  periodic  intervals. 

50.  Your  Committee  accepts  the  proposed  action  by  the 
Office  of  the  Auditor  General  that  an  independent  actuary  will 
be  consulted  to  verify  the  reports  of  the  Department  of 
Insurance. 

51.  Your  Committee  notes  that  a  federal-provincial  commit- 
tee is  now  working  in  this  area  and  recommends  that  its 
findings  be  made  public. 

52.  Your  Committee  also  recommends  that  beginning  in 
1979  and  at  specified  three-year  intervals  thereafter  a  Com- 
mittee of  the  House  of  Commons  make  an  examination  of  the 
Canada  Pension  Plan  and  recommend  whether  or  not  an 
increase  in  the  rate  of  contributions  should  be  required. 

53.  A  copy  of  the  relevant  Minutes  of  Proceedings  and 
Evidence  (Issues  Nos.  1,  2, 15, 16, 17,  18,  19,  20,  23,  24,  25, 
26,  27,  28,  29  and  30)  is  tabled. 

Respectfully  submitted,  rqN  HUNTINGTON 

Chairman 
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REPORT  OF  THE  COMPTROLLER  GENERAL  TO  THE 
STANDING  COMMITTEE  ON  PUBLIC  ACCOUNTS,  JUNE  30,  1978 

(Circulated  to  Members  -  but  not  tabled  in  PAC) 

June  30,   1978 


Mr.  Ron  Huntington,  M.P., 
Chairman  of  the  Standing  Committee 

on  Public  Accounts, 
House  of  Commons, 
Ottawa,  Ontario. 
K1A  0A6. 

Dear  Mr.  Huntington: 

The  purpose  of  this  letter  is  to  advise  you  of  the  actions 
reported  to  the  Treasury  Board  Secretariat  by  departments  and  Crown 
Corporations  on  some  of  the  matters  raised  in  the  1977  Report  of  the 
Auditor  General.  This  is  to  facilitate  the  work  of  your  Committee  in 
its  review  of  the  Report. 

Actions  have  been  instigated  to  resolve  matters  raised  in 
sixty-four  of  the  paragraphs  in  Parts  10  through  17  of  the  Report. 
Appendix  I  explains  the  nature  of  the  problems  originally  reported  by 
the  Auditor  General  and  briefly  outlines  the  departmental  corrective 
actions.   In  certain  instances,  we  have  described  actions  that  have  been 
taken  by  departments  but  are  not  yet  completely  effective.   In  this 
connection,  it  should  be  possible  for  the  Auditor  General  to  report  on 
final  resolution  of  such  items  during  the  next  fiscal  year,  1978-79. 

There  are  sixteen  paragraphs  where  it  is  not  possible  at  this 
time  to  determine  either  that  the  actions  which  have  been  initiated  will 
resolve  the  problems  or  what  the  final  actions  should  be.  These  are 
set  forth  in  Appendix  II.  We  will  continue  to  monitor  these  issues  in 
order  to  ensure  that  corrective  actions  are  taken  where  necessary  and 
will  provide  you  with  status  reports  periodically. 

The  balance  of  the  sections  of  the  1977  Report  have  been  or 
will  be  separately  reported  to  your  Committee,  as  detailed  below: 

-    Parts  3  to  6  were  reported  to  Committee  during  its  consideration  of 
the  Computer  and  Information  Systems  Evaluation  (CAISE)  Study. 
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Part  7  covers  the  results  of  the  current  financial  management  and 
control  practices  study.  We  have  already  discussed  these  matters 
with  your  Committee  insofar  as  they  relate  to  Crown  Corporations 
and  would  recommend  that  we  follow  the  same  process  for  departments 
and  agencies.   Please  let  us  know  if  you  would  like  us  to  pursue 
that  course  of  action. 

-  Parts  8  and  9  of  the  1977  Report  comprise  a  review  of  the  actions 
taken  to  correct  the  deficiencies  in  financial  management  and 
control  practices  of  departments,  agencies  and  Crown  Corporations 
reported  during  1975  and  1976.  This  reporting  does  not  entail 
further  commentary  from  us. 

Paragraphs  12.1  to  12.11  covering  the  government -wide  issues  respecting 
grants  and  contributions  have  been  reported  separately  to  and  have 
been  discussed  by  your  Committee. 

Paragraph  14.10  is  a  report  on  the  status  of  implementation  of  the 
recommendations  of  the  Study  of  the  Accounts  of  Canada.  We  will 
continue  to  advise  the  Auditor  General  of  progress  in  implementing 
the  recommendations  so  that  he  may  report  thereon. 

Part  18  comments  on  matters  dealt  with  in  previous  years'  Reports 
and  provides  the  status  of  corrective  actions  underway. 

-  The  remaining  paragraphs  in  the  Report  are  introductory  or  comprise 
commentary  where  no  further  action  appears  to  be  required.  Included 
in  these  paragraphs  are  those  in  Part  10  (10.6  to  10.14)  which 
refer  to  previous  special  audits  and  inquiries.  The  corrective 
action  being  taken  is  summarized  in  the  Report. 

We  have  forwarded  a  copy  of  this  letter  and  the  attached 
Appendices  to  the  Auditor  General  and  have  requested  his  confirmation 
that  those  matters  dealt  with  have  been  summarized  adequately  in  the 
Appendices.  He  has  so  confirmed. 

I  trust  that  this  information  will  be  useful  to  you  and  your 
Committee  in  reviewing  the  1977  Report  of  the  Auditor  General. 


Yours  sincerely 


H.G.  Rogers. 
Attachment 
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Paragraph  Number  and  Problem 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


11.13  External  Affairs 

Advances  and  submission  of  claims 


The  provisions  of  the  Foreign  Service 

Directive  relating  to  advances  and 

submissions  of  claims  were  not  always 
adhered  to. 


11.14  Treasury  Board  Secretariat 
Accommodation  and  Meals 


The  Under-Secretary  issued  a  Circular 
Letter  in  December,  1977  to  all  depart- 
mental personnel  drawing  attention  to 
observations  by  the  Auditor  General  and 
requesting  compliance  with  accountability 
requirements. 


1.  There  is  no  requirement  in  the 
Foreign  Service  Directives  that 
self-contained  accommodation  be 
obtained  for  employees  in  travel 
status  for  extended  periods. 

2.  Different  provisions  exist  within 
the  Foreign  Service  Directives  and 
the  Treasury  Board  Relocation 
Directive  for  meal  expenses  incurred 
by  employees  on  relocation  in 
Canada  and  the  United  States. 

11.15  External  Affairs 

Substantiation  of  Claims 

Some  of  the  foreign  travel  files  had 
incomplete  documentation. 


11.16  External  Affairs 

Composite  allowances 

The  department  pays  composite  allowances 
to  members  of  Canadian  delegations  to 
international  conferences  and  meetings 
whereas,  under  the  Treasury  Board  Travel- 
Directive,  the  Department  only  has 
authority  to  pay  actual  and  reasonable 
expenses . 


An  amendment  will  be  proposed  to  requirt 
employees  in  travel  status  for  extended 
periods  to  obtain  self-contained 
accommodat  ion . 


A  recommendation  will  be  made  by  the 
Secretariat  that  the  Treasury  Board 
Relocation  Directive  apply  to  meal 
expenses  incurred  on  relocation  in 
Canada  and  the  United  States. 


The  Under-Secretary  issued  a  Circular 
Letter  in  December   1977  drawing  attention 
to  observations  by  the  Auditor  General 
and  requesting  compliance  with  documen- 
tation requirements. 


Approval  to  pay  composite  allowances  was 
obtained  from  Treasury  Board  on  December  1 
1977. 
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1977  REPORT  OF  THE  AUDITOR  GENERAL 
PARAGRAPHS  WHERE  CORRECTIVE  ACTION  HAS  BEEN  INSTIGATED 


Paragraph  Number  and  Problem 

11.18  Supply  and  Services 

Central  Travel  Service 
Reservation  and  ticket  services 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


There  are  no  formal  arrangements  with 
the  two  major  airline  companies  governing 
the  reservation  and  ticket  services 
provided  for  government  employees. 


12.15  Energy,  Mines  and  Resources 

Approval  of  Grant3,  Contributions 
and  Lack  of  Agreements 

1.  Documentation  of  review  and  approval 
decisions  was  inadequate. 

2.  No  formal  agreement  exists  for 
contributions  made  to  one  project. 


12.16  Energy »  Mines  and  Resources 
Monitoring  and  Evaluation  of 
Projects 

Monitoring  and  evaluation  procedures 
were  inadequate  in  several  instances. 

12.17  Energy,  Mines  and  Resources 
Substantiation  of  Claims  for 
Payment 

On  a  number  of  occasions,  project  expen- 
diture claims  were  approved  for  payment 
without  adequate  supporting  documentation. 


The  arrangements  have  been  finalized  and 
the  terms  and  conditions  agreed  to  by 
the  carriers.  Formal  signing  of  the 
agreements  is  expected  within  the  next 
few  weeks.  The  effective  date  is  1  April 
1978.  A  Treasury  Board  Circular  describi : 
the  new  arrangement  will  be  published  as 
soon  as  the  formal  agreements  have  been 
signed. 


1.  Steps  to  correct  deficiencies  in 
this  area  have  been  taken. 

2.  Any  future  commitment  of  funds  to 
this  project  will  be  supported  by  a 
signed  agreement. 


Steps  have  been  taken  to  correct  deficient 
in  this  area. 


In  future,  the  Department  will  ensure 
that  proper  supporting  documentation  is 
received. 
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Paragraph  Number  and  Problem 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


12.18  Energy,  Mines  and  Resources 
Internal  Financial  Controls 

Inadequacies  exist  in  the  system  of 
internal  financial  controls,  particularly 
those  relating  to  spending  and  payment 
authorities . 


12.20  Employment  and  Immigration 

Disclosures  in  the  Estimates 
and  Public  Accounts 


Financial  clerks  now  check  authorities 
to  the  Financial  Signing  Authority 
Matrix. 

An  annual  review  of  signing  authori- 
ties has  been  implemented. 

Procedures  now  require  that  cancelled 
signature  cards  be  retained  on  file 
for  a  two  year  period. 


2. 


The  Main  Estimates  do  not  identify 
clearly  some  programs. 


Inconsistencies  in  allocating  costs 
to  operating  or  contribution  Votes 
make  it  difficult  to  identify  the 
true  costs  of  contribution  programs 


12.21  Employment  and  Immigration 

Terms  and  Conditions  of  Programs 

1.  Many  required  conditions  and  some 
major  administrative  practices  were 
omitted  from  the  document  submitted 
to  Treasury  Board  for  the  Canada 
Manpower  Adjustment  Program. 

2.  Contributions  were  paid  before 
Treasury  Board  approval  of  terms 
and  conditions  for  a  program  was 
received. 


A  new  program/activity  structure 
and  description  has  been  included 
in  the  1978/79  Main  Estimates. 

A  review  of  the  classification  of 
items  under  operating  or  contribution 
votes  will  be  conducted. 


Terms  .»nd  conditions  for  the  Canada 
Manpower  Adjustment  Program  will  be 
reviewed  and  revised  as  necessary 
to  include  items  required  by  Treasury 
Board  policy. 

Steps  will  be  taken  to  ensure  that 
new  programs  are  not  implemented 
before  Treasury  Board  has  approved 
the  applicable  terms  and  conditions. 
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19  77  REPORT  OF  THE  AUDITOR  GENERAL 
PARAGRAPHS  "WERE  CORRECTIVE  ACTION  HAS  BEEN  INSTIGATED 


Pa ragraph  Number  and  Problem 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


12.22  Employment  and  Immigration 
Approval  of  Contributions 

Weaknesses  exist  in  procedures  for 
approving  contributions  and  in  adherence 
to  these  procedures  by  program  officers. 

12.23  Employment  and  Immigration 
Contribution  Agreements 

1.  Contributions  were  not  always 
subject  to  a  formal  signed  agree- 
ment describing  the  program  terms 
and  conditions. 

2.  Contributions  have  been  paid  for 
expenses  incurred  by  recipients 
that  are  not  in  accordance  with  the 
terms  and  conditions  of  the  programs 
and  agreements  in  effect. 


12.24  Employment  and  Immigration 

Monitoring  and  Evaluation  of  Programs 

Several  weaknesses  were  found  in  monitoring 
practices  and  procedures. 


12.25  Employment  and  Immigration 
Canada  Manpower  Centres 

Many  weaknesses  were  found  in  the  adminis- 
tration of  the  three  contribution  programs 
which  are  the  responsibility  of  Canada 
Manpower  Centres. 


A  procedure  will  be  developed  to  ensure  I 
that  payment  authority  is  exercised  by  a 
financial  officer. 


1.   Formal  signed  agreements  will  be 
obtained. 


2.   The  departmental  financial  adminis- 
tration manual,  to  be  published  by 
September  1978,  documents  in  detail 
the  pre-audit  and  verification 
standards  and  procedures  for  all 
payments. 


Steps  have  been  taken  to  upgrade  both 
the  quality  of  monitors  and  the  design 
of  monitoring  checklists.   There  will 
also  be  greater  emphasis  on  high  level 
review  of  monitoring  activities. 


Steps  are  being  taken  to  correct  the 
weaknesses  identified  by  the  Auditor 
General. 
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Paragraph  Number  and  Problem 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


12.26  Employment  and  Immigration 
Internal  Financial  Controls 


Serious  weaknesses  existed  in  the  system 
of  internal  financial  controls  related 
to  grants  and  contributions. 

12.28  Secretary  of  State 
Federal-provincial  Agreements 

Weaknesses  related  to  terms  and  conditions 
and  claims  for  payment  were  identified 
in  certain  cost-sharing  agreements  with 
the  provinces. 

12.29  Secretary  of  State 
Capital  Grants 

1.  No  formal  assessment  committee  has 
been  appointed  for  capital  grants 
under  the  Arts  and  Culture  Program. 

2.  Architectural  plans  and  anticipated 
project  costs  are  not  adequately 
analyzed  before  grants  are  approved. 

3.  Recipients  of  capital  grants  do  not 
always  provide  the  required  infor- 
mation. 


Steps  have  been  taken  and  are  being 
taken  to  correct  the  weaknesses  noted  by 
the  Auditor  General. 


Steps  are  being  taken  to  correct  the 
weaknesses  noted  by  the  Auditor  General 


1.   A  formal  assessment  committee  will 
be  established. 


Assistance  from  Public  Works  will  be 
obtained  for  major  proposals. 


Progress  reports  will  be  required 
in  future. 


12.30  Secretary  of  State 

Internal  Financial  Controls 


Weaknesses  exist  in  budgetary  control, 
delegation  of  signing  authorities, 
validation  of  claims  and  control  and 
evaluation  of  grants  and  contributions 


Several  steps  are  being  taken  to  correct 
the  weaknesses  in  internal  financial 
controls  noted  by  the  Auditor  General. 
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1 9  1 7  REPORT  OF  THE  AUDITOR  GENERAL 
PARAGRAPHS"  WERE  CORRECTIVE  ACTION  HAS  BEEN  ~  I  MS T  I  GATE!) 


Paragraph  Number  and  Problem 


12.32  Canada  Council 
Documentation  in  Support  of 
Applications  and  Awards 

There  was  a  lack  of  adequate  documentation 
on  some  files  for  applications  submitted 
and  for  subsequent  action  on  individual 
projects . 

12.33  Canada  Council 
Monitoring  and  Evaluation 

In  some  programs,  the  required  progress 
reports,  financial  statements  and  final 
reports  on  completion  of  projects  were 
not  submitted. 

12.34  Canada  Council 
Procedures  Manual 

A  policy  and  procedures  manual  is  needed. 


12.35  Canada  Council 

Internal  Financial  Controls 

Significant  weaknesses  exist  in  the 
internal  financial  controls  related  to 
budgets  and  spending  and  payment  authorities 

12.37  National  Museums 

Change  from  Contributions 
to  Grants 

The  transfer  of  certain  funds  from  the 
contributions  category  to  the  grants 
category  needs  to  be  reviewed  with 
Treasury  Board  in  relation  to  the  planned 
directive  on  grants  and  contributions. 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


The  policy  and  procedures  manual  current 
being  developed  will  set  documentation 
standards . 


Efforts  will  be  made  to  ensure  compliance 
with  existing  requirements. 


A  policy  and  procedures  manual  is  being 
developed. 


The  new  Financial  Procedures  Manual  will 
correct  the  weaknesses  noted. 


The  classification  of  certain  funds  as 
grants  will  be  reviewed  with  Treasury 
Board. 
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Paragraph  Number  and  Problem 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


12.38  National  Museums 

Control  over  Advance  Payments 

Procedures  for  monitoring  and  control  of 
advance  payments  are  not  adequate. 


Outstanding  advance  balances  were  establish 
by  recipient,  by  year  as  of  March  31, 
1977.   (After  this  date  the  classification 
of  the  program  has  changed  from  contributio 
to  grants.)   The  Regional  Officers  and 
Program  Coordinators,  of  the  Museum 
Assistance  Program,  have  been  requested 
to  follow  up  on  each  of  these  outstanding 
advances  and  to  undertake  necessary 
action  to  have  the  recipients  account 
for  the  contributions  received.   Internal 
Audit  will  be  monitoring  the  progress  of 
this  project. 


12.39  National  Museums 

Reporting  and  Evaluation 

The  standard  letter  used  to  inform 
recipients  of  terms  and  conditions  of 
project  funding  does  not  include  a 
requirement  for  audited  financial 
statements . 


The  standard  letter  will  be  revised  to 
include  a  requirement  for  audited  financial 
statements . 


12.40  National  Museums 

Internal  Financial  Controls 


Financial  control  weaknesses 
exist  in  the  areas  of  delegation  of 
signing  authority  and  financial 
reporting. 

All  payments  were  not  supported  by 
adequate  documentation. 


Steps  are  being  taken  to  correct 
the  weaknesses  noted. 


All  payments  are  now  supported  by 
adequate  documentation. 
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19  7  7  REPORT  OF  THE  AUDITOR  GENERAL 
PARAGRAPHS  WHERE  CORRECTIVE  ACTION  HAS  BEEN  INSTIGATED 


Paragraph  Number  and  Problem 


12.42  National  Research  Council 
Scholarships  and  Grants  in 
Aid  of  Research 


1.    Clear  policies  and  guidelines  for 

the  scholarships  and  grants  committees 
at  the  National  Research  Council 
need  to  be  established  and  enforced. 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


2.   The  authority  of  the  various  committees 
is  not  clear. 

12.43  National  Research  Council 
Canada-France-Hawaii 
Telescope  Project 

Relevant  financial  information  on  the 
Canada-France-Hawaii  Telescope  Project 
needs  to  be  included  in  the  annual 
report  of  the  National  Research  Council. 

14.3  Treasury  Board  Secretariat 

Internal  accounts  to  be  deleted 

The  reported  assets  and  liabilities  of 
the  Government  of  Canada  at  March  31, 
1977  are  overstated  by  $2,601  million 
and  $38  million  respectively  because 
parliamentary  approval  has  not  been 
obtained  to  write  off  internal  accounts. 


2. 


Steps  are  being  taken  to  modify 
future  editions  of  "Background 
Information  and  Guidelines  for 
Grant  Selection  Committees"  and  to 
enforce  these  guidelines. 

This  became  the  responsibility  of 
the  National  Sciences  and  Engi- 
neering Council  on  May  1,  1978. 

Action  has  been  initiated  on  this 
issue. 


Relevant  financial  information  will  be 
included  in  the  President's  Annual 
Report . 


It  is  intended  that  parliamentary 
approval  to  write-off  the  internal 
accounts  will  be  requested  during  1978-79 
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Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


14.5  Treasury  Board  Secretariat 
Loans  and  advances,  the 
carrying  value  of  which  is 
questionable 

The  Auditor  General  identifies  a  number 
of  loans,  the  carrying  value  of  which  is 
questionable.   These  include: 

1.   $1,412  million  to  Canadian  National 
Railways 


$330  million  to  National  Harbours 
Board 


Bill  C-17  an  Act  to  amend  the 
Canadian  National  Railways  Capital 
Revision  Act  and  the  Railway  Act 
provides  for  the  conversion  of  not 
more  than  $808  million  of  this  debt 
to  equity. 

Parliamentary  approval  to  forgive 
$4.2  million  is  requested  in 
Supplementary  Estimates  B,  1977-78. 
Further  changes  are  planned  when 
revised  ports  legislation  is 
enacted. 


$625  million  in  principal  and  $216 
million  in  interest  in  arrears  to 
The  St.  Lawrence  Seaway  Authority 


$1,430  million  in  special  loans 
assistance  to  developing  countries 


Appropriation  Act  No.  1  1977  approved 
the  conversion  of  the  $625  million 
in  principal  to  equity  capital.   It 
is  intended  to  seek  approval  to 
write-off  the  interest  in  1978-79. 

Parliamentary  approval  to  forgive 
$232  million  of  special  loans  to 
developing  countries  is  requested 
in  Supplementary  Estimates  B,  1977- 
78. 


$158  million  to  Atomic  Energy  of 
Canada  Limited 


Supplementary  Estimates  A,  1977-78 
provided  authority  to  forgive  $88 
million  and  convert  the  remaining 
$70  million  to  equity. 
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19  77  REPORT  OF  TIfE  AUDITOR  GENERAL 
PARAGRAPHS  HIERE  CORRECTIVE  ACTION  HAS  BEEN  INSTIGATED 


Paragraph  Number  and  Problem 


14.6  Treasury  Board  Secretariat 

Deficit  of  Crown  Corporations 
for  which  parliamentary  appropria- 
tions are  likely  to  be  sought 

The  following  amounts  are  likely  to  require 
parliamentary  appropriations: 

1.  $160  million  deficit  of  the  Canadian 
Dairy  Commission 

2.  $22  million  deficit  of  Canadian 
National  Railways  arising  on  the 
overpayment  of  a  subsidy 

3.  $181  million  deficit  of  Atomic 
Energy  of  Canada  Limited 


14.8  Treasury  Board  Secretariat 

Allowance  for  losses  on  realization 
of  assets 

There  is  no  policy  for  establishing 
allowances  for  losses  on  realization  of 
assets. 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


3. 


An  appropriation  was  obtained  in 
Supplementary  Estimates  B,  1977-78. 

An  appropriation  was  obtained  in 
Supplementary  Estimates  A, 
1977-78. 

Appropriations  seeking  forgiveness 
of  interest  and  a  rationalization 
of  the  financial  structure  for  the 
corporation  were  included  in 
Supplementary  Estimates  A  and  B, 
1977-78. 


A  study  on  valuation  of  assets  is  under- 
way. One  portion  of  that  study  includes 
the  development  of  policies  on  allowance* 
for  losses  on  realization  of  assets. 
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Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


15 .4  Transport  Canada 
Airports  Revolving  Fund 
Uncertainty  of  Realization 

of  Capitalized  Development  Costs 

The  Auditor  General  notes  that  there  is 
uncertainty  whether  $44  million  of 
capitalized  development  costs  will  be 
recovered  because  of  a  decision  to  defer 
the  construction  of  an  airport  at  Pickering 

15 .5  Atomic  Energy  of  Canada  Limited 
Carrying  Values  of  Prototype 
Nuclear  Power  Stations  in  Excess 
of  Estimated  Realizable  Value 


An  overall  review  of  the  Airports 
Revolving  Fund  is  being  made.   This 
review  is  to  provide  recommendations  for 
the  disposition  of  costs  associated  with 
the  land  at  Pickering. 


The  Auditor  General  notes  that  it  is  not 
known  whether  sales  proceeds  will  be 
sufficient  to  recover  the  carrying 
values  of  the  Douglas  Point  and  Gentilly  I 
nuclear  power  stations. 


The  Gentilly  I  station  has  been  written 
off  as  a  research,  development  and 
demonstration  facility.   The  carrying 
value  of  the  Douglas  Point  station 
(exclusive  of  heavy  water)  will  be 
depreciated  commencing  in  fiscal  year 
1977-78  over  the  remaining  useful  life 
(20  years) . 


15.6  Canadian  Arsenals  Limited 

Failure  to  Record  Fixed  Assets 
and  Depreciation 

The  Auditor  General  notes  that  fixed 
assets  purchased  with  funds  provided 
from  appropriations  should  be  capitalized 
and  depreciated  and  that  there  is  no 
charge  for  the  use  of  fixed  assets 
purchased  by  Canada  before  the  Company 
was  established. 


The  Company,  in  conjunction  with  Treasury 
Board,  is  presently  examining  the  most 
effective  nutans  of  transferring  title. 
When  title  is  transferred,  an  appropriate 
charge  will  be  recorded  in  the  accounts. 


727 


Appendix  F 


[9] 7  REPORT  OF  THE  AUDITOR  GENERAL 
PARAGRAPHS  WHERE  CORRECTIVE  ACTION  HAS  BEEN  INSTIGATED 


Paragraph  Number  and  Problem 


15 . 7  Canadian  Arsenals  Limited 
Inadequate  Control  over  Inventory 

The  company  did  not  count  $17  million  of 
inventory  held  on  behalf  of  other  government 
departments  and  one-fifth  of  its  own 
inventory. 

15.8  Canadian  Broadcasting  Corporation 
Accrued  Interest  not  Recorded 

The  Corporation  has  not  recorded  accrued 
interest  on  loans  from  Canada  on  which 
principal  and  interest  payments  were 
deferred  until  1979. 

15.11  Supply  and  Services 

Defence  Production  Revolving  Fund 
Inadequate  Accounting  for  Public 
Property 

The  Auditor  General  qualified  his  report 
because: 

1.    accounting  records  were  not  adequate 
to  distinguish  what  portion  of  an 
asset  of  $28.3  million  represented 
progress  payments  and  what  represented 
inventories  held  by  others; 


inventories  held  by  others  were  not 
counted;  and 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


A  physical  inventory  was  taken  on 
March  31,  1978. 


The  accrued  interest  on  loans  from 
Canada  will  be  recorded  and  the  liability 
reflected  in  the  1977-78  financial 
statements . 


A  course  of  action  has  been  implemen 
to  ensure  that  the  financial  statemei 
for  the  fiscal  year  1977-78  will  be 
in  accordance  with  departmental 
policy  and  generally  accepted 
accounting  principles,  and  be 
supported  by  proper  accounting 
records. 

Inventories  of  the  Defence  Productior 
Revolving  Fund  were  counted  at  year-e 
by  the  holders  of  the  inventories. 
The  Comptroller,  Supply  Administrate 
has  directed  that  certificates  will 
be  requested  from  the  holders  of 
the  inventories  to  confirm  inventory 
quantities. 
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Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


other  inventories  of  $774,000  were 
not  counted. 


Same  as  for  2  above. 


15.12  National  Capital  Commission 

Capital  Assets  Recorded  at  Values 
Greater  than  Amounts  to  be 
Realized  on  Disposal 

The  Auditor  General  notes  that  certain 
properties  are  to  be  disposed  of  at 
amounts  substantially  less  than  cost  and 
that  these  were  carried  at  cost  rather 
than  at  estimated  realizable  value. 


Consultants  are  continuing  to  assist  the 
Commission  in  identifying  the  properties. 
The  Commission  has  estimated  the  cost  of 
the  properties  to  be  transferred  and 
will  reduce  the  book  value  of  its 
assets  accordingly  in  the  1977-78 
Financial  Statements. 

Final  adjustments  will  be  made  when  the 
exact  cost  of  the  properties  involved 
has  been  determined. 


15.13  National  Capital  Commission 

Failure  to  Depreciate  Fixed  Assets 

The  Auditor  General  notes  that  the 

Commission  does  not  depreciate  fixed 

assets  that  may  deteriorate  or  become 
obsolete. 


At  the  Commission's  request  the  policy 
of  recording  depreciation  by  Crown 
Corporations  is  being  studied  by  the 
Treasury  Bo;ird  who  will  be  consulting 
Crown  Corporations  in  July  1978. 


15.14  National  Harbours  Board 

Absence  of  Adequate  Documentation 
Supporting  Estimated  Useful  Lives 
of  Fixed  Assets 

The  Board  has  hot  been  systematically 
reviewing  the  estimated  useful  lives  of 
its  fixed  assets  and  as  a  result  does 
not  have  adequate  documentation  to 
support  depreciation  charges. 


A  review  of  the  Board's  fixed  assets  and 
depreciation  policy  has  been  carried  out, 
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PARAGRAPHS  WHERE  CORRECTIVE  ACTION  HAS" BEEN  INSTIGATED 


Paragraph  Number  and  Problem 


15.15  The  St.  Lawrence  Seaway  Authority 
Inadequate  Provision  for  Depreciation 
of  Fixed  Assets 

The  Auditor  General  qualified  his  report 
because  no  provision  was  made  for  depre- 
ciation on  the  major  portion  of  its 
fixed  assets. 

15.16  Supply  and  Services 

Supply  Revolving  Fund  -  Inadequate 
Procedures  to  Control  Public  Property 

The  Auditor  General  was  unable  to 
satisfy  himself  as  to  both  the  quantities 
on  hand  and  the  valuation  of  $1.9  million 
of  inventory  at  Goose  Bay,  Labrador 
because  no  physical  count  had  been  taken. 


15.18  Teleglobe  Canada 

Delayed  Financial  Settlements  for 
External  Telecommunications  Systems 

The  Auditor  General  qualified  his  report 
because  settlements  among  the  partners 
of  the  Commonwealth  Telecommunications 
Organization  have  not  been  finalized  for 
the  years  subsequent  to  March  31,  1969 
as  a  result  of  delays  by  some  of  the 
partners  in  submitting  data. 

16.1  Canadian  International  Development 
Agency  -  Collection  of  Insurance 
Proceeds  not  Followed  Up 

The  Agency  replaced  a  shipment  of  wood 
pulp  damaged  in  transit  without  securing 
a  written  agreement  from  the  recipient 
as  to  the  disposition  of  the  insurance 
proceeds  on  the  damaged  shipment  and  did 
not  follow  up  recovery  of  the  insurance 
proceeds  until  the  Audit  Office  raised 
the  subject. 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


A  revised  depreciation  policy,  which  is 
to  be  effective  April  1,  1978,  will 
provide  for  depreciation  of  all  fixed 
assets. 


A  physical  count  was  taken  during  October 
1977.   This  wall-to-wall  stocktaking, 
which  was  attended  by  representatives 
from  the  Auditor  General's  Office, 
resulted  in  a  credit  adjustment  to  the 
inventory  value  at  Goose  Bay,  as  31  Octobc 
1977  in  the  amount  of  $120,328.14. 


The  Company  is  putting  all  possible 
pressure  on  partners  who  are  in  arrears 
in  providing  the  necessary  financial  . 
data. 


Full  settlement  was  received  and  deposited 
on  April  19,  1978.   In  future,  the 
matter  of  transportation  insurance  will 
be  included  in  Memoranda  of  Understanding. 
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Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


16. 2  Communications 

Working  Capital  Advance  Exceeded 

The  authorized  amount  that  could  be  Treasury  Board  approval  was  obtained  to 

advanced  to  the  Government  Telecommunications  increase  the  maximum  authorized  advance 
Agency  Revolving  Fund  was  exceeded  in         from  $2  million  to  $6  million, 
seven  months  of  the  1977  fiscal  year. 

16.3  National  Defence 

Revenue  Improperly  Credited  to  a 
1976-77  Appropriation 


Revised  invoice  processing  procedures , 
which  were  in  the  final  stages  of  develop- 
ment at  the  time  of  the  overpayment,  were 
introduced  in  March  1976  and  further 
errors  of  this  type  should  be  eliminated. 


A  different  method  of  accounting  for  the 
funds  will  be  sought  to  ensure  proper 
application  of  contributions  in  future. 


The  Department  incorrectly  credited  a 
1976-77  appropriation  with  a  refund  from 
a  supplier  that  arose  because  of  an 
overpayment  in  the  preceding  fiscal 
year. 

16.4  National  Film  Board 

Improper  Charge  to  a  1976-77 
Appropriation 

The  Auditor  General  believes  that  $625,000 
was  Improperly  charged  to  Vote  70  as  a 
result  of  not  applying  the  full  amount 
of  co-sponsors  contributions  against 
current  expenditures  for  the  Challenge 
for  Change  Program. 

16.6  Secretary  of  State 

Unauthorized  Establishment  of  a 
Trust  Fund 

The  Auditor  General  notes  that  the  The  funds  held  by  the  trust  company 

Department  acted  improperly  in  requisitioning  have  been  returned  to  the  Consolidated 

and  depositing  a  cheque  for  $2,029,000        Revenue  Fund. 

with  a  trust  company  during  1973  since 

it  had  no  authority  to  pay  the  grant 

prior  to  approving  the  construction 

plans . 
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19 7  7  REPORT  OF  THE  AUDITOR  GENERAL 
'ARAGRAPHS  WHERE  CORRECTIVE  ACTION  HAS~BEEN  INSTIGATED 


Paragraph  Number  and  Problem 


16. 7  Employment  and  Immigration 

Unauthorized  and  Excessive  Advance 
Payments  Under  the  Local  Initiatives 
Program 

In  the  Auditor  General's  opinion: 

1.  Treasury  Board  approval  should  be 
sought  for  advance  payments  under 
the  Program;  and 


advances  should  be  limited  to  the 
immediate  requirements  of  project 
sponsors  or  to  a  reasonable  percentage 
of  the  total  project  costs. 


16.9  Secretary  of  State 

Contribution  Overpaid  by  $68,000 

The  Department  exceeded  its  authority  to 
contribute  to  an  organization  by  $68,000 
when  it  paid  $300,000  rather  than  $232,000, 
which  would  have  been  the  amount  if  the 
basis  outlined  when  Treasury  Board 
approved  the  contribution  had  been 
followed. 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  ProbLem 


Treasury  Board  now  requires  that 
terms  and  conditions  related  to 
advance  payments  be  submitted  for 
approval. 

A  recent  Treasury  Board  directive 
sets  limits  on  the  amount  of  advance 
which  can  be  made.  Any  exception 
to  these  limits  must  be  specifically 
authorized  by  Treasury  Board. 


The  $68,000  will  be  recovered  from  the 
organization  as  soon  as  possible. 


16.10  Secretary  of  State 

Grants  Paid  Without  Proper  Authority 

The  Auditor  General  notes  that  payments 
of  $1,455,000  were  made  without  proper 
authority  from  Treasury  Board  largely 
because  the  Department  interpreted  the 
maximum  limitation  of  $150,000  per 
project  to  be  an  annual  one. 


The  Department  will  request  Treasury 
Board  approval  to  regularize  expenditures 
which  exceeded  the  authorized  limit. 
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16.11  Solicitor  General 

Unauthorized  Payment  to  Provinces 
for  Prison  Care 

The  Department  paid  $769,000  in  excess 
of  the  amounts  authorized  under  certain 
terms  of  prison  care  agreements  with  the 
provinces. 


16.12  Transport 

Unauthorized  Payments  Under 
Long-Term  Contract 

The  Auditor  General  notes  that  progress 
payments  exceeding  $600,000  were  made 
before  they  were  called  for  under  the 
terms  of  a  long-term  $20  million  contract. 

17.2  Canadian  Saltfish  Corporation 
Questionable  Trade  Practices 

The  Auditor  General  notes  that  the 
Corporation  inflated  sales  invoices 
relating  to  approximately  $8  million  of 
the  fiscal  year's  net  sales  of  $15 
million  and,  in  some  cases,  paid  rebates 
in  accordance  with  customers'  instructions, 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


A  legal  review  of  the  prison  care  agree- 
ments was  undertaken  and,  on  its  com- 
pletion, interpretations  were  disseminated 
to  the  concerned  regional  officials. 
Uniform  operating  procedures  are  also 
being  prepared  to  prevent  a  reoccurrence. 


The  contract  is  being  amended  to  permit 
progress  payments  for  value  received 
within  the  framework  of  the  milestones 
set  by  the  contract. 


The  practice  was  discontinued  in  March 
1977.   The  Board  of  Directors  also 
drafted  a  code  of  ethics,  established  an 
audit  committee  and  requested  an  independent 
report  on  whether  there  had  been  any 
benefits  to  employees  of  the  Corporation 
as  a  result  of  this  practice.  The 
report  confirmed  that  there  was  no 
benefit  to  any  employee  of  the  Corporation. 


17.3  External  Affairs 

Questionable  Lease  Arrangements 

The  Auditor  General  notes  that  in  certain 
countries,  lease  arrangements  such  as 
double  leases  and  lump  sum  cash  payments 
were  made  to  secure  accommodation. 


The  leasing  arrangements  noted  by  the 
Auditor  General  are  being  discontinued. 
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Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


17.4  Canadian  Transport  Commission 
Overpayment  of  Subsidies  to  a 
Railroad 


Subsidy  overpayments  totalling  $22  million 
were  made  to,  and  recovered  from  the 
Canadian  National  Railways  by  the 
Commission.   However,  the  Company's 
deficit  for  1974  and  1975  will  increase 
by  that  amount  and  an  appropriation  will 
have  to  be  sought  by  the  Department  of 
Transport  to  pay  that  amount  to  the 
Company. 

17.5  Environment 

Serious  Weaknesses  in  the  Administration 
of  the  Fishing  Vessel  Insurance  Plan 

The  Auditor  General  notes  that  there  are 
serious  weaknesses  in  the  administration 
of  the  Plan  as  a  result  of  failing  to 
properly  set  out  its  objectives  or 
accounting  procedures  in  writing. 

17.6  Health  and  Welfare 

Canada  Pension  Plan  -  Projected 
Deficiency 

The  unfunded  liabilities  of  the  Plan  are 
not  recognized  in  the  financial  statements 
and  these  statements  are  not  intended  to 
show,  nor  do  they  purport  to  show,  the 
adequacy  of  the  balance  in  the  Canada 
Pension  Plan  account  to  meet,  on  an 
actuarial  basis,  the  future  obligations 
of  the  Plan. 

17. 7  Transport 

Cost  of  Vacant  Office  Space 

The  Auditor  General  points  out  that  more 
than  99,000  square  feet  of  rented 
office  space  in  Tower  "C",  Place  de 
Ville  in  Ottawa  remained  unoccupied  for 
periods  up  to  10  months  at  a  cost  of 
approximately  $400,000. 


The  $22  million  was  recovered  through 
adjustment  of  advance  subsidy  payments 
for  1977  and  the  deficits  were  provided 
for  in  1977-78  Supplementary  Estimates. 


Action  has  been  taken  on  many  of  the 
observations.   The  remainder  will  be 
resolved  in  conjunction  with  a  major 
review  of  the  Fishing  Vessel  Insurance 
Plan. 


The  Superintendent  of  Insurance  has 
agreed  to  prepare  an  estimate  of  unfunded 
liability  for  the  Canada  Pension  Plan 
for  inclusion  in  the  next  CPP  Actuarial 
Report. 


The  circumstances  which  resulted  in  the 
rental  space  not  being  occupied  were 
unusual  and  are  not  expected  to  reoccur. 
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19/7  REPORT  OF  THE  AUDITOR  GENERAL 
'ARAGRAPHS  V'MKRE'CORRECTIVE  ACTION  MAS  BEEN  INSTIGATED 


Paragraph  Number  and  Problem 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


17 .8  Transport 

Inadequate  Procedures  for  Loans  of 
Equipment  to  Municipal  Airports 

The  Department  loaned  certain  equipment 
to  municipal  airports  without  obtaining 
Governor  in  Council  approval  and  without 
formal  agreements. 

17.9  Urban  Affairs 

Canadian  Habitat  Secretariat  - 
Payment  for  Unused  Accommodation 

The  Secretariat  made  payments  of  $503,000 
as  settlement  for  unused  accommodation 
reserved  on  a  guaranteed  basis  for  the 
United  Nations  Conference  on  Human 
Settlements  held  in  Vancouver. 

17.10  Employment  and  Immigration 
Weaknesses  in  Control  over  Unemployment 
Insurance  Benefit  Payments 

The  Auditor  General  identified  a  number- 
of  significant  control  weaknesses,  and  a 
lack  of  adherence  to  administrative 
procedures.   He  also  estimated  the 
amount  of  overpayments  which  had  hot 
previously  been  identified. 


A  standard  formal  agreement  form  is 
being  prepared  and  Governor  in  Council 
approval  will  be  requested. 


The  steps  taken  were  necessary  to  ensure 
the  success  of  the  Conference.   The 
circumstances  giving  rise  to  the  payment 
are  not  expected  to  reoccur. 


Both  improvements  made  and  planned  were 
reported  to  the  Public  Accounts  Committee 
at  its  meet  Lngs  of  February  16  and 
February  21  ,  1978. 
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APPEND  I}:  _II 
19/7  RKPORT_OF  THE  AUDITOR  GENERAL 
PARAGI^APHS'VVERR" CORRECTIVE  ACTION  HAS  NOT  BEEN  REPORTED 
TO  THE  CHAIRMAN "OF  THE  PUBLIC  ACCOUNTS  COMMITTEE 


Paragraph  Number  and  Problem 


10.21  Treasury  Board  Secretariat 
Use  of  Statistical  Data 
Observation  and  recommendation 

There  is  a  significant  use  of  statistical 
data  in  expenditure  applications  for 
which  the  data  have  not  been  designed 
and  the  appropriateness  of  the  data  for 
these  secondary  uses  has  not  been  evaluated 

11.6  Crown  Corporations  -  Advances 

Existing  procedures  do  not  provide 
adequate  control  over  accountability  for 
travel  advances. 

11. 7  Crown  Corporations  -  Transpor- 
tation expenses 

1.  The  practice  of  paying  "equivalent 
airfare"  results  in  excessive 
expenditures  of  time  and  money. 

2.  Verification  of  claims  is  inadequate. 

11.8  Crown  Corporations  -  Accommo- 
dation and  living  expenses 

1.  Crown  corporations  often  do  not 
take  advantage  of  the  reduced  rates 
for  accommodation  negotiated  by  the 
Federal  Government. 

2.  In  some  Crown  corporations,  allowances 
for  meals  and  incidentals  vary 
considerably  from  those  established 

by  Treasury  Board. 
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19 '/  7_REP0RT_0F  THE  AUDITOR  GENERAL 
PARAGRAPHS'!. HERE  CORRECTIVE.  ACTION  "HAS  NOT  BEEN  REPORTED 
TO  THE  CHAIRMAN  OF  THE  PUBLIC  ACCOUNTS  COMMITTEE 


Paragraph  Number  and  Problem 


11.9  Crown  Corporations  -  Expenses 
related  to  extended  travel 

Some  Crown  corporations  do  not  provide 
adequate  direction  or  control  on  costs 
incurred  during  extended  periods  of 
travel . 

11.10  Crown  Corporations  t  Relocation 
expenses 

Policies  on  relocation  costs  are  generally 
inadequate  and  existing  regulations  are 
not  always  adhered  to. 

11.11  Crown  Corporations  -  Internal 
financial  controls 

Several  weaknesses  are  identified  in 
the  internal  financial  controls  over 
travel  and  relocation  expenditures. 

11.19  Supply  and  Services 

Central  Travel  Service 
Billing  systems  and  procedures 

Present  procedures  create  substantial 
problems  of  financial  control  for  both 
Central  Travel  Service  and  customer 
departments  and  agencies. 

12.13  Energy,  Mines  and  Resources 

Disclosure  in  the  Estimates  and 
Public  Accounts 

1.   Certain  approved  transfers  of 

allotments  within  the  same  Vote 
were  not  recorded  in  the  Public 
Accounts . 
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197  7  REPORT  OF  THE  AUDITOR  GENERAL 
PARAGRAPHS  l.ilERE  CORRECTIVE  ACTION  HAS  NOT  "BEEN  R EPORTED 
TO  THE  CHAIRMAN  OF  THE  PUBLIC  ACCOUNTS  COMMITTEE 


Paragraph  Number  and  Problem 


2.   Grants  to  research  institutes  are 
not  always  disclosed  separately  in 
the  Estimates  and  Public  Accounts. 

12.14  Energy,  Mines  and  Resources 

Grant  to  one  Research  Institute 

Grant  payments  were  made  even  though 
established  conditions .were  not  adhered 
to. 

14.4  Treasury  Board  Secretariat 

Loans  likely  to  require  parlia- 
mentary appropriation  for  write- 
off 

Certain  loans  do  not  represent  assets  of 
the  Government  of  Canada.   These  loans 
are: 

1.  $384  million  to  Canadian  Broadcasting 
Corporation,  National  Capital 
Commission,  Northwest  Territories 
and  Yukon  Territory. 

2.  $215  million  to  a  number  of  least 
developed  countries. 

14.9  Treasury  Board  Secretariat 

Valuation  of  Pension  Accounts 

The  financial  statements  of  the  Government 
of  Canada  do  not  reflect  any  deficiency 
resulting  from  actuarial  valuations  of 
the  Canada  Pension  Plan  or  che  Supplementary 
Retirement  Benefits  Account. 
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1977  REPORT  OF  THE  AUDITOR  GENERAL 
PARAGRAPHS  UHERE  CORRECTIVE  ACTION  HAS  NOT  BEEN  REPORTED 
TO  THE  CHAIRMAN  OF  THE  PUBLIC  ACCOUNTS  COMMITTEE 


Paragraph  Number  and  Problem 

15.17  Supply  and  Services 

Supply  Revolving  Fund  -  Revenue 
not  Recorded 


The  Auditor  General  observes  that  included 
in  the  deferred  revenue  of  $14.8  million 
were  amounts  that  should  have  been 
recognized  as  revenue  in  the  year  and 
that  this  amount  had  not  been  determined. 

15.19  Treasury  Board  Secretariat 
Failure  to  Accrue  Employee 
Termination  Benefits 

The  Auditor  General  has  qualified  his 
reports  on  the  financial  statements  of  a 
number  of  Crown  corporations  and  revolving 
funds  because  of  their  failure  to  accrue 
the  liability  for  employee  termination 
benefits. 

16.5  Regional  Economic  Expansion 

Payment  Improperly  Charged  to  a 
1976-77  Appropriation 

The  Auditor  General  notes  that  an  advance 
of  $1.5  million  on  an  approved  loan  of 
$20  million,  paid  on  April  14,  1977  and 
charged  to  a  1976-77  appropriation,  did 
not  meet  the  requirements  of  Section  30 
of  the  Financial  Administration  Act. 

16.8  Regional  Economic  Expansion 

Improper  Payment  Under  an  Incentive 
Agreement 

The  Department  made  a  final  payment  of 
$1.3  million  under  an  incentive  agreement 
with  a  company  even  though  an  essential 
condition  of  the  agreement  had  not  been 
met  because  the  Department  of  the  Environ- 
ment could  not  provide  the  required 
certification  relating  to  pollution 
control. 
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REPORT  OF  THE  COMPTROLLER  GENERAL  TO  THE 
STANDING  COMMITTEE  ON  PUBLIC  ACCOUNTS,  JULY  11,  1978 

(Circulated  to  Members  -  but  not  tabled  in  PAC) 

July  11,   1978 


Mr.  R.  Huntington,  M.P., 

Chairman  of  the  Standing  Committee 

on  Public  Accounts, 
House  of  Commons, 
Ottawa,  Ontario. 
K1A  0A6 

Dear  Mr.  Huntington: 

On  May  24,  1977  Maurice  LeClair  reported  to  Mr.  Allan  Lawrence 
on  the  actions  reported  to  the  Treasury  Board  Secretariat  by  departments 
and  Crown  corporations  on  the  matters  raised  in  the  1976  Report  of  the 
Auditor  General.  He  reported  at  that  time  that  there  were  15  paragraphs 
where  it  would  not  be  possible  during  1977/78  to  determine  whether  the 
actions  which  had  been  initiated  would  resolve  the  problems  or  where  the 
actions  required  were  not  readily  discernible. 

I  am  pleased  to  report  that  10  of  these  outstanding  issues 
have  now  been  resolved  and  action  has  been  either  completed  or  is  in 
process.  It  should  be  possible  for  the  Auditor  General  to  confirm  that 
these  problems  have  been  resolved  during  1978/79. 

The  appendix  attached  to  this  letter  explains  the  nature  of 
the  problems  and  briefly  outlines  the  actions  taken.  The  Auditor  General 
has  confirmed  to  me  that  this  appendix  adequately  summarizes  the  matters 
i  dealt  with  in  his  Report. 

With  regard  to  the  remaining  5  paragraphs  (9.6,  13.12,  16.11, 
18.5  and  19.6),  I  am  actively  pursuing  these  matters  with  the  departments 
concerned  and  with  the  Auditor  General. 

I  trust  that  this  information  will  be  useful  to  you  and  your 
Committee. 


Yours  sincerely. 


TlJlK 


H.G.    Rogers 
Attachment 


7 IH 


/\t-^jCs^sy 


Appendix  F 


1976  REPORT  OF  THE  AUDITOR  GENERAL 
PARAGRAPHS  WHERE  CORRECTIVE  ACTION  HAS  BEEN  INSTIGATED 


Paragraph  Number  and  Problem 

9 .5  Treasury  Board  Secretariat 

Control  and  Administration  of 
Accommodation 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


There  are  no  coordinated  training  programs 
to  ensure  uniform  application  of  space 
accommodation  guidelines  and  directives. 


13.8  Canadian  International 
Development  Agency 
Trainees'  Obligations 

Trainees  do  not  always  honour  their 
agreements  to  return  to  home  countries 
so  CIDA  should  consider  using  contracts 
containing  reimbursement  clauses. 


A  series  of  regional  seminars  will  be 
held  to  address  weaknesses  in  departmental 
administration  identified  in  responses 
to  Treasury  Board's  Guide  on  the  Adminis- 
tration of  Office  Accommodation. 


Past  experience  indicates  that  a  reimburse- 
ment clause  would  be  very  difficult  to 
enforce  legally.   It  was  tried  in  1969 
without  success.  Moreover,  reimburse- 
ment is  not  an  answer  to  the  problem  of 
ensuring  that  trainees  return  to  their 
home  countries  where  they  are  needed. 
The  'general  offer'  type  of  training 
program  has  been  largely  discontinued 
and  for  the  most  part,  trainees  now 
enter  Canada  only  for  specific  training 
to  meet  the  needs  of  specific  projects. 
This  approach  tends  to  reduce  the  incidence 
of  problems  concerning  trainees  failing 
to  return  to  their  own  countries. 


13.9  Canadian  International 
Development  Agency 
Field  Audit 

1.   Due  to  staff  shortages  only  15  of 
1,000  projects  were  audited  in 
1974-75  and  1975-76. 


Efforts  have  been  made  to  increase  audit 
staff,  subject  to  the  constraints  of 
man-year  controls  and  recruiting  difficulti 
and  to  increase  the  number  of  projects 
audited.   Coverage  has  increased  as 
follows : 
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1976  REPORT  OF  THE  AUDITOR  GENERAL 
PARAGRAPHS  WHERE  CORRECTIVE  ACTION  HAS  BEEN  INSTIGATED 


Paragraph  Number  and  Problem 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


1974-75  - 
1975-76  - 
1976-77  - 
1977-78  - 
1978-79  - 


6  audits 

9  audits 

15  audits 

46  audits 

60  planned 


Present  coverage  represents  approximately 
10%  of  the  value  of  all  projects. 
Criteria  have  been  established  to  ensure 
a  representative  sample  of  projects  is 
selected  for  audit.   This  sample  reflects 
the  pattern  of  activities  as  well  as 
concentrating  on  larger  dollar  value 
projects. 

Efforts  to  increase  the  coverage  will 
continue. 


2.   It  is  impossible  to  determine  real 
costs  of  projects  because  of  a  lack 
of  information  in  certified  financial 
statements. 


Effective  April  1,  1977,  non-governmental 
organizations,  have  been  required  to 
sign  a  letter  of  agreement  detailing  the 
terms  and  conditions  of  CIDA's  con- 
tributions.  The  agreements  commit  NGOs 
to  separate  budgeting  and  accounting  for 
CIDA-assisted  projects,  the  provision  of 
interim  and  final  financial  reports,  and 
stipulate  further  that  all  necessary 
records  should  be  available  for  audit  by 
CIDA  or  its  representatives. 


16.10  Canadian  Broadcasting  Corporation 
Accrued  Interest  not  Recorded 


The  Auditor  General  qualified  his  report 
for  failure  to  record  $28  million  of 
interest  which  was  deferred  to  March  31, 
1979  by  Order  in  Council. 


The  accrued  interest  on  loans  from 
Canada  will  be  recorded  and  liability 
reflected  in  the  1977-78  financial 
statements . 
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1976  REPORT  OF  THE  AUDITOR  GENERAL 
PARAGRAPHS  WHERE  CORRECTIVE  ACTION  HAS  BEEN  INSTIGATED 


Paragraph  Number  and  Problem 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


16.18  Atomic  Energy  of  Canada  Ltd. 

Canadian  Broadcasting  Corporation 
The  St.  Lawrence  Seaway  Authority 
The  Seaway  International  Bridge 
Corporation,  Ltd. 
Farm  Credit  Corporation 

The  Auditor  General  qualified  his  reports 
on  the  financial  statements  of  these 
corporations  because  of  the  failure  to 
accrue  the  liability  for  employee  termina- 
tion benefits. 


17.1  Post  Office 

Failure  to  Recover  Costs  of 
Trans-Border  Highway  Services 
between  Canada  and  the 
United  States 


The  United  States  has  not  paid  its  share 
of  certain  costs  of  trans-border  highway 
services  provided  by  Canada. 


18.1  Atomic  Energy  of  Canada  Ltd. 
Payments  to  Agents 
Inadequately  Documented 

The  Auditor  General  states  that  the 
documentation  supporting  payments  of 
$8,098,500  is  inadequate  and  lacking  in 
detail;  and  that  the  first  quarterly 
statement  pursuant  to  "Contract  Support 
and  Services"  does  not  provide  information 
on  the  nature  of  expenses  incurred. 


The  corporations  have  adopted  the  practice 
of  accruing  the  liability  for  employee 
termination  benefits. 


A  joint  review  (Can.  &  U.S.)  of  trans- 
border  highway  services  revealed  cases 
where  both  administrations  had  failed  to 
pay  their  share  of  the  costs.   Each 
administration  agreed  to  conduct  a 
separate  review  to  determine  costs.   Our 
review  is  complete.   The  U.S.  has  been 
advised  of  their  share  and  partial 
payment  has  been  received.   A  final 
settlement  will  be  made  when  the  U.S. 
review  is  complete. 


The  available  documentation  supporting 
agency  payments  was  fully  discussed  and 
documented  before  the  Public  Accounts 
Committee  and  was  the  subject  of  a 
Report  dated  February  22,  1978. 
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18.6  Farm  Credit  Corporation 
Low  Return  on  Long-Term 
Mortgage  Credit  to  Farmers 

During  periods  of  rising  interest  rates 
loans  approved  in  one  six  month  period 
and  disbursed  in  another  considerably 
reduce  or  eliminate  the  1%  margin  provided 
by  regulation. 


19.7  National  Revenue  -  Taxation 

Insufficient  Penalty  for  Late 
Payment  of  Income  Tax 

The  Auditor  General  states  that  an 
increase  in  late  payment  penalties  could 
assist  in  the  collection  of  accounts. 


In  areas  where  the  time  lapse  between 
the  date  of  loan  approval  and  the  date 
of  loan  disbursement  has  been  excessive, 
the  Corporation  has  imposed  a  time 
frame  for  completion  of  the  legal  work 
by  the  solicitors  involved,  in  an  effort 
to  expedite  the  processing  of  loan 
applications  through  to  the  disbursement 
stage.   By  reducing  this  time  lapse, 
losses  incurred  by  the  Corporation  due 
to  reduced  margins  caused  by  interest 
rate  changes  in  times  of  rising  interest 
rates,  should  be  reduced  accordingly. 

In  a  further  effort  to  maximize  the 
margin  realized  on  loans  made  during 
periods  of  rising  interest  rates,  the 
Corporation  is  also  reviewing  the  fea- 
sibility of  using  moving  averages  as  a 
basis  for  establishing  both  borrowing 
and  lending  rates. 


The  March  31,  1977  Budget  proposed  an 
increase  in  the  rate  of  interest  on 
underpayments  and  overpayments  of  income 
tax  to  bring  it  in  line  with  the  prime 
rate  charged  by  chartered  banks.   The 
required  change  to  Income  Tax  Regulation 
4300  to  raise  the  rate  to  8  per  cent  for 
1978  has  been  agreed  between  the  Ministers 
of  the  Departments  of  Justice  and  National 
Revenue  -  Taxation,  and  the  appropriate 
wording  of  the  regulation  is  now  being 
developed  by  the  Department  of  Justice. 
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1976  REPORT  OF  THE  AUDITOR  GENERAL 
PARAGRAPHS  WHERE  CORRECTIVE  ACTION  HAS  BEEN  INSTIGATED 


Paragraph  Number  and  Problem 


Corrective  Action  Taken  and/or  Being 
Taken  to  Resolve  the  Problem 


19.8  Services  Canada 

Errors  in  Public  Service 
Superannuation  Account 
-Pension  Plan  and  Contribution 
Calculations 


The  Auditor  General  reports  a  continued 
high  incidence  of  error  in  pension  and 
contribution  calculations. 


As  the  Auditor  General  has  observed,  the 
Superannuation  Division  of  the  Department 
of  Supply  and  Services  continues  to  show 
improvement  in  the  determination  of 
benefits  payable  from  the  Public  Service 
Superannuation  Account.   Numerous  improve- 
ments have  been  planned  and  implemented. 
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